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PART I.

Chapter 1.

INTRODUCTION.

In considering the general personal liability of
stockholders in a corporation,it will be well to first
enquire ,what persons or classes of persons are liable
for its acts. A corporation aggregate,being a collec-
tion of individuals endowed with sovereign authority,with
the faculty of suing and being sued,of holding and trans-
mitting property,and of acting as one person with re-
ference to those matters which are within the objects of
its creation, Certain property and persons are al-
ways liable for its acts (See Thomas v Dakin,22 Wend.
9-112). When a corporation incurs a liability which
may be on contract or for a tort,or imposed by statute
in the nature of a penalty,we have primarily the lia-
bility of a corporation for such acts,and its assets,
inecluding the capital stock,must be taken for such pur-
pose; and secondarily,the trustees or directors have an

additional liability for any fraudulent acts which are



2.
committed by them,and for all ultra vires acts; and
thirdly,the stockholders,in addition to the amount of the
stock subscribed,by them,are personally made liable by
statute for certain acts of the corporation. This
liability differs according to the character of the cor-
poration,and the statutes of the state where the compeny
was organized. This third class of persons forms the

subjeect of our investigation.
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Sec. 2. BY SUBSCRIPTION. A person may ac-
quire rights and liabilities in a corporation by sub-
seribing for its stock,by purchasing stock from individuals
and by receiving stock by way ol gift,devise or paedge.

The forms of contracts to take shares in the
stock of & corporation may differ,as where the certificate
issued by a corporation in the ordinary form of a certi-
ficate of stock but containing a promise on the part of
the corporation to pay interest thereon until the happen-
ing of a specific event,constitutes the person to whom
it is issued a stockholder and member of the company.
(See MecLaughlin v Detroit and Mill.R.R.Co.,8 Llich.100)
But in all cases the legal relations occasioned by the
contract are similar,and a contract of this kind is =z
contract to subseribe funds (Taylor on Corporations,sec.
510; Union Ice Company v Hoge,21 How. 35). To con-
stitute a person a shareholder it is not necessary that
a certificate of stock should have been issued to him. It
is sufficient that stock has been apportioned to a per-
son on the books of a corporation,although the subscrip-
tion was made by an agent at the request of the verson

subseribing. The certificate or script is not a trans-
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fer from the corporation,but merely evidence of an exi st -
ing right (Burr v Wilecox, 22 M. Y. 551; Chester Glass
Co. v Dewey, 16 Mass. 94) It is the settled law of the
United States Supreme Court and of most of the states
that 2 subscription for shares implies a promise of the
subseriber to pay for them(Taylor on Corporations,Sec.
513; Upton v Tribilcock, 912 U. 8. 45; Dayton v Borst,

31 V. Y. 433).

Sec. 3. A CONTRACT OF SUBSCRIPTION.¢

A contract of subscription is not always necessary
to fix a person with the full liability of a stockhol-
der to creditors of the corporation. The mere accep-
tance of shares of the stock by him will have this ef-
feet (Nulton v Clayton,55 Ioa.425; Spear v Crawford,l4
Vend. 20) But if no certificate of stock has been
issued to and accepted by the person sought to be charged,
a written contract of subseription is ordinarily neces-
sary to bind him as a shareholder (Pitsburg R.Co., v
Clarke, 29 ?a. St. 146) A verbal promise to take and
pay for shares will not be binding(Fanning v Ins. Co

o

37 Ohio St. 339) .

&
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5.

Sec . 4. %AROL AGREIMENTS .

All parol agreements and secret understandings be-
tween the subscriber and the agent of the corporation who
procures the subscription in any way contrary to its
terms,are void,and the subscription is enforceable as if
no such agreements or understandings had existed(Pista-
qua Ferry Co. v Jones,39 N.H. 491; Taylor, section 521,
gives other numerous citations) A secret agreement
made with a subscriber to the stock of a railroad cor-
poration who subscribed with others,that he shall pay
only a part of his subscription,is fraudulent as to the
other subsecribers,and void,and his subscription will be
valid and binding for the whole amount thereof.(Galena

& Southern Wis.R.R.Co.,v Ennor,116 I11.55)

Sec. 5. EXISTENCE OF THE CORPORATION.

If the corporation is in existence at the time when
the subscription is made,then,unless the subscription takes
the form of a proposal by the corporation and an accep-
tance by the subscriber;it must necessarily be regarded
as a proposal by the subscriber to become a shareholder,

so that in order to make a binding contract the proposal
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must be accepted by the corporation(Thompson on Cor-
porations,section 1177; Carlisle v Saginaw V R.Co.
o7 Mieh. 318; Parker v Northern Central R. Co., 33 llich.

23)

Sec. 6. CONDITIONS IMPOSED.

If the contr act to subscribe is conditioned on the
subscription of a certain amount,it may not be enforced
until that amount is subgeribed(Phila. & Westchester R R
Co. v Hockman, 28 Pa. St. 318; Chase v Sycamore R. R. Co.
38 I11. 215; Belfast & M. L. R. R. Co., v Coltrell, 66
Maine,185; Monadnock R. R. v Felt, 52 N. H. 379; Taylor
on Corporations,section 518; Morris Canal Co. v Nathan,

2 Hall(W.Y.)239).

The New York Stock Corporation leaw provides in
section 41,that at the time of such subscribing every
subscriber,whose subseription is payable in money,shall
pay to the directors ten per centum upon the amount sub-
scribed in cash by him,and no subseription shall be re-
ceived or taken without such payment. In general
whatever conditions are imposed on the corporation by

the subscription contraet nmust be performed before the
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contract can be enforced(Santa Cruze R. R. Co., v Schwartz,
53 Cal. 106; Thompson v Olever, 18 Iowa,417; Swartwont v
Mich. Air ILine R.R. Co.,24 Mich,339; Taylor,Sec.518)
Subscribers tn the stock are liable upon their subsecrip-
tion if there is user by the corporation,and it is suf-
ficient to show that z valid debt has been contracted
before the capital stock was paid in either in cash or
property to fix the statutory liability of a stockholder.

(National Tube VWorks Co.,v Gilifillan, 124 N. Y. 302)

Sec. 7. UNPAID SUBSCRIPTIONS.

In all cases the stockholder is 1liable to make good
in some form of proceeding for the benefit of creditors
of the corporation,whatever remains unpaid on his sharee
at their par value according to the tenor of the contract
of subscription entered into by him or his assignor.(Wal-
ker v Lewis, 49 Texas,123) Beyond this his liability
does not extend except where it has been enlarged by
constitutional or statutory provisions(Jackson v Meek,

87 Tenn. 69)
A shareholder indebted to an insolvent cor-
poration for unpaid subscriptions cannot against his

1liability therefore set off a debt owing hiw from the
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corporation,but a statute may permit such set off(Appleton
v Turnbull 84 Maine,72) He is first bound as a share-
holder to pay whatever may be due on his share whereupon
he will be entitled to participate in the assets of a
corporation rateably with the other ecreditors(Sawvyer v
Hoge,17 Wallace,610; Lawrence v Nelson,21 N. Y. 158; Bolton

garbon Co.,v Mills, 73 Iowa,410; Taylor,sec. 729)

Sec. 8. CAPITAL STOCK ISSUED UNPAID.

In New,York,'The stockholders of every stock cor-
poration shall jointly and severally be personally lia-
ble to its ecreditors to an amount equal to the amount
of the stock held by them respectively,for every debt of
the corporation, until the whole amount of its cgpital
stock issued and outstanding at the time such debt wes
EAWEPHAEHA , was incurred,shall have been fully paid(Stock
Corporation Law, section 54, Laws of 1892) It is the
igssued and outstanding stock that must be paid in and
not the whole capital as forrerly(Laws of 1848, cap. 40,
section 10; Laws of 1875, Cap. 611, paracsraph 37)

In liaryland the several stockholdersz of the

corporation are individually liable until the whole amount
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of its capital stock shall have heen paild in,for any
debts of the corporation contracted before that time(llo-
rean's Digest ,216; 37 lMd. 522; Thompson on Liab.Stock-

holders, sec. 38)

Sec. 9. Discharge of a Stockholder under Act of
M. Y. Laws 1848, cap. 40.

Where the stock of a corporation has not been paid
in,and in an action to inforce the individual liability
of a stockholder,and the stockholder who was sglso pre-
sident of a manufacturing corporation advanced to it money
to pay its workmen,and paid out the same to them,it was
held that he thereby became a creditor,and this was a
defence to an action by another creditor of the corporation
against him as stockholder,and that this was so even if
defendant had Been compelled to pay the claims in dis-
charge of the liability imposed by said aect upon the
stockholders to pay laborers,etec., It seems that a
stockholder is absolutely discharged from his liability
to creditors under the above act by payment of an amount
equal to his stock on legal compulsion,and vprobably by
voluntary payment to any creditor for whose debt he is

liable(Maltiez v Needig, 72 M. Y. 100)
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See. 10. Certificate of Incorporation not properly
filed under Laws N. Y. 18FD, cap. 576.

