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Our Case Analysis | Supplemental liability of shareholders for improper
capital reduction of the company
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Eight authorities including the Ministry of Housing and Urban-Rural
Development ("MOHURD") and the National Development and Reform
Commission ("NDRC") jointly released on June 21, 2022 the Circular on
Accelerating the Work for Reduction or Exemption of Rent for Market
Entities on a Time-limited Basis.

o FitiZi#/ New Law Update
EEARARAZEZSZERSXITEY (FEARKHNERZERNE) RIRE
iHt—C PR ZEWT AR K HI B a5 uE RIS FBALIL

Decision of the Standing Committee of the National People's Congress on



Amending the Anti-monopoly Law of the People's Republic of China
Further clarify the rules of application of the anti-monopoly-related system
in the platform economy

Analysis of Questions of General Concern on the “Interpretation by the
Supreme People's Court regarding the Application of the Anti-Unfair

Competition Law of the People's Republic of China”
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Our Case Analysis| Supplemental liability of shareholders for improper
capital reduction of the company
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Case Background
EBEEPALRINE—EXRERMUHNEYS, HER—RLE, TM~aHHT. B
EUMWEESERARERZHE, ERAEEFHITRE, CRETARTFE, HE
EIRRILS ATRIRFREIN WS, ERATRREREISEERRBENFERESIE,
HHRNT:
The Veritas team previously represented a case in a dispute over a sales
contract in which the defendant is a corporation and has no property to enforce.
However, it was discovered that the defendant had violated legal procedures to

reduce its capital and endanger the interests of the client during the period of



the transaction with the client. Therefore, we added the company's
shareholders as defendants and undertake supplementary liability from the
company's shareholders to the extent of the capital reduction. The reasons are
as follows:

—. QEfFARIEA, BEMUANEAMF~

A company is an enterprise legal person which owns independent legal
person property

RREREIT (R2F%) BXAE, A8REWEAN, BRMLAEAUF, =A%
AN, REAREHVF A ERIRSAERE. BRFELTRIBRRUEIAERY
HEBARS A BFEIERE. MNRABRFKRILET T ECHIHENS, SARTEE
SNABRNRSFIBRE. BE, NXTAEHRER, WATRRM ST ATRSEELRR
SEEIREBHN IR ERIE.

According to the relevant provisions Company Law of the People’s Republic
of China (Amended in 2018), a company is an enterprise legal person which
owns independent legal person property and enjoys legal person property
rights. The liability of a company shall be limited to its entire assets. The liability
of a shareholder of a limited liability company shall be limited to the amount of
its capital contribution. If the shareholders of the company have effectively
fulfilled their capital contribution obligations, they are not liable for the debts
of the company. However, if the company improperly reduces its capital, the
shareholders of the company shall be liable for the company's debts to the

extent of their reduction.



=. AREREEEFIRETIENA LR

Reduction of capital by a company in violation of legal procedures
constitutes an improper reduction of capital

AELEERFRARIRARNEIRSEFIRIER, BIBAKEFRIPATRINARGE
Nax, NEEMBARRATRFAEEREENEL, BREATRIRZZEXISHIEA
BRI RIS NVEENIE, AERARMEREHEIUMREATENARZZ 2R
£, AEIREEXYEGRNARBIRIERNARNZE R TEEEREHBRINSS. TR
ARSI BEZEZINASIRIMEREED, BRENANFZ. (AFix) F—8t
TEFAEHBENE T A SRRASEEER. ARRREAEEFRERI T ERAZ
&,

The Company law is explicit in the limited liability of the shareholders of
the company, but also explicit that the legitimate rights and interests of the
company's creditors should be protected in accordance with the law. The
company's registered capital is not only the basis for the company's
shareholders to assume limited liability, but also an important basis for the
company's counterparties to judge the company's ability to meet its property
liabilities, the company has an obligation to its creditors to pay off or provide
security at the request of the creditors in the event of a capital reduction.
Improper reduction of registered capital will directly affect the company's
external solvency and endanger the interests of creditors. The legal procedures

for capital reduction are explicit defined in Article 177 of the Company Law. A



reduction of capital by a company in violation of legal procedures constitutes
an improper reduction of capital.

