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FhABLESEIERY, ABUTRHERE
Reduction of Registered Capital — An Essential Move before the New PRC
Company Law Comes into Force
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The newly revised Company Law of the People's Republic of China in 2023 (the “new
Company Law”) will come into force on July 1, 2024. According to the new Company Law,
the registered capital of a limited liability company shall be paid up within five years from the
date of establishment of the company. With the shortened contribution period, the amount
of subscribed registered capital initially determined by the shareholders may conflict with
the existing business development of the company. Therefore, it is necessary to adjust the
amount of the registered capital, in particular for those with an inflated amount of subscribed
capital. So the reduction of registered capital in a legal way is an important step to be taken
for many companies.
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. BERBHYE
Why Capital Reduction is Essential?

RIEFTAENE, MRATFEEEEEMRS, EEHIRNAIEINABNEKE AL H Y
RIRIZRIAANE R, WRAENEMBEAREEIRA BHARLHGTERN, RREHEIRRARIRSS
MBS, BB FTBIRIR AR, ERRARAER AR HE EE N A SRS EENRIBERE.

Under the new Company Law, in the event a company is unable to settle its due debt, the
creditor has the right to request the shareholder who has not contributed the registered

capital to inject the capital in advance, which will be used for debt payment. Under such
circumstances, the shareholders may face the risk that the creditor may sue the
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shareholders and request them to take supplementary liability in relation to the company’s
debt to the extent of capital the shareholders have not contributed.

FUERT, NERREREFRE, EEEATPEERNBNEME R RIFRENZEEX
Therefore, to avoid the occurrence of shareholder liability, it is vital to protect the interest of
the shareholders by reducing the registered capital.

I AEETREEME S L EHAR?

Contribution Period for Registered Capital

HERERRIE R, HIRES FH—THRaE MEXERHRNSEHE:
Prior to the capital reduction, we need to first of all understand the contribution period in
relation to registered capital under the new Company Law:

a) EXHUERAENALRERE (B 2024 57 B 1 BZ/E) FiRNERERELE, BRERNER
ARz Bt 5 FREBEMEA.
If a limited liability company that is intended to be established after the implementation
of the new Company Law (i.e., established after July 1, 2024), the registered capital of

the company shall be paid in within five years from the date of establishment of the
company.

b) EXIFATEEITRICEIRIIANAE) (B) 2024 T 7 B 1 HENKIMZM, THREELT),
ExmznEEEMREEHEX T EIMIASICERSIEAIERMEN (FMARERNER),
BRRA/OETREE 3 SFRYITIEHR:

For companies already established before the implementation of the new Company Law
(i.e., established before July 1, 2024, hereinafter referred to as "Existing Companies"),
SAMR has issued relevant rules on the registration management system over registered
capital (which have not yet officially come into effect), and expressly reserves a 3-year
transition period for such companies:

o BIRASHIAHIRG 5 FHEREREEAT, MEATHADEETZE 3 S
JEHAPY, HDES 2024 467 B 1 B 2027 56 B 30 B, BRISLAMREESE 55X,
A REIREEATSKAES + 5 LR,

For Existing Companies with a contribution period exceeding 5 years, the remaining
contribution period of Existing Companies shall be adjusted to less than 5 years within
the 3-year transition period (from July 1, 2024 to June 30, 2027) after the implementation
of the new Company Law. That means Existing Companies may have a maximum
contribution period of "3 + 5" years following the implementation of the new Company
Law.

o IIMRIEASIEREME, FEBREEATE 2027 F£7 B 1 HERRESERAER
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FHY, NTHEEL AR,
However, according to the Article of Association of Existing Companies, if the remaining

contribution period is less than five years calculated from July 1, 2027, then no
adjustment to the contribution period is required.

IR HES ZRRSETER?

Required Process for Capital Reduction

R ARLIERINE, NNBETHEE, FEMEIN TmE:
In accordance with the new Company Law, the following process shall be followed in terms
of capital reduction:

a)

b)

d)

HESSFIEATMR SR, PHEIMEALE. MEREMEREER. FrRARE
Bl BAMR. BRERNED. FNAFDZHERE

The board of directors of the company shall make a plan for capital reduction, specifying
the amount of original registered capital, the amount of registered capital to be reduced,
the method of capital reduction to be adopted, the shareholders involved in the capital
reduction, the shareholder structure after capital reduction, and the measures to be
taken to protect the interest of the creditors, etc.