Where the original capital of a corporation was
$12,000. and not fully paid in,nor a certificate filed,but
on an inecrease of the capital a certificate was filed stat-
ing: "The whole of the said capital stock of $12,000.

has been sold and all but $ paid in" but the in-

creased capital stock was not in fact paid in in full and
defendant who bought two shares of such increased stock
was sued by the assiznor of the creditor of the corpor-
ation,it was held that plaintiffs were not prejudiced by
the claim of defendants that the purchase of stock was
induced by fraud,and the defendant was liable on the notes
issued by the corporation(Moosebrugser v Walsh,89 Hun. 364)
By the laws of 1892, section 54 of the New York
Stock Cor. Laws. the liability of stockholders in bu-
siness corporations has been altered so that a stockholder
can no longer be made liable for debts because the direec-
tors fail to file a prescribed certificate,or because the
entire capital stock has not been paid in(See Alb. Law.Jour

nal,vol xlviWw,p 267, Article by D.A.Jones).
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In Rhode Island and llew Hampshire the statute
imposes a 1liability upon stockholders for a failure to
pay in the entire capital stock and to file a certificate
of the Pact of payment(Public Statutes,R.I. 335-6; Pub.
Stats. N. H. 1891,p .416) .

In England,and in a large proportion of our
states,one rule has been adopted,and the stockholder is
held liable only to the extent of the unpaid stock held
by him. In many places a special liability to lanorers
and empnloyees is iumosed,and there is a personal respon-
gibility for participating in acts which impair the ca-
pital of the torporation,or where incorporators act as
partners but the one general rule of liability is that
each stockholder's obligation to sce that the cepital of
the corporation is made good,ends when his own stock is
full paid(In Eng. see Buckley's Companys Acts,6th. EA.1891;
in Maine,Dyer's liaine Corp .laws,1891,73; in Mass. Tuck-
er's llanhual of Bus. Corp .1888,72; in Conn. Beach on Joint
Stock Act,1391,44; in lew Jersey,Corbin's .J.Act,1891,3-4;
in Pa. Freedley's Corp. Law.1890,37-115; in Dist.Colum-
bia,Revised Statutes,1875-4,5-74; in Mich.l Howell's

Anno .Staet.,sec.4017; in I1l. Root's Corp.laws,4th. Ed.
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1890,20-21; in Minn. 11 Kelly's Stat,1891,p .703,sec.2455-
2658; in Wis, Rev.Stat.,1878, 512; in Towa,l MeClain's
Anno. Code,404-7; in Missouri,State Const. Art. 12, sec.
9,1889; in Oregon,Const. Art 11, Hill's Anno. Laws,13892,
108; in Col. 1 Mills Ango. St. 1391, 627; in Marygland
1l Gen. lLaws,1388,p.301,sec.64; in Ga.,Code,1332,sec .1676,
subd.3; in Texas,l Sayles Civil Stat. 221; in Ken.,Gen.
Stat,1388,766; in Arkansas, Dig. of Stat.,1884,135,3534;

in Ala.,Const.,Art 14, Code,l1386,vol.i,p.47)

Sec. 11. DIE TACTO CORPORATIONS.

When a person has subscribed for shares in a de
facto existing corporation,he cannot plead to a suit
brought on his subscription that there are any irregular-
ities in the organization of the corporation(Taylor,Sec.
537; Chubb v Upton's Assignoees,95 N. Y. 665; Buffalo

RR Co., v Cary,26 M. Y. 120)
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Chapter II.

Seec 1. BY PURCHASE.

Stock may be acquired by purchase in open mearket or
by private sale. To render such a transaction valid and
binding on all parties,certaln rules and regulations must
be followed according to the statute laws of the state
and the bye laws and regulations of the corporation.

The constitution or bye laws of the corporation
may contaln provisions regulating the transfer of shares.
If these provisions are not observed,neither the share-
holder nor his transferree may take advantage of the
non-observance (Johnson v Underhill,52 N. Y. 203; Quiner
v Marblehead Social Ins. Co., 10 Mass. 476; Parrott v By-
ers, 40 Cal. 614; Taylor,sec. 539) Though on the one
hand the corporation may refuse to recognize an irregular
transfer,still in most cases of irregular transfers,lia-
bility may attach to the transferee(Upton v Burnham .3
Biss.,431; Cheltenham R R Co., v Daniel,2 Eng.R'y (a.728;

Taylor, sec. 5389)
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In New York creditors may hold the resistered
stockholders liable even though they are not the real
owners of the stoek (Wakefield v Far~o0,90 M. Y. 213) A
person becomes legally intitled to shares by having them
transferrcd to him on the books of the corporation,a
certificate beins but evidence ( Hawley v Upton, 102 U. S.
314; Agricultural Bank v Burn, 24 Me. 556; Taylor,sec.

587)

Sec. 2. STOCK REGISTERS.

Under statutes requiring stock registers to be kept,
it is not necessary in order to constitute one a stock-
holder so as to hold him liable for the corporation's
debts,that his name appears as such on the books (Evans v

Bziley, 66 Cal. 112)

Sec. 3. TRANSFFR OF SHARES NOT FULLY PAID UP.

The transferee (on the books of the corporation) of
shares that are not fully paid up,is liable for calls
made for the unpcoid portion during his ownership (Vebster
v Upton, 91 U. S. 65; Hartford Co., v Boorman, 12 Conn.

530; Cowles v Cromwell, 25 Barb. 413) 7;g@m &%Lin7’
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Chapter III.

Sec. 1. BY GIFT AND DEVISE.

A person may acquire shares in a corporation by gift,
and where a sift is made in good faitih and not for the
purpose of divesting the transferror of liability in an
insolvent corporation,and the proper entries are made on
the books of the corporation,the transferror is relieved
from liability,and the donee or transferree becomes the
legal owner of the shares.

It is essential to the validity of a gift that
it should be executed,and this can only be done by de-
livery .and where it is incanable of manual delivery,by de-
livery of the symbol which represents it,~per Mr. Jus-
tice Matthews:"the instrument or document must be the
evidence of a subsisting obligation and be delivered to
the donee so ag to vest him with an equitable title to the
fund it represents,and to divest the donor of all pre-
sent control and dominion over it (Basket v Hassul,1ll7
U. S. 602; Thompson,vdl. ii, sec.2391).

The doctrine that an iﬁfended gift of shares

cannot be converted into an unintended trust,has been re-

L3
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peatedly affirmed (Antrobus v Smith, 12 Ves. 39; Haertley
v Nicholson.19 Eq. 233; Beech v Keep,18 Beav.285; Bal~
timore Co., v Mali,65 hid. 93). But on the other hand a
re~istration of the transfer on the books of the compahny
is not sssential to the validity of a gift of shares. A
delivery of the certificate coupled with the execution of
an express pover of attorney to the donee to transfer the
shares oh the company's books,mgkes him substantially
dominus of the shares,since he needs no further assis-
tance from the donor and can compel registration by the
company (ilroy v Lord, 4 DeGex Fisher & Jones,264;
Stone v Hackitt,12 Gray,227; Cushman v Thayer Co.,76 N. Y.
365; Ames Cases on Trusts,p.1l55) It has been decided
in Grymes v Hone,49 N. Y. 17,that a deed of transfer with
an express powver of attorney should be as effectual as a
delivery of the certificates.

A delivery of the certificeates as a gift,car-
ries by necessary inmplication =2 power to transfer the
shares on the company's books,and this implied power is as
effectual as an express power to give the donee dominion
over the shares whether the transaction be a #ift inter-
vivos or not (Allerton v Sang, 10 Bosw. 362; Ridden v Thrall

12

(9]

N. Y. 572; contra--llatthews v Hosgland!91l W.J.Eq.;

21 Atl. Rep. 1054,as a donatio moriis causa,see Walsh v
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Sexton,55 Barb., 351). .

If 2 donor,instead of taking an obligation
in his own name in trust for the donee,takes it in the
name of the donee,the gift is complete and irrevocable,
notiithstanding the donee's ignorance of the transaction
(Standing v Towring,31 Ch.D.282; 27 Ch.D.341;Smith v
Bank of Washington,5 S. & R. 318; Reid v Roberts,35 Pa.

84)

Sec. 2. BY DEVISE.

Shares are Personal Property.

Contrary to early opinion,it is now generally agreed
that shares of stock in a corporation are personal pre-
perty whether they are declared to be such by statute or
not,and whether the property of the corporation itself
is real or personal (Drybutter v Martholomew,2 P.Wms.1l27;
Townshend v Ash,3 Atk .336; Russell v Temple,3 Dane Arbr.
108; Tregear v Etiwanda Water Co.,76 Cal. 537; Seward
v Rising Sun, 79 Ind. 351; Thompson on Corps. sec. 1066) -
As the shares of all corporations are personal property,
they pass on the death of the holder,not to his heir,but to
the personal representative (Thompson oj Corps. sec.3317)

Accordingly the devisee of shares in a corporation can
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only acquire title to them after the settlement of the
estate of the deceased,and provided they are not taken

to pay his debts
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Chapter IV.

