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Normative Framework for Directors' Duties of Companies on the Verge of Bankruptcy from
a Business Environment Perspective
Li Yan
Abstract: The World Bank's B-READY assessment criteria explicitly include whether the
regulatory framework contains "obligations of company management prior to the commencement
of insolvency proceedings", requiring directors to take reasonable measures to avoid corporate
insolvency or, when insolvency is inevitable, to minimize its scope. Although China's current
Company Law and Enterprise Bankruptcy Law provide for directors' duties of loyalty and diligence,

they do not establish specific obligations for directors during the "twilight period" before insolvency.
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To further advance the rule of law in the business environment and address changes in internal
incentive structures of companies on the verge of bankruptcy, it is urgent to enshrine—guided by
the core concepts of insolvency prevention and rescue— the obligations of directors, when a
company is nearing bankruptcy, to safeguard company assets, resolve financial distress, prevent
insolvency, reduce insolvency losses, and adopt out-of-court restructuring or other means to save
the company. This would enhance the systematic nature and coordination of director duty provisions
under both the Company Law and the Enterprise Bankruptcy Law.

Keywords: B-READY assessment system; director's obligations; on the verge of bankruptcy;

bankruptcy rescue
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