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The Empirical Studies of the Effectiveness
of Capital Reduction without Notifying Creditors

Yu Bin

Abstract: It can be found from research into relevant cases of China that if a company reduced the
capital without notifying the creditors and creditors take an action to the court, the judges generally did not
decide the capital reduction was effective, just made the shareholders who reduced the capital bear the joint
liability of the debt which the company were not able to pay off within the range of the capital reduction.
This judgment is to some extent related to loopholes in legislation of capital reduction. The reason for a suc—
cessful registration alteration on capital reduction by a company without notifying creditors is that the Admin—

istration for Industry and Commerce regards announcement of company capital reduction in newspaper as a
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kind of notifying creditors. The court’ s judgment like above is obviously unfair to creditors not taking an ac—
tion and contradictory to administrative decision of the Administration for Industry and Commerce, thus easi—
ly leading a company to make illegal behavior of deliberately not notifying creditors of capital reduction for
the purpose of escaping debts. The Company Law of China should make clear that the capital reduction by a
company without notifying creditors is invalid and shareholders conducting capital reduction shall return the
reduced capital to restore the status quo ante; if the company suffers damage because the reduced registered
capital can not be recovered from shareholders, directors shall assume corresponding responsibilities; when
the capital reduction by a company without notifying creditors causes damage to shareholders or creditors,
they can claim compensation from the company or directors. It also should be made clear in the management
rules of the Company that the company shall make announcement in Enterprise Credit Information Publicity
System.

Keywords: Company Law; Effectiveness of Capital Reduction; Protection of Creditors; Registered
Capital; Notifying Creditors
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