Sec. 1. BY PLEDGE.

A mere pledree of shares who is not resistered as
ovner and never receives dividends or exercises any of
the rights of a shareholder,is not liable as a share-
holder to creditors of the corporation (Anderson v Phila
Warehouse Co.,111 U. S. 479; Henckle v Salem lifg. Co.,39
0. St. 547; Taylor,sec.741).

And tims it is held by the Federal Supreme

Court that a pledgee of shares in the stock of a National
Bank ,wvho in good faith while the Bank is not in failing
circumstances ,takes the transfer in the name of an irre-
spongible person for the avowed purpose of avoiding lia-
bility as a shareholder,and who never exercises any rights
of a shareholder or receives any dividends,inecurs no lia-
bility as a shareholder to the creditors of the bank, the
dividends being pald to the pledgee,the real owner (Ander-

son v Phila. Warehouse Co.,111 U .S. 479}

Sec. 2. PLEDGEE NOT LIABLE AS OVNER.
Unless the rule heas been changed by statute,lia-

bility to pay calls and to respond in the event of in-
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solveney,to crfeditors attach to the holder of the lepal
title only: the courts will not look beyond the regis-
tered shareholder,nor enquire under what equities he
holds. A holding the stock of B as collateral se-
curity,if reristered as the legal owner,is lilewise held
to the liabilities of a stockholder,and if he duffers a
loss which B ought to have suffered,that is a matter be-

tween him and B (Franklin v Veate, 13 llees & W. 481)

Sec. 3. MORT GAGEE NOT LIARLE FOR MORTGAGED SHARES.
Where A advanced money to B on the security of railway
shares,they were transferred into the name of C to se-
cure A,and subject thereto for B,and C dies insolvent. It
was held that A was not liable at the suit of the company
for the arrears of calls on the shares (Newry v Ross,
14 Beav. 64).

In the absence of circumstances creating an
equitable estoppel,the rule is that if it is agreed be-
tween the company and the tzker of the shares that he
shall take and hold them only as collateral security for
money advanced by him to the corporation,this does not
make him liable as a shareholder to creditors of the

cormpany . They acquire no higher rights as ag=zinst him
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than the company had,and the law will not out of tender-
ness to them,create what was intended to be a security
for him into a liability to them (Fisher v Seligman,7 Mis-
souri App.383; Union Sav.Asso.v Seligman,92 llo. 635; Liat-
thews v Albert,24 Md. 537) .

If the shares continue to stand on the corporate
book in the name of the pledgor,he and not the pledgee
will be liable to creditors,because he remains owner
of them. (Henckle v Salem €0 .39 Ohio St .547; Beecher v

Wells Co.,1 McCrary(U.S.)62; Thompson on Corps. sec.3213)

Sec. 4. TRANSFERREE LIABLE.

It has been held in a case under the late bankrupt
law,that a transferree of National Bank shares is lisable
to the creditors of the ba nk as a stockholder,if the
shares stand in his name on the book of the bank at the
time of its suspension,notwithstanding he took the trans-
fer as security only,for a debt which has since been
palid (Bowden v Farmars Bank,l Hughes,U.S. 807). The con
trary has been held in New York where a person received
a transfer of the stock of another as collateral security
for a debt due by the latter,the transferree could not be

held liable as a sharcholder to a creditor in a direct
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action given by statute to the creditor against the share-
holder although his name apneared on the books of the
company as sole owner(licllahon v Macy,51 N. Y. 155-161;
Thompson on Corpor™®.gee. 2937).

But it is thoroughly established that one to
vhom stock has been transferred in pledge or as collater-
al security for money loaned,and who apnears on the book
of the corporation as the owner of the stock,is liable
as 2 stockholder for the benefit of creditors(Mational
Bank v Case, 99 U. S. 623; Simnmons v Hill,96 1lo.679; Aldery
v Storm,6 Hill,624; Re Empire City Bank,1& N Y. 199;

Taylor on Corps. sec. 741; Thompson on Corps. sec.3213).

Sec. 5. PLEDGEE NOT ON BOOKS NOT LIABLE.

A pledgee of stock who has the old certificates can-
celled and new certificates issued in his own name,is lia-
ble to creditors of the corporation as a stockholder
(National Comm.Bank v McDonald,Ala,9 So.149). But a
pledgee of shares of stock in a National Bank who does
not appear by the books of the bank or otherwise to be the
owner,is not liasble for an assessment on the shares on the
insolvency of the Bank under revised statutes U.S. seec.

5151 ,rendering shareholders liable for debts of the asso-
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ciation to the extent of the par value of their stock

(Wells v Sarrabee,36 F.866; Spelling on Corps. sec.791)

Sec. 6., REAL OWNER LIABRLE.

If a person is the real owner of shares and as be-
tween himsell and the apparent holder entitled to the
profits thereof,it will not avail him as a defence
against creditors that the shares did not stand in hi -
name(Burr v Wileox,22 II. Y. 551; Stover v Flack,30 Il.Y.
64) .

A person cannot escape the liability of a share-
holdér by taking his chares in the name of an infant(Roman
v Fry,5 J J.Marsh,Kentucky,634; Coxe's ca. 4 DeGex,J.& S.
53; Taylor,sec.743). And from these decisions it can
but be said that any person who appears to be a share-
holder ,or any person who is actually entitled to the
emoluments of shares in a corporation,is liable zs =

shareholder to the creditors(Taylor Sec.743).
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PART I1I.
Chapter 1.

INTRODUCTIOIN.

The nature and extent of the stockholder's liczhility
may be that given by the common law,by equity and by -
legislation,and our recent statutes enazcted by each
state now primarily govern the liability of the stock-

holders in all corporations.

Sec. 2. NON-LIABILITY AT COIMION LAW.

The general rule of law is that the members of a
corporation are not liable for its debts, or torts, except
to make good the amount due to the corporation for their
shares ,unless made so by constitutional or statutory
enactment ,or unless they have assumed a larger liability
by contract or by conduct (Shaw v Boilan,16 Ind. 384;
Coffin v Rich .45 llo. 507; Free Schools v Flint,13 Met.
539; Gibbs v Davis,27 Fla. 531; Thomas v Dakin,22 Vend.9;

French v Teschenaker, 24 Cal.518; Yhompson on Liab.
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Stockgolders,sec.%; Peck v Coopcr,S I11.App.403; Toner v
Tulkerson,125 Ind. 224) It would perhaps be diffi-
cult to find a modern case in which the question whether
the stockholder of a corporation is at cormon law liable
to pay the debts of the concern,is distinctly adjudicated.
But tlhie mule is found to have been recognized in many
cases:(liddleton v Bans.5 Conn.23)

At cormon law the stockholder es not indivi-
dually liable for any debt of the corporation(Gibbs v
Davis,27 Fla.531),but courts of equity took cognizance

of suits by creditors to enforce unpaid subscriptions(Har-

mon v Paige,62 Cal.448; Spelling on Corps.sec.9 00,-735)

Sec. 3. ANCIENT COLTON LAW.

The general rule of the ancient common law was that
debts owing by or to a corporation became extinguished
upon the event of its dissolution,and the stockholders
ere released from their liability to pay calls to the
corporation in respect of the shares for which they had
subseri bed.(Mallory v MMallet,6 Jones Eq.Li.C.345)

In Wint v Webb(3 Dev. 1.C.,27)notwithstanding
the following clause in its charter "the private property
of the individual stockholders shall be liable for all

the debts controcts and liabilities of the corporation
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in pronortion to the stoclk subseribed by each individual-
ly" it was held that a court of equity iad no power after
the dissolution of the‘corporation, At the suit of
a creditor of the same to ald him in collecting his debt
from the stockholders{"the responsibility thus immosed
upon the individual stockholder is a secondary one be-
cause 1t meakes ther liable for the debts of another per-
son,to wigthe cornoration. The 1liagbility oi the indi-
vidual stockholders being thus secondary only for the debts
of the company,it follows that when the corporation ex-
pires,and its debts became extinguished,their liability

becane extingul shed also".

Sec. 4. PARTNFRSHIP LIABIILITY.

Where the business for which the corporation is
formed is illegal or is nrohibited by law or public po-
liey,the coadventurers who organized the cormporation
are liable as partners on the contracts made in the name
of the corporation. In Tmvire 1lills v Alston Grocery
Co,(Tex.App .12 L.R.A.366) it was so held where a statute
of that state(Tex),had been repealed and where certain

persons deszivins to carry on the business of merchancis-
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ing in that state as a corporation,caused themselves to
be incorporated under laws of Iowa and then established
their business in Texas,the court held that their orpgan-
ization in Iowa was a fraud upon the la's of Texas,and no
rule of comity would allor them to exist,contrary to the
nublic policy of Texas.