KEEFERARBXINELTEAEEFHTRERNAEER, BRAXGERX
ARMEB+AENERRE, BREATIHZANTIRERIRNNER, BEIZEA
BRERR, ZERSRAMBHENTRRANEEEEANRLAER. EIt, M
N, REEREREFRIRE T ERAZRE, HARMEMRHE. BXRRER
HAARX A RN EE St H SRR AR ST,

China's laws do not explicitly stipulate the legal consequences of the
company's capital reduction in violation of legal procedures, nor do they
explicitly stipulate what kind of legal responsibility the relevant personnel
should bear. However, the company's capital reduction is the result of the
resolution of the shareholders' meeting, the beneficiary of the capital reduction
is the company's shareholders, and the situation and shareholders' abstraction
of capital for creditors have the same essence. Therefore, it should be
considered that the company's reduction of capital in violation of legal
procedures constitutes an improper reduction of capital, the essence of which is
the abstraction of capital. The relevant shareholders and other relevant

personnel shall bear the same legal responsibility as the abstraction of capital.

=. KRASRRERFRBNEESE

SNRIFMIA, AEIEREEEFRIRETANGRMEMEHE. PEIEXIRIR N



RAIRIEEIHENE, b BRIRRMRN A TEE R AR BIRIEH R A CRYE
BRI, BRI R EERRNEABEMR HE N e E R A RS A RE B =AY D &
B RIEERIE.

As mentioned above, the essence of the company's capital reduction in
violation of legal procedures is the abstraction of capital. Chinese law has clear
provisions on the liability of shareholders for capital evasion, in addition to the
legal responsibility of the company or other shareholders for the return of
capital interest, the company's creditors should also be liable for
supplementary compensation for the part of the company's debt that cannot
be satisfied within the scope of the evaded capital interest.

Ett, AEERREERREAEIEFRHT, SUATEEMASRE, ARNRERE
EREAEE R A ERS A B FRRERIE.

Therefore, a company must follow the statutory procedures when reducing
its capital, otherwise it may constitute an improper reduction of capital and the
shareholders of the company are liable for supplementary liability for the debts

of the company to the extent of the reduction.
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[Latest Highlight]
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China Further Supports Time-limited Reduction and Exemption of Rent



on Market Entities

6 B 21 B, F&E88. K¥NEF 8 M NEKERM T (KTHIM RS HDEMR
BEESTIrFrE) ( "(&Ex)” ).

Eight authorities including the Ministry of Housing and Urban-Rural
Development ("MOHURD") and the National Development and Reform
Commission ("NDRC") jointly released on June 21, 2022 the Circular on
Accelerating the Work for Reduction or Exemption of Rent for Market Entities a
Time-limited Basis ( “Notice” ).

NEAFEL (BESHRX TR LSRMER F—IFBCRERIER) (% (2022]
125) BX, #HEIMRIEREHZEREEEES T, FBEIRS W/IAEFAMET
BPEREEERESEN, BxxEXTEsREMESHRTE, MRIERRHIZERS
BERE, RESEN—IEANRKEE, BRRESFAZNERTIFEE, MWRMHE
iR, Rl REESNXNEKX. BHIFERSERETEVES RTINS, 5
B3R, RERXKRE, EHSTERERENRRHIERSERS, MRSIIBER
FENEE AR,

In order to implement the requirements of Notice of the State Council on
Promulgation of a Package of Policies and Measures for Firmly Stabilizing the
Economy (Guo Fa [2022] No. 12), to promote the work for reduction or
exemption of rent for market entities on a time-limited basis, to help micro and
small businesses and self-employed individuals in the service sector to alleviate
the pressure of housing rent, the relevant state ministries and commissions

attach great importance to the work of rent reduction, reduction or exemption



of rent for market entities on a time-limited basis, which is a major decision of
the State Council, is an important work initiative to stabilize the economy, and is
of great significance to protect market entities, employment and people's
livelihood. Notice requires all places to work in accordance with the established
rent reduction mechanism, combined with their own reality, the coordination of
various types of funds, to come up with pragmatic and practical measures to
promote the reduction of housing rent for market entities, to ensure that the
policies and measures to take effect on the ground.
(ER) R, ENMNELESHRBCRER, TERBUT:

It urged to accelerate the implementation of the rent reduction and
exemption policies and measures. The main points are as follows:

WH AR EFE XX RN ERITBXE N AR S LML FMA T~
EHEESREERN, 2022 FiEKk 6 NAEE, HEftutXiEs 3 ~AEE. MSHEARS
HER, WSS IRERLBINE RS RRIEE . WEIThERR, ShES
RITRRESNHEANBTRE FRENRERARAESR. (BRKR: PEAR
HANEWE TR S 2IRER)

