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Abstract

According to a bedrock principle of Company law, a shareholder has limited liability
towards their company’s creditor. This principle is stipulated in Article 9.3 of the Company Law
of Mongolia. However, some lower courts in Mongolia have applied Article 9.3 of the Company
Law differently and have imposed proportional liability on shareholders of limited liability
companies (LLC) rather than a limited liability.

Therefore, this paper closely examines the limited liability of shareholders as a bedrock
principle of corporate law and its basis. In addition to the above, this paper also discusses how
applying Article 9.3 of the Company Law to impose proportional liability on shareholders may
not be feasible, and even if it were feasible, there are difficulties in terms of litigation costs and
debt collection. Furthermore, imposing proportional liability on shareholders of LLC may
adversely affect the economy and society in the situation of Mongolia, where 99.7% of company
forms are LLC.

In conclusion, this paper proposes that the court should apply provisions related to distortion
of limited liability, such as Article 9.5(judgment proofing) of the Company Law, and article
19.1(fraudulent transfer) of the Bankruptcy law rather than applying Article 9.3 of the Company

Law if there is an abuse of corporate form.
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