Corporationsg formed for purposes of gambling
and wagering uvon the rise and fall of market products,
are i1llegal and corporators are individually liable.
(LicGrew v City Pro.Exech. 85 Tenn. 572)

Joint and Several Liability as Partners. It is
a reneral principle that until a corporation is legsally
organized the coadventurers will be liable as partners
for all del:ts contracted on behalf of the aggregate body,
and where prior to the recording of the certificate of
orsanization the subscribers to the capital stock accept
the bid of one of their members(Inskeep)to erect a build-
ing for corporate nurnoses for $10,000. or payable in
capital stock,and this contract is sublet for $6,700. cash
to Mcllasters,wiio erected the building,it was held that
the contract was not made by Inskeep on his own behalf,but

on hehalf of the subscribers to the stock of the Iece Co.
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whereby thew received $10,000 in stock for the 6,700
paid by them,and the contract made by Inskeep was the
contract of =211 whom he represented and the real nartics
were bound by it and they were responsible for the mater-
ials used in the constraction of the ice house. (J.I.LcFall
v MeK.Z Y.Ice Co.,123 Pa.St.263.

And of course it is perfectly plain thiat per-
sons vho engage in business without taking any steps to
incorporate themselves would be liable as partners though

they have regarded themselves as 'stockholders' (Farmm v

Hatch,60 M. H. 294,)s2c.D

Sec. 5. LIABILITY OF A SOLE STOCKHOIDER.

It has been held in conformity witlr the princinle
that if all the stock passes into the hands of one person,
so long as the corporate existence is maintained,his 2ia-
bility as a stockholder,and his iununity from liability
are the same,as where there arc many stockholders. As
in Robertson v Conrey(5 lLa.Ann.297),the stockholder of a
bank who has received its zssets,is bound for its debts
to the extent of such assets(See Thompson on Corns.sec.

294.6) .
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Sec. 6. CITIZENSHIP OF A CORPORATION.

The laws soverning the liability of the stockholders
are found in the statutes creating the corporation,the
charter and bye laws of the corporation,and the laws of
the state in which tlic corporation is created. The in-
dividual liability of the stockholders ic not goverened
by the lawvs in whatever state he may hapnen to reside.

The state as well as the federpal doctrine now
is that 2 corporation has no individuality.except in its
corporate cagpacity: that its local status is not depen-
dent uvon the citizenship of the individuals composing
it,that an action by a corporation in its corporate nane
is conclusively presumed to be brought by the citizens of
the state under whose laws the corporation was created.
Educational Society v Varney(54 7.:.376); Thomp.on Corps.

sec,7422.
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Chapter II.

See. 1. STOCKIIOLDERS LIABILITY IIT EQUITY.

Fquity courts have been greatly instrumental in
bringins about the modern liability of stockholders.
And in all cases where the plaintiff cannot receive a
complete and adequate rewedy at law,he may bring his suit
in the equity courts. In all cases of trustee,fraud,

and accounting,equity courts have e:clusive jurisdiction.

Sec. 2. TRUSTEES 0T LIABIE BY STATUTE.

In ITewr York,llassachusetts,Rhode Island.and by acts
of Congress governing national banks,and in various states
statutes have been passed providing til:at no person hold-
ing shares as executor,administrator,guardian,or trustee,
shell be subject to any liabilities as a stockholder,but
the trust pronerity is liasb le. (Stectman v Evelett,6
llet.114; llensur v Prett 101 llass.60; Sayles v Zates,

15 R.I1I.342; Rev.%tat.U.S.sec.5152) The New York
statute provides that no person holding stock in any
corporation as collateral security or as executor,adninis-

trator,guardian or trustee,unless he shall have volun-
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tarily invested the trust funds in such stock,shall be
personally subiect to liability as a stockholder,but the
pevson pledging such stock and the estate and funds in
the hands of the executor,etc .,shall be liable.(lew.
York Stocl: Corp.Law,sec.54),and it has been held in MNew
York that where an executor of an estate invested any
of the funds of the testator in shares rithout any au-
thority to do so in the will,the shares are to be treated
as belon~ing to the executor and not to the estate,and the
executor's and not the estate,are responsible as share-

holders(Diven v See,36 .Y .302).

Sec.3. TRUSTEES LIABLE.

TThere shares have been taken by one person in the
naze of another to bhe held in trust for him-elf or where
they are taken by nominee of the company to be held in
trust for the company,the nominal holder or trustees in
whose neame the shares are registered is,in the event of
a winding up,put on the list of contributories,and if he
is injured by this he must seek inderrnity of »is cestui
que trust. (Mitchell's Case,L.R.9 Eq.336; Chapman & BRarkevs

)

case,L.R.3 Eq.361; Px p.Oriental Com.Bank.L.R.3 Ch.391;
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Stover v Flac!:,30 N.Y.64: Thomp.on Corps.sec.3194)

Sec .4. TRAUD OF SHARTEHOLIERS.

Individual absolute liability. Sharcholders
are personally 1liable for their own Iraud or torts thou ih
committed under pretence of acting on behalf of the cor-
poration(liedill v Collier,16 0.5t.599; Vhitewell v Varner,
24 Vt.425; Thorp .on Corps.sec.2943;Spence v Iowa Valley

Co.,36 Iowa ,407)

Sec. 5. DIVITENDS.

A division of dividends at a time when tiie corpor-
ation was incolvent or in contemplation of insolvency
would partske of the nature of a conveyance in fraud of
creditors and a creditor's bill would lie to reach and
suhject them to execution(Bank of St .Mary v St.John,

25 La .566; Thomp on Corps.sec.2962) .

Sec. 6. ISSUE OF ITEV] SHARES.

When the corporation increases its capital stock and
distributes new shares =@mons the stockholders,they be-
come liable to creditors to Tull amount of stock as the
corporation held out that sueh stock had been subscribed.

(Handeley v Stutz,139 U.°.417).
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Sec. 7. FUNDS IN\PROPERﬁX RECEIVED BY STOCKHOLDER.

When corporate funds are withdrawn to the injury of
ereditors,the creditor c:on recover such funds from the
shareholders who have improperly received them(Bartlett
v Drew ,51 N.Y.587). For instance ,the shareholders of an
insolvent bank are not entitled to receive and divide
among themselves any of its assets until iss debts and
liabilities are fully discharged(Wood v Dummer,3 Mason
308; Hollister v Hollister Bank, 2 Keyes,(N.Y.)245; Spear
v Grant,l16 Mass .l5)

Sec. 8. LIABILITY OF MEMBERS OF A RELIGIOUS
CORPORATION.

Where the members of a religious corporation had
sauandered in paying the cxpenses of litigation a fund in
their possession,a court of equity in aid of a judgment
creditor,decreed the individual members to make it good
so far as necessary to satisfy the complainant's demand(Big

elow v The Cong.Soc.ll Vt.283).

Sec .9. WATERED STOCK.
To issue shares as fully paid up for property known

to the corporation and the shareholders receiving them to
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be grossly below their par value,is a fraud on creditors
for whose benefit the shareholder to whom the shares are
issued may be compelled to make up the difference(Jack-
son v Fraer,G64 Iowa,369; Freeman v Stone,15 Phila.(Conn)
37; Osgood v King,42 Iowa,478; Taylor on Corps.Sec.702).
If however,shares are issued as fully paid up vhen in
fact the corporation has never received the par value of
them.creditors cannot compel a person tvho buys them in
good Talth,as full pald,pay the difference between their
par value and the value of whatever property was given
for them originally. Though possibly the creditors
could hold the original subscriber who took the shares as
fully paid up knowing them not to be so,liable for such
difference or for the difference betveen what he gave and
what he received for them.(Brant v Ehlen,59 Md.l; Phelan
v Hazzard,5 Dill.45; Jolihson v Lullman,l5 Mo .App .55; R.R.Co
v Howard,7 Wall.392; Boynton v Hathe,47 N.Y.225; Pell's
Case,L.R.5 Ch.11l; Eyermann v Karuchhaus,4 Mdwg.App .455).

Sec. 10. WATERED STOCK.

A resolution by a corporation that upon the stock-
holder's maying in a portion of the par value of the

stock,the capital shall be deemed to be Tully paid,is
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wholly ineffectual as against the creditors of the com-
pany(Clark v Bever,139 U.3.9; Cook on Corps.sec .42) Peor-
sons taking stock fpom the corporation for cash at forty
cents on the dollar cannot avoid liability to the corpor-
ate creditors for the remaining sixty cents by setting
up that unknown to them the stock had previously been 1s-
sued to a contractor for work to be done,and that he ap-
pointed the corporation his agent to sell the stock at
forty cents on the dollar. Their subscription was an
original subscription and bound them(Bates v Great HWestern
Tel, Co. 25 N.E.521(I11°90)).