HRARESHAMEZEEFHRIN, REEERERRTRDEMEAIEE. SREREMRRH
REE. BRENEENTN. REHENRAELHINENS

The shareholders' meeting shall make a resolution on the capital reduction, including
but not limited to the amount of reduced registered capital, the specific amount of capital
reduction of each shareholder, matters relating to amendment of the AOA, and changes
in shareholders' capital contributions and their ratios, etc.

RSB RERREYTEE, LUERFRMGEINA T BTN REENLIR BRI SR
FERS,
Preparing balance sheets and inventories of property of the company in order to

informing shareholders and creditors of the solvency of the company and its current
financial and asset status

BRENAFHITAS, ERENRANEKSERSHIRAHER
Notifying the creditors of the company and making public announcement, and settling
debts or providing guarantees as requested by the creditors

SRR, LA ERIEXZHE
Entering into a capital reduction agreement with the shareholders to clarify the relevant
arrangements for the capital reduction

BRATEEANETEHTESIC
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Amending the AOA and carrying out change of registration at AMG

0) RIRSZEICHRERIIIETERFEIC
Reporting to the tax authority for such change and carrying out required change
procedure in tax registration

V. EBEERRANEERR

Consequence in case of lllegal Capital Reduction

LB ERRNBEEERSAEEREINA. BRRIERRUHIAEE. DEREE
ICHRAZ R R B LS,
lllegal capital reduction includes circumstances such as failure in notifying the creditors

about the capital reduction in advance, illegal voting ratio in relation to the shareholder’s
resolution on capital reduction, submission of false material to the registration authority etc.

FE EREEER S, R ERGAERENEANAMSEE ZRERER. {REEEEX,
NEHBEBERSHUENA, FARERNAEKIERSEREFZBRMAER, WATRKERE
ITIEER, BRTHENAZEKERSERSSREERINE]. FHERT, BFEER
RIER A EIRIINFIZEENIRSEE, N ABNERBRIRERE BN A BB FIERIRS &
B FRRERE,

Among the above circumstances, we would like to focus on analyzing illegal capital
reduction caused due to failure in notifying the creditors. According to the requirement of the
law, the company is obliged to notify the creditors of the fact of capital reduction, and settle
debts in advance or provide guarantees as requested by the creditors. If the company fails
in giving such notice, the creditors may lose their right to requests for debt settlement in
advance or provision of guarantees. Under such circumstances, due to the fact the
company's external solvency is weakened which is caused by illegal capital reduction, the

creditors have the right to demand the shareholders take supplementary liability for the
unsettled company debt to the extent of the reduced registered capital.

MRABDHREREFHAEIEENE, MERNAEREIBAE R R EREE RS SR AHEIRRY,
HESRFNMRHERRRER D CE NN ATRESEERFSFEEMERESREN, BEFRS
RIS ARIEBRIS S,

However, if the company follows the process of capital reduction strictly according to the law,
while the creditors fail to request for debt settlement in advance or provision of guarantees

in a timely manner, the creditors are not allowed to request for supplementary liability for
unsettled company debt against the shareholders at a later time.

Eitt, MFERERERNE, NEERENSTURZA TGN, MEEREENEDIE
R, BREIEERREATNRFENFRER.
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Therefore, for companies in need of capital reduction, they should attach great importance
to the compliance relating to various steps of capital reduction, and handle the capital
reduction strictly in accordance with the law, so as to avoid any negative consequence to
the company and the shareholders.

MIERBBIEHUMRE, BIAER:

If you have any questions about this article, please contact us via:

BreEle, PUTEIKA

Erex Chen, Managing Partner
Tel: +86 21 68556511

Email: erexchen@mylinklaw.com

SKEREE, 12D

Doris Zhang, Attorney

Tel: +86 21 68556500

Email: doriszhang@mylinklaw.com
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