(1) For micro and small businesses and self-employed individuals in
the service sector in a county-level administrative area being identified as
high-risk area that rent state-owned housing, the rent can be reduced or
waived by six months in 2022, and the rent in other areas can be reduced or
waived by three months. For lessors who are willing to reduce or exempt

rent, the property tax and urban land use tax payable in the year would be



reduced or waived by tax authorities according to the applicable local rules,
and pledge loans with preferential interest rate sand other support would
be given by state-owned banks. ( Resource: Ministry of Housing and

Urban-Rural Development of the People’ s Republic of China)
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[New Law Update]

EEARRKEASESZEREXRTEN (FEARFHIERZENZE) BROIRE
H— BRI 2R AR K B S &5 U P AYE IR

Decision of the Standing Committee of the National People’'s Congress
on Amending the Anti-monopoly Law of the People's Republic of China

Further clarify the rules of application of the anti-monopoly-related system
in the platform economy

2021 F 10 B, EEAXREZEFE=1T—"REWHREMMAMEIERERHIT 7 HIX
Hi¥, 2022F 6 B 24 H, t=2BEAXEZRF=TRRSNFRREBIXTIELR
ZRNARIRE, REWTNAEIERIEE 2022 F 8 A 1 BigheT. REIITHRZENEE
2018 £ 8 B 1 Bk THY.

In October 2021, the thirty-first meeting of the Standing Committee of the
National People's Congress conducted the initial consideration of the draft
amendments to the Anti-Monopoly Law. On June 24, 2022, the 35th meeting of

the Standing Committee of the 13th National People's Congress voted on the



decision to amend the Anti-Monopoly Law, and the amendment to the
Anti-Monopoly Law will come into effect on August 1, 2022. China’ s current
anti-monopoly law that has been in effect since August 1, 2018.
EEARBZSZTIEZEASANTEKREEY, REMAEEERRANESLRHPRIT
SRR BRI LE R AT Y SKAURRERE, IRIEFaLFIEmFHTER, H—
LR T REWTEXSIEEF L5 OushrIERMN, BFESEEaINE, TR
NpflE, KEENMEFIREIRENEE. A, BANBLURFEMNE, NEXZEZR
TERVZEMTT9, AFRR. PRERS, FEHEHXIEMTAREMENACHRN, i
i AT EC A — R PRE 7 &I, RIS XN ER S EIES:
Yang Heqing, the spokesman of the Legal Working Committee of the
Standing Committee of the National People's Congress, pointed out that the
draft amendment to the anti-monopoly law implements the decision of the
Party Central Committee on strengthening anti-monopoly and preventing
disorderly expansion of capital, and further clarifies the rules of application of
the anti-monopoly-related system in the platform economy in accordance with
the mode and characteristics of competition in the platform economy. There are
both general provisions, such as the provision in the General Provisions that
operators shall not use data and algorithms, technology, capital advantages,
and platform rules to engage in monopolistic conduct under this Law to
exclude or restrict competition, as well as refined rules for types of monopolistic
conduct, such as special provisions in the chapter on abuse of dominant market
position. The second review draft submitted for this review is proposed to make

10



changes in five areas.

—. ERERZAAFISERNSNSHE, B "ESkREHRREIG" 248
pEN: AN R

First, according to the latest practice of anti-monopoly enforcement system
reform, it is clear that "the State Council anti-monopoly enforcement agency" is
the law enforcement department of this law.

—. Bk BT ERH EE T AR SR BNE A,

Second, it is to further clarify the rules of application of the
anti-monopoly-related system in the platform economy.

=. BREZMMY "8 M.

Third, is to improve the monopoly agreement "safe harbor" rules.

MU, EXRAZRRINERNZEEEFRIEE. MEEFHTTE

Fourth, it is the investigation and processing procedures to improve the
concentration of operators who do not meet the declaration criteria.

. BNEEEETPNFETHEHEREK,

Fifth, is the review of the concentration of operators to put forward specific
requirements.

RENAMEEEREN_FREE 7 REWHAEE:, (BEEREE, XMRZEREX
FIERNME T —E5eE, EZEMNSE:

The second draft of the draft amendment to the Anti-monopoly Law
summarizes the practice of anti-monopoly enforcement, draws on international
experience, and makes further improvements to the rules of the

11



anti-monopoly-related system. In respect of monopoly agreements.

—RIEINT "&£ BN, MEEESRZESATTZEZMNY, FEERS
B ZENTMRIERZERNY., NREEZRIHHHO IR T A ER S EIESRARY,
EREATFELL, XHEREWMMYAT "EXE" SN, 228" ANeEBetIaES
BRUIRALIRRES |, FERRSMIARNER, ERARERFEWVHISIERENEE
g, H—ERRPNEIRIHIZES.