Sec. 11. BONUS STOCK.

In New York it has been held that in the absence of
any statutory provision or provision of its charter,one
to whom shares had been transferred by it gratuituously,dos
not make his liability to pay nominal face value of the
shares as upon a subscription.--and an action is not main-
tainable by a creditor of the company to compel him to Py
for such shares(Christensen v Eno,106 17.Y.97),but this de-
cision has recently becn modified by the following statute
of the New York Stock Corporation Law,Sec.42: "No corpor-

ation shall issue either stock or bonds except for money,
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labor done ,or property actually received for the use and
lawvful purposes of such corporation. Yo stock shall
be issued for less than its par value. Mo bonds shall
be issued for less than the fair market value thereof".

Sec. 12. TRUST-FUND DOCTRINE IN RELATION TO
WATERED STOCK.

According to the decisions of the federal courts,
"it is a settled doctrine of the United States Supreme Coudt
that the trust arising in favor of creditors by subscrip-
tions to the stock of a corporation cannot be defeated
by any sinulated payment of such subscription,nor by any
device short of an actual payment in good faith,and while
any settlement or satisfaction of such subscription may
be good as between the corporation and the stockholders,
it is unavailing as against the claims of creditora"(Clark
v Bever,139 U.S.96,;, Fogg v Blair,139 U.5.118; Hendley v
Stutz,139 U.S.417; Tgylor on Corps.secs.7022),and in Hand-
ley v Stutz it was decided that only subsequent creditors
could be presumed to have given credit to the company on
the faith of an issue of stock and that consequently they
alone would have a valid claim against those share-holders

who had received 'bonus' stock or stock issued for less
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than its par value.
BONUS STOCK, FRAUD DOCTRINE.

In connection with the Trust-Fund doctrine as laid
down by the United States Supreme Court and the case of
Handley v Stutz,the Supreme Court of Minn. in Hospes v
The Northwestern Mfg. Co. 48 Minn.l7,held that where it
ig explicitly agreed between the corporation and the per-
son to whom stock is issued that it shall be 'bonus' stock,
no implied promise to pay for it can arise in favor of the
corporation,and hence not in favor of any creditor of
the corporation: the creditor's right can rest only on
a fraud done him,no equity exists in favor of a creditor
whose debt was contracted for the issue nor in favor of a
subgequent creditor who knew of the agreement under which
the 'bonus'-stoek was issued. By putting the 1lia-
bility of the stockholder,not upon the trust find doctrine
but upon the ground of fraud,and applying the old and

!
fard liar rule of law on that subjeet to the peculiar
nature of a corporation and the relation which its stock-
holders bear to it and the public,we have at once a ra-

tional and logican ground upon which to stand(Taylor,702b)
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Seec. 13. EFFECT OF 'WORDS"ASSESSIENTS NOT TO EXCEED
$10. ON A SHARE".

The corporation cannot issue its shares below par
and conclude itself and its creditors from suing for the
balance. As in the case of The Great Western Tel. Co.
v Gray,122 I111.630,vhere the contract of subscription
stipplated than upon the payment of forty per centum of
the par value of the shares, the number of shares sev-
erally subscribed by the undersigned shall be issued to
them as full paid stock by the company and that the shares
were to be $25. at par value---assessment not to exceed
$10. on =a share. In this case the defendant Gray,had
paid only forty per cent or $10. per share ,and claimed
that such pavment relieved him from further liability. It
vas held that the words "assessments not to exceed $10.
on a share" do no limit the liability of defendant to
©£10. a share. And that defendant's subscription is
a cle-r and unqualified prorise to take and pay the par
value of the shares with which the company's nromise to
igsue certificates for the shares as full paid stock
then forty per cent shall be paid.,and is not inconsis-

tent with the agreement.
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What is the plain meaning of a clause like
"assessments not to exceed 510. on a share' printed on
a certificateé Clearly not that the stock shall be
taken as fully paid when $10. a share is paid in. IT
this were meant the proper way to express the idea would
be to print across the certificate a clause like:";10/ paid
on each share as called for shall be full payment for
the share",and even then there might be some doubt whe-
ther $10. would fully pay for the stock. The more like-
ly meaning of the phrase is that while assessment after
assessment may be made,until par value is paid in,none
of the assessments shall exceedlglo. a share. If this
clause could be taken to exonerate sharetakers from lia-
bility from more than $10. rer share the effect would be
to reduce the capital stock of the corporation down to
that sum per share,but such reduction of the cgpital stock
of the company would be a fraud uvon its creditors.,ultra
vires and void.(State v Timken,48 N.J. L.R.87;Zukel v Joi-
let Opera House,79 I11.334; Bank of Commerce'd&a App .73
%a. St .59; Upton v Tribilcock,91 U.S.45; Am.Law Reg.l62)

In State v Timken,the subscribers to the capnital stock of
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a telegraph company upon payment of $6.33 per share,caused
to be issued to themselves shares of full paid stock of
the peor value of (25. Held--that in such case the
presumption was that full paid stock was to be issued
upon payment of 58.33 per share which was illegal and to
the enforcement of such illegality the court woulda not
lend its aid by maendaims or otherwise.

Sec. 14, EFFECT OF WORDS :"NON-ASSESSABLE".

In Upton v Triblecock,31 U. S. 45, where the certi-
ficate had the ord: "non-assesszble",together with the
amount "$100." stampec across them,and the cdefendant had
only paid twventy per cent of the par value,the court held,
"the legal effect of this instrunent was to make the re-
mal ning eishty per cent payable upon the demand of the
company and the words “"non-assessable®,could not operate
as o walver of the obligation created by the acceptance
and holding of a certificate ,to pay the amcunt due upon
his shares". At most the legel effect of the word:
“"Non-assessable" is a stipulation agsinst liability to
further taxation or assecssment after the holder shalil

have paid the one hundred per cent.
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And an acceptance and holding of a certificate imports a
promise to pay for them(Brighham v lcade,10 Allen,245;
Palmer v Laurence,3 Sand(S.C.)761). Representa-
tions by the agent of the company as to the non-assessment
of the shares beyond a certain per centage of their value
constitute no defence when he has himself failed to use
due care to ascertain the truth or falsity of such re-
presentation(Hall v Selma R.R .Co.6 Ala.741; Gt.West .Tel.
Co v Gray,l22 111.630). In Minn. the doctrine
is eclearly and boldly announced that the issue of stock
for cash at less than par is legal and that nothing thore
can be collected on such stock except by corporate cre-
ditors who have relied on the representations,that the
capital stoeck is as stated or that it was paid in full(Hos-

pes v Nor.Ves.Co. 50 ¥.¥W.Rep.1l117 'Minn.'92').



Chapter III.

Sec. 1. STOCKHOLIER'S LIABILITY BY STATUTE.

Chief Justice Vaite said: (in giving the opinion of
the federal supreme court in Perry v Little,101 U.S.216)
"The individual liability of stockholders in a corporation
is always a creature of statute, It did not exist &t
common law,and the first thing to be deteruined in all
such ceoses is therefore,what liability has been created,and
ve may determine the liability of stockholders by an ex-
amination of the sharter or statutes under which the cor-
poration was organizeéRBingham v Russian,5 Ala.406; Spell.
on Corps. sec.903; Thompson on Corps.secs.3046; Taylor
on Corps. sec.727). The stockholders liability
imposed by statute may be an absolute individual 1liability,
or a joint and several liability or that of a partnership
1liability ,or what is practically = double liability. It
may be a penal or contractual liability,or imposed for
the purpose of taxation by the state,and also that of

ascsessment and calls by the corporation.
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Stoclkholders in a vrailroad cornoration; liability
to the United States on its bonds. The recent case
of the U.S. v Stanford,decided March 2nd.1896,reported in
16 U.S.Sup.Ct .Repr.576 ,held that as not any of the Pacific
Railway Acts undey which the railvay systom was established
from the lissouri River to the Pacific Ocean,imposed upon
the stockholders of a corporation receiving subsidy bonds,
personal liability for any debts due the United States from
such corporations by reason of its feailure to pay said
bonds, ¥t cannot he supposed that Congress intended that
the stockholders of the Californiaz corporation which re-
ceived such bonds,should be individually liable under the
corporate laws of California. It held in effect that
stockholdcrs in a cornoration organi zed under the laws of
California could not be held perscnally liable for bonds

Trom

received by the corporation '»r the United “tates by Acts
of Congress,as such statute imposed no personal liability
on the stockholder.

Sect. 2. INDIVIBUAL LIABILITY.

The individual liability is generally placed at such
proportion of the debts and liabilities as the amount of
stock owned by him bears to the who le of the subsecribed

capital stock or shares of the corporation,and for a like
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proportion only of each debt or claim against the cor-
poration,and is further limited to those debts contracted
while the relation of shareholder existed(Spelling on
Private Corps.sec.900).

