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Typological Construction and Regulatory Effects Of
Equity Transfer for Security

Ran Keping, Shi Yuchen (Wuhan University )

Abstract The legal structure of equity transfer for security has long been divided into "security right
construction theory" and "ownership construction theory", both interpreting the nature of rights from an equi-
ty-debt differentiation perspective. A unitary construction faces criticism for excessive functionalization and
an imbalance between internal contractual interests and corporate interests. The legal construction of equity
transfer for security should, fully respecting the structural and complex nature of commercial transactions,
adopt a context-specific approach to classify it into three categories: corporate governance-isolated, corporate
governance-supervised and corporate governance-controlled models. Regarding the nature of rights, these cor-
respond to a three-tier sequence of fully functionalized security right, security right with organizational law at-
tributes and shareholder rights with security functions. To identify these structural types, a dynamic evalua-
tion framework should be constructed with "corporate will" and "consensual content" as essential elements.
In corporate governance-isolated transactions, a comprehensive functionalization approach is adopted along
with the application of equity pledge rules. In the corporate governance-supervised transactions, a moderate
functionalization approach is adopted, where the creditor bears negative obligations centered on the prohibi-
tion of abuse of rights and a liability system focused on damages. In corporate governance-controlled transac-
tions, the degree of security functionalization should be limited, with creditors assuming positive obligations
centered on fiduciary duties and the liability centered on shareholder capital contributions.
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