First, the "safe harbour" rule has been added, which excludes horizontal
monopoly agreements between competitors from monopoly agreements
entered into between operators and counterparties. If the operator's market
share is lower than the standards and conditions stipulated by law, the law does
not prohibit it, which is the "safe harbour" rule for monopoly agreements. The
"safe harbour” rule can provide clear guidance to enterprises on competition
compliance and, while defining the boundaries of compliance, can maximize
the development of cooperation and synergistic operation of enterprises and
further stimulate the market dynamics of SMEs.

ERIIMEL EENMEERBEMNEEE RIARZEMMYEE N EMEE
PRZEHTIISGRMHSERMERYEEE), EMELRHEEEEEFERESS, BT ZE
i, (BRBRFIATEEZENN, BEATRS.

Second, it is added that operators shall not organize other operators to
enter into monopoly agreements or provide substantial assistance to other
operators to enter into monopoly agreements, that is, in practice, some
operators do not participate directly and do not enter into monopoly

12



agreements themselves, but organize others to formulate monopoly
agreements to hinder fair competition.

=RTE TNEZEMIMATAERN. SMTFEEESKBEXS ALK EZEHT
I, EEBRBIIAAEEHHR. RERSHERN, R ATEILL,

Third, the rules for the determination of vertical monopoly agreements
have been improved. The law also does not prohibit vertical monopoly
agreements entered into by an operator and a counterparty to a transaction if
the operator can prove that they do not have the effect of excluding or
restricting competition.

KTREESYHHE, BEERNE, BINT AR HRINENEEEETHIER.
WIBRERF, WFRAZRRIVEEBIERIEBEERE T EEHHR. REIFEEMEN
ZREEEP, BSHEREHFNINETUERZEEHR, LEEAHIRN, REWIR
IR BEGEHITRAE, BT, BN REEEPHRERRF I BB AENE
X, eEEEETHEER.

As for the concentration of operators, Yang Heqing introduced that the
investigation and handling procedures for the concentration of operators that
do not meet the declaration standard have been increased. For the
concentration of operators that do not meet the declaration standard but have
evidence that they have or may have the effect of excluding or restricting
competition, the anti-monopoly enforcement agency of the State Council may
require the operators to declare the concentration. At the same time, the
circumstances under which the period for review of concentration of operators

13



is suspended and the notification requirements are added to regulate the
review procedure of concentration of operators.
"RREPRITINREREEF—AHIZRIRFREE, BEEREXRESRNRZE
AR EEEZEFT RO RFEFE, HKEINEXSS N ETHRERIEETHAY
ZEEETNFEE, REHFEREBMNNE." BEaKK. (FEXRIR: FEAX
KJ)www.npc.gov.cn
"In line with the decision of the Party Central Committee to accelerate the
construction of a large nationwide unified market, the draft amendment
requires the anti-monopoly enforcement agency of the State Council to
improve the classification and grading review system of operator concentration,
strengthen the review of operator concentration in important areas involving
the people's livelihood of the country in accordance with the law, and improve
the quality and efficiency of the review." Yang Heqing said. (Source: China

National People's Congress) www.npc.gov.cn

SEFEE{E About Veritas

RN S5 T — SON R P SR e S A TR IR S5 O R A PR A o R S5 P JRATTSERE
I ECRE AR L S IR NI BESE, i A2 7 Bt — BB S O EVE IR S T 3, W% sk
LR H

Shanghai Veritas Law Corporation is a comprehensive law corporation in China that provides perfect
and comprehensive legal services to clients. With our professional skills and in-depth understanding of
business, we provide a complete set of value-added legal service solutions for clients at home and abroad to
help them achieve business goals.
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We boast an excellent legal team paying close attention to client needs continuously, providing clients
with practical solutions and pioneering professional advice. We strive to provide excellent services and take
pride in establishing friendly and long-term partnership with our clients.

WAV E PR SEIKEER E AL AU 20 R, Brind. 63, 40f). e, 5
RVEME. ENRE. EDEEJEVENE. HiH 2R, SUHEF, 03 W REHG AR, A EALETL M.
EE. PR, BT SEM. SEE L H A E ST AL SR A B .

Through our international partners' offices in more than 20 cities including New York, Los Angeles,
Singapore, Taiwan, Myanmar, Vietnam, Malaysia, India, Indonesia, Sri Lanka, Mexico, London and Oman, we
are committed to providing professional services for Chinese enterprises to develop business in Asia, the

United States, the Middle East, Latin America, the United Kingdom and other countries.
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