Where the ensbling act under which a corporation
is formed provides that a substantial fallure to comply
with its agreements shall render the stockholder's indi-
vidually liable and the statute is not coupled with it,
theoy are primarily liable and may be sued by creditors
before the corporate assets are exhausted(Clegs v Hamilton
ete. 61 Iowa,121; Bigelow v Gregor,73 I111.197).

“2¢. General Liability. The stockholders as betwen
themselves and the corporation,are sureties or guarantors
while the corporation is the principal debtor(Prince v
Lyneh,38 Cal.528).

See. 3. ABSOLUTE INDIVITUAL LIABILITY--TO LABORERS

In many states stockholders are made individually
liable by statute for certein classes of preferred in-
debtedness,such as laborers' wages,debts contracted for
materials furnished,improvements on the corporate property
and the like-~-the statute must be consulted for a full

understanding. Usually the preference is confined to
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" gervants and laborers'(Rev.Stat.Wis.1769; Laws of 1833,lic.
cap .383; Search v Ellicott,(Md)l8 A.363; Rev.Stat .N.J
cap 188,sec.63; Pub.Acts Lich.1837,No0.94; Rev.Stat.Ind.
1831 ,sec .3934;Spelling on P.Corp.sec .918; N.Y¥Y. Stock.Corm.
Law ,sec .54) . The mere dissolution of the co moration
by its own voluntary act does not relieve the stockholders
from lizbility for such debts due to its clerk,sérvants
and laborers,and this liability is in addition to the lia-
bility of stockholders for the ancunt of unpaid stock.
(Sleeper v Goodwin,B87 Vis.517). The tzkings of a rote
from the corporation by a laborer does not affect his claim
against the stockholders: nor can the latter avoid his
accrued liability by transferring his stock(Jackson v Meek,
3 Pick.Tenn .Rep .69) .

stock
The New York Statute.—= "The holders of every stock

corporation,shall,jointly and severally ,be personally
liable for all debts aue and owing to any of its laborers,
servants or emnlcyees other than contractors,for services
performed by them for such corvoration. Before such la-
borer,servant or employee shall charge such stockholder

for such services he shald give him notice in writing with-

in thirty days after the termination of such services,that.
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he intends to hold him liable,and shall commence an
action therefore within thirty days after the return of
an execution unsatisfied against the corporation upon -
a judgment recovered against it for serviceékN.Y.Stock
Corp .Law .Sec .54) .

The term “"employee’ in its ordinary and usual
sense ,includes all whose gervices are rendered for
another: it is not restricted to any kind of employment
or services,but includes as well the professional man as
the common laborer and a claim for counsel fees will be
sustained{Gurney v Atlantic and G.W.Ry.Co.58 11.Y.358)

The aect of 1848,cap .40 sec.l8,making stockholders liable
for all cebts that may be due and owing to their laborers,
servants and apprentices,for services performed for such
corporation,does not inelude a book-keeper and general
manager employed at a yearly salary. The services re-
ferred to are menial or manual services(Wakefield v Fargo,
90 N Y.214).

In People v Remington,45 Hun .329 (Affd.in
109 M.Y.631) it was held that a2 superintendent and attor-

ney were not employees,oper-tors or laborers,nor were
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their wages,earnings within the statute under the laws of
13885(Cap .376) allowing preference to be given employees
and laborers.

Sec. 5. %ARTNERSHIP LIABILITY OF STOCKHOLIERS.

Although the liability of partners is in many cases
declared by statute,as in New York Stock Corp.Law(sec.54)
,and under gimilar statutes,as in Massachusetts(affirmed
in Trust National Bank v Almy,117 Mass .476,and in Ill.in
Baker v Backus,32 I11.79) so under a charter providing
thet,"until thirtlk th-usand of the capital stock shall
have been paid in,every stockholder shall be held indi-
vicually liable for the debts of the company,stockholders
are liable to be sued as partners and not as guarantors.
(Perkins v Sandars,56 Miss.733). However,it cannot bhe
re~arded in all cases that this liability is special and
statutory,since before there has been a de facto organiz-
ation the stockholders arc liable as partners under the
general principles of law(Kalzer v Laurence Saving Bank,
56 Iowa .104; Fuller v Row,57 M.Y.23).

If a corporation is formed and doing business

2s such and heas not followed the prescribed method of

becoming incorporated,then the supnosed stockholders are
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liable as partners,rithout any regard to the name
wnich they may have chosen to call themcelves, Az where
thic stockholders in a manufacturins corporation upon the
expiration of its charter agree to continue the business
it was held that they all became liable as partners as to
third persons,and for debts contracted by thcir agents,
(National Union Bank v Lansdon,45 17.Y .£10).

In Nebraska ,the filing of ariticles of incorpor-
ation with the county clerk is a condition imposed by law
before a franchise may exist. When such asscociation
has failed to comply with the prescribed method,then the
members are liable as partners(Abbot v Omaha,Smelting Co.
4 Neb.4£16; Cross v Jackson,b Hill.478 TVells v Gates,18
Barb.534) .

Sec. 6. CHARTERS DIECLARING PARTNERSHIP ILIABILITY.
Stockholders of incorporated companies have been held
liable as partners under a charter provision declaring them
individually liable "in the same manner as carriers at
cormon law"(Allen v Servall,2 Wend.327 ,reversed on other
grounds,6 Wend.335),and under a charter making them per-
sonally liable "at all times’' for all debts duc by saild
cornoration® (South-nlayd v Russ . 3 Conn.52),and under

ginilar statutes(Deming v Bull,10 Conn.4Q9; New Eng.Com.
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Bank v Stockholders,6 ®.I1.154; Thompson on Cor»s.sec.
3074 ) .

Sec. 7. FULL LTIABILITY CORPORATIONS.

In New York, evevry covporation formed under this
cha>ter may be or become a full liability corporation by
insertinsg a statement in the certificate of incormoration
that the corporation thereby formed is intended to be a
full liability corporation. A1l the stockholders in
such corporation shall be severally individually liable to
its creditors for ite debts and liabilities. New York
Business Corp.Lar,sec.8) . A limited liability cor-
noration may be converted into a full liability corporation
by the unanimous consent of the stockholders,tn New York
a R.R.construction com pany canmot be incorporated,and
therefore the liability of individuals composing such com-
pany is that of partners(Pahntér in Cent .Law.Jour. vol .34.
p.35)%ac

Sec. 8. DOUBLE LIABILITY OF STOCKHOLIERS.

The following states have statutes vhich make the
sto dkholdérs liable to“@ﬂfgﬁéunt equal to the amount of
the par value of their stock and the liability is gener-

211y called *a~“double liability™: Florida,Ohio,Kansas,
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and Indiana. In Mew York the stockholders in Hedhdowet
Banks have also this double liability. California and
Idaho impose even a greater liability than the above(See
Alb.Lav .Journal,vol.46,p .266) . The constitution of
Kansas ,Art .12 ,enacts:"Dues from corporations shall be
secured by individunal liabllity of the stockholders to an
additional amount equal to the stock owned by such stoci-
holders,and such other means as sheall be provided by law:
but such individual liagbility shall not apply to railroad
corporations,nor corporations for religious and charit-
able nurposes". This wrovision is enforced by
Sec. 32 and 24 of the Laws,with respect to the liability
of stockholders in corporations.

The constitution of California provides:"Each
stockholder of a corporation or joint-stock association
shall be individually and personally liable for such
proportion of all its debts and liabilitiecs contracted or
incurred during the time he was a stockholder,as the amount
of stock or shares owned by him bears to the whole of the
subsecribed capital stock ov shares of the corporation or
azsoclation®(Consti . Cal. adopted March 3rd,1879,see Art .12

See. 3; 1 Deering's Codes & Sta.59) . This constitution
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probably imposes the greatest liability on the stockholders
of all the states in the Union. Idaho has a statute
similar to the above constitution(Rev.Stats.1837,sec .260¢,
See also McClelland's Florida Digest ,232).

In the case of insolvency each of the stockhold-
ers shall be liable in an mount equal to the amount of
his stock at the time the debts were contracted and no
further,after the asscts of the corporation are exhausted,
(Ind.Stat .Rev.1894 ,Rurns Sec.3451).

Florida has a similar personal liability statute
(*"e"lell and's TMigest,Florida Stat.p.232). And stock-
holders are liable upon a dissolution of the corporation
for the debts thereof to an amount equal to the amount
in par value of the stock held by them at the time of
such dissolution{Gibbs v Davis,27 Fla.b531l).

In Ohio the statute makes the stockholdergliable
to an akount equal to their stock subscribed in addition
to said stoeck,for purpose of securing creditors of the cor-
poration(Wright v McCormack,17 0.S5t. 86; Consti.Art.13,Sec.

3; 2 Rev.9t.) .



Sec. 9. LIARILITY OF STOCKHOLIDER3 IN BANKING CORPOR-
ATIONS .

