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The Legal Effect of Termination of the Share Transfer Contract
in the Limited Liability Company

YU Yue

Abstract: The traditional approach of limiting the “termination costs” of the termination of
share transfer contracts in the limited liability companies has failed to suppress the negative
externalities incurred by the exercise of the right of termination at the level of legal effects of
termination and should not be adopted. The legal effect of termination of a share transfer contract
should adopt the “liquidation relationship theory”. The termination does not retroactively eliminate
the contractual relationship, but rather transforms the content of the contractual relationship into a
restitution and liquidation relationship, thereby avoiding the effect of automatic recovery of share.
In order to maintain the cooperation inside limited liability company during the share restitution,
the preemptive right norm, Article 84 of Chinese Company Law, can be applied mutatis mutandis.
Once the preemptive right is exercised, restitution of share is impossible. In addition, out of
consideration for balancing interests, in share transfer contracts such as full acquisition and
treasury share contract, special reasons may arise that make it impossible to restitute the share in
order to protect the interests of the company’s creditors or company itself. In a system where share
cannot be restituted, the transferor should be allowed to request compensation based on the
subjective value of share, and the transferee should not be granted right to regret.

Keywords: Termination of Contract; Liquidation Relationship Theory; Cooperation Inside

Company; Preemptive Right; Impossibility of Restitution of Share
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