In Wew York:"Except as prescribed in Stock Corporation
Law ,the stockholders of every such corporation shall be
individually responsible equally and rateable and not
one for another for all contratcs,debts,and engagements
of such corporations to the extent of the amount of their
stock therein at the par value thereof in addition to the
anount vested in such shares(Banking Law L 1892,cap.639,
sec .52)" The New York constitution adopted Sep-
tember 1894 ,enacts that the stockholders of every cor-
poration and joint stock association for banking purposes
shall be individually resnonsible to the ajpount of their
respectivé share or shares of stock in any such corpor-
ation for all its debts and liabilities of every kind(N.Y.f
Const .Art 7,13395) .

The double liability of the individual must be
imposed by constitutional ordinance or by a statute or
does not exist =t all(82 Me.397; 100 Mass.241; National).
National Banks.
The National Currency Act provides:"The share-

holders of every national banking association shall be



53.
held individually responsible,equally and rateably,and
not one for another,for all contracts,debts of such as-
sociation,to the extent of the amount of their stock therein
at the par value thereof,in addition to the amount invested
in such shares now existin~ under state l=ws(U.S.Rev.Stat.
sec.5h151) .~

Sec. 10. STATUTE LIABILITY NOT A CONTRACTUAL
LIABILITY.

Under the constitution of Kansas enacting: "Dues from
corporations dhall be secured by individual liability of
the stockholders to an additional amount equal to the stock
ovned by such stockholders etc",the stockholder's liability
has been held to be purely statuttory and must be enforced
in thex state where the corporation is domieiled. In an
action by a creditor of the Meltonvale State Bank,a cor-
poration organized under the laws of Kansas,against the
cefendant ,a stockho@der residing in Wew York,to enforce
the above liability imposed by the constitution of
Kansas,the court,per O0'Brien J.,said: "The debt which the
plaintiff is seekinsz to enforce is not the debt of the de-
Tendant but that of the Bank. The only liability that in

lay is imposed upon the defendant to par this particular
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debt,is created by statute of the state where the co:por-
ation iz domiciled,and such liability is not strictly based
upon contract but is created by statute. It is a prin-
ciple of universal spplication regognized in all civilized
states ,that the statutes of one state have ex propria
vigore,no force or effect,and while thiz is not an action
for a penalty,yet we think that it belongs to a class of
cases in which there is no obligation under any well re-
cognized principle of the lar of comity to enforce a claim
founded upon a statute and to administer the statute would
vork injustice to our own citizens. It is reason-
able and ju-=t to decline to administer them all"....."It
is quite well established that in a case like this an
action at law by a single creditor against a single stock-
holder for the recovery of a specific sum of money cannot
be maintained in our courts under our statutes declaring
the liability of stockholders,but the liability must be
enforced in equity in a suit brought by or in behalf of
all the creditors against all the shareholders where the
amount of the liability and all the equities can be as-

certained and adjusted" (Marshall v Sherman,148 17.Y.9).
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It has been held that an action by a New York
creditor of a corworation organized under the Manuflactur-
ing Act of this state against a New Jersey trustee in
the courts of that state,could not be maintained. (Der-
rickson v Smith,27 N .J.Law.lGG) The courts oi liassa-
chusetts have uniformly refused to entertain actions of
this character(New Haven Horse Nail Co. v Sinden Spring
Co.,142 lMass.349; Post v Toledo R.R.Co. 144 Mass.341l; Bank
of N.A. v Rindge,154 Mass.203). The highest court
of Il1linois has also refused to enforce the Kansas statutes
above stated) ,on the ground that the remedy was gpecial
and must be pursued in the state where the corporation
exigsts(Fowler v Sampson,l46 I1l .472). It has been
also held that a creditor of an Ohio corporation could not
enforce the statutory liability of a stockholder in the
courts of West Virginia(Nimiec v Mingo Iron Wks .25 W.Va.
182) . There are numerous other decisions that
hold in effeet that such a liabllity cannot be enforced at
all beyond the local jurisdiction or that such an action
must be in equity after all remedies against the corpor-
ation had been exhausted(National Tube Wks.Co. v Bellow,

146 U.S. 517; Peck v Meller,39 Mich.594; Allen v Walsh,



56 .
25 Minn. 543%; Borick v Gifford,47 0.S5t.131; Smith v
Huckehece .53 Ala.191; day v Black,77 Vis .l0l).

Penal Liebility of Stockholders. Where a statute
makes a stockholdey individually liable for certain con-
tracts which it expressly forbids the corporation to
make ,it is not to be regarded as msking them liable as
on a contract,but creates a liability in the nature of a
penalty(Lavler v Burk,7 0.St.340; Bird v Haven,l Robb.
N.Y. 303; Thompson on Corps.30l8). So a statute
melzing stockholders liable to pay the debts of the cor-
poration contracted vwhile it is in default in publishing
a notice of the state of its affairs‘the?ein provided for,
is penal in its character(Cable v MecKuhn,26 Mo .371).

Sec. 11. TAXATION OF SHARES BY THE STATE.

It has been held that shares of stock in a corporation
are takXable under the general designation of "Property"
in a constitutional provision or in & revenue law,and with-
out being specially named as subject to taxation(San PFpan-

cisco v Flood,64 Cal.504) . The United States Rev.
Stat. sec.3251,declares: "that every proprietor or pos-
sessor of,and every person in any manner interested in

the use of any still etc.,shall be jointly and severally
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liable for the taxes imposed by law on di ~tilled spirits
prediced therefrom(See U.S.v Wolters,45 Fed.Rep.509), And
all the capital stoek of the comoration may be wholly
invested in bonds of the United States which are exempt
from state taxation,the shares of stock in the corporation
in the hands of the individual stockholders are neverthe-
less taxable(National Bank v Comm. 9 Wall .353).

In the following decisions a double taxation
both on the corporation and on its shares has been al-
lowed: Union Bank v State,9 Gerg.490; Porter v Rockford,
R.Co.,76 I11.561; Thompson on Corps.sec.2304).

The terms ¥personal estate™ within the state
of lew York,which is subject to taxation,includes public
stock and stocks in moneyed corporations(Rev. Stat.

W. Y. 8th. Ed. p. 1082). T'dis 1s qualified by sec. 7,
vhiieh states: "The owner or holder of stoek in any incor-
porated company liable to taxation on its capital,shall
not be taxed as an individual for such stock. The
genevral laws of the state of lNew York require all property

owned by individuals as well as by corporations,to be as-
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sessed for purposes of taxation,and this embraces all
shares of stock held by individuals except in cases where
the capital stock of such corporation is itself liable =
to taxation as against the corwvoration. (McMahon v
Palmer,102 ¥.¥.186). The following corporations are
taxed in New York: "All corporations except Savings Banks,
life insurance companies,banks,énd forelgn insurance
companies,and manufacturing or mining corporations,not
including gas or trust companies,shall be subject to pav a
tax into the treasury annually(’.Y Rev.Stat.3th.Ed.p.1153).

Sec. 12. ASSESSMENTS AND CALLS.

Stock which has been fully paild up,cannot be fur-
ther assessed without speecial authority conferred by char-
ter or statute,and moreover,this authority in order to
be valid .must have been conferred prior to the subscrip-
tion or it would impair the obligation of the contract and
be void(Gt.Falls etec. v Bopp. 30 7.H.124; Atlantic & Co.

v Mason, 5 R.I. 463; Steacy v Little Roek Co.5 Dill.U.S.
348) . It has been held under a statute of Pa. au-
thorizing corporations to "assess upon each share of

stock such sums of money as the corporation may think

proper ,not exceeding in the whole the amount at which each
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share was originally limited--that the provision is valid
and stockholders must pay assesament although his stock
has,been,so to speal:,fully paid up(érice's Appeal, 106
Pa. St. 421). In general the stockholders of paid
up stoek are liable to assessment at any time from the
cormoration,but if the charter confers the power to raise
a definite sum,when that sum is raised,the power of as-

sesament is exhausted(State v lMorristown Iire Ins .Co.

23 7.J.1..195) .
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PART ITT.

Chepter 1.
INTRODUCTION.

A stockholder having acquired stock in a corporation
and the liabilities already mentioned ,he sometimes wishes
to relieve himself of what,in many cases,becomes a bunden,
and then again,his object is merely to secure the pro-
fits of 2 rise in the m=rket. There are many ways by
vhich this change may be accomplished,but in all cases
regular prescribed forms must be followed,and often the
transfRerep finds himself held accountable after he has
made a transfer of his shares in good faith to = bona fide

|

transferee. A S stockholder in a corporation may di-
vest himself of all liability by making s bona fide salE
of his stoeck,by having a legal discharge or withdrawal
from the corporation,by surrendering his stock,or by a
forfeiture and having his stock revest in the corporation.
By Bankruptey,by dissolution of the corporation,and by
his own death. But in all cases the nroper steps must

be taken to have the transfer n»nroperly made on the books

and a general compliance with the regulations and bye

lawre of the company .
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Sec. 2. BY SALE OR TRANSFER.

The general rule is thet a transfer of si:ares,not
perfected as required by the charter,stztutes,articles
of gssociation or deeds of gsettlement,governing the cor-
noration,does not relieve the transferrer frow his lia-
bility as a stock holder to creditors(Borland v Haven,
37 T..394) . The stockholder is not rclieved from his
liability to creditors where upon the sale of his shares
while the corporation is solvent ,the transfer is not made
in the vproper book,although the failure to so enter the
transfgr is caused by the neglect of the company's agent,ad
and the company afterwards becores insolvent. And the
fact that the corporation afterwards treated thic purchaser

as the orner does not alter the case(Harpold v Stobart,

>

6 0.5t.397) . An original subscriber to the stock
of a corporation cam,in the absence of a special pro-
vision,excape liability for the balance of the stock sub-
scribed not yet called for,by a transfer sufficient to
exempt him in any ordinary case of individuwal liability,
and the transferree will take his place as regards the
covporation and its creditors(Webster v Upton,91 U.S.65;

Harlford R.R.Co. v Boornman,1l2 Conn.530; Billings v Robin-
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son,28 Hun.1l22; Lowell on Trans .Stock,n .199) . In
England shares in companies ore assipgnable under the »nro-
visions of the Companys Clauses Act 1845,and the Companies
Act of 1362.

l'cny cases have held that the sharcholder who was
such 2t the time the delt was contracted was the one liable
(Moss v 0=kly,2 Hill 265; Taylor on Corp. sec.718; 7il-
liamsz v Harma,40 Ind.535; Larrabee v Baldrin,35 Cal.lb5,
Windham Ins.Co. v Sprague,43 Vi .502; Chesley v Pierce,32
N.H.288; Brown v Hitchcock ,38 Ohio .667) . The Ohio
rule is,that the shareholder who is such at the time the
corforation contracts the debt,is the one liable; znad
the liagbility is not discharged by transfer but the trans-
ferree must indemnify the transferrer(Harpold v Stobart,
46 Ohio ,397; See also Sales v Bates,l15 R.I. 342; Jackson
v lieek ,87 Tenn.G9) . In Loss v Oakley(supra) where
the charter of a mining company declared the stockholders
jointly and severally personally liable for the nayment of
all debtg contracted by the company,and that any person
havins a demand against the company vhe had obtained judg-

ment against it and procured execution to be imxsued agoinst
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it,etc.,and returned unsatisiied etc.,idsht sue any
stockhelder etec. It wac held that the suilt could be
brought only against such as were stockholders when the
debt was contracted,and not those wi:o became so zlter-

ard . But in the absence of provisions o in

B

dicetions in the statutes or charters to indicate the con-

~

trarv,the steckholder's liability in respect to the shares,
ceases upon the absolute and regulzar transfer of them to a
nerson capable of succeeding to the liabilities of the
Tormer holders; and provided that the transfer be not

made to an irresponsible perscn i defraud of creditors.
(Hebdy's Case,L.R. 2 Eq.187; Veiller v Brown,l3 Hun .571;
Sharainka v Allen,76 Mc .A52; Bond v Appleton,3 Mass .470;
Middleton Bank v MeGil1ll,5 Conn.28; Clevcland v Burhham,

55 Wis .595; Root v Sumoek,120 I11.350; Taylor,sec.720).

Sec. 3. IRREGULAR TRANSFERS.

In New York wwhen the name of the transferree was put

e

n the dividend book zand the corporation had paid him

dividends for four years,it ras held to be a good trans-

fer and the corporation could not recover from the trans-
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ferer(Cutting v Damerel,33 N Y .410) In most cases of
irversular transfers the shareholder will not divest him-
self of any liabilities towards creditors although lia-
bility may attach to the transferree(Shellington v Ilowland,
53 N.Y.271) . Still in England it is held that if the
transferree has done all in his pover to perfect the trans-
fer he is discharged from his liability as = sharehodder
(Nations Case,L R.3 Eq.77; Taylor Sec .539; Upton v Burhn-
ham,3 Biss. 431; Bhellenam R.R.Co. v Daniel,2 Tns. R'y.
Ca. 728). Where 2 valid transfer of stock betwecn the
rarties was made but not consumated in the form required
by statute,i.e. by entry upon the books of registry of
stockholders ,the transferrer was not divested of his lia-
bility as a stockholder to the creditors of the corpor-
ation(Bhellinston v Howland,supra).

Trensfer =after Thsolvehéy... It is the Amcrican
doctrine that o transfer of shares in an insolvent corpor-
ation made to an irr-sponsible person for the puwrpose of
getting »id of liahility on the shares,is void hoth as
to the corporation and as to its creditors(Nattan v WUhit-
lock,9 Paige,152). The Enclish casec on the other

hand hold that a shareholder may transfer nhis shares to an
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irresponsible person for the sole purnosze of freeing nii-
self from future liability on them,and provided the trans-
fer Dhe absolute so that as between transferrer anc trans-
ferec the l-tter does not hold the shares in trust for
the former,the transferrer will be free from future lia-
bilities in respect of the shares(Jessopp's Case,2 DeG. & J
633; DePass' Case,t DeG. & J. 544; Taylor,sec.749).
A stockholder,vho makes a sale of stock and has the trans-
Ter repistered,is,however relieved from liability for
fature debts(Wskefield v Fargo,90 M.Y. 213) . If a
stockholder shall be indebted to the corporations,the di-
rectors may refuse to consent to & transfer of his stock
until such indebtedness is paid provided a copy of this
section is written or printed upon the certificate of stock
(Stock Corp.Law .N.Y. Sec.26). By the dissolution of
2 banking cornoration the transferable nature of the stock
is destroyed,and a subsequent sale by 2 holder of stock
at the time of dissolution,transfers only his right to the
balance which may be found cue him after paying all his
debts due the bank(James v Woodruff,10 Paige,541; Thomp-

son on Corps.sec.2310).
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Sec. 4. STATUTORY REQUIREMENTS.

"A book must be kept showing names of all the stock-
holders and open to creditors,and declares that no trans-
fer of stock shall be valid except to render the transferre
liable for debts of the company until it shall be entered
on this boeok. An entry upon the books of registry of
stoekholders is required for the rrotection of the com-
pany and its creditors and each may hold the stockholders
to their liability es such until they have divested them-
selves of the title to their shares by a complete transfer
as prescribed by lav. No secret transfer will avail
(Laws N .Y.1848,cap.£40; Shellington v Howland,supra; Also
in Colorado,laws .Colo .1893 ,cap.49). The gcneral rule
ig that a corporation looks only to its books for the
purpcse of ascertaining who are its shareholders(Thoup-
son on CorpsSec.2387). A general doetrine is that un-
reristered transfers of shares are good as between the
parties to them although they may not be good as against tk
corporation itself or third persons(Gilbert v llanchester
Iron Man.Co. 11 Wend.627; Quiner v Marblehead Social Ins.
Co. 10 Mass .476; Union Bank v Szid,2 Wheat .390; Balawin
v Canfield ,26 Minn.43) The authorities on this subject
arc so conflicting and the statutes so diverse tlhat the only

safe ule is to seek for decisions iindey the statutes.
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Chanter IT.

WITHDRAWAL.

Sec. 1. No wclecase from subscription possible.

No action arong the stockholders though unhani-
mously assented to betwcen them and their agents,howeveor
formal and solemn,by wvhich they undertake to rclease them-
selves from their obligation to contribute capital,will
be allowed to stand in the face of what with their know-
ledge,is held out to those dealing with it to be their
connection with the comcration(Sawyer v Hoag,l7 Wall .610;
Upton v Triblecock,91 U. S.48; Barron v éaine,SS Me .312;
Glenn v Garth,15 M. Y. S. 202; See Spelling on Private
Corps.sec .790) .

Fraud. Stocknholder cannot be releasec
from his unpaid subscription on the grounds that the sub-
secrintion was obtained by fraud and misrepresentation of
the agent of the company{(0~ilvic v Knox Ins.Co .22 How.
330) . Or that his subscription was feigned and {rau-
dulent ,and that the company was perty to the {raud,for his
subscription will be enforceable for the benefit of other
subsecribers and creditors{Graff v Pitshurgs R'y,31 Pa.St.

439; Phoenix Warehouse Co v Padger .6 Hun,203,affd. in 57
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N.Y.294;Taylor on Corps.sec.DR3).

Seec. 2. BANKING COR.ORATIONS.

The limitation of & stockholder in a bankins cor-
noration is stated in the lew York Banking Law(sec.53)
as follews: "MNo person who has in good faith and without
any intent to evade nhis liability as a stoclholder,transfer
red hi=z stock on the books of the commoration when sol-
vent to any resident of this state of full =age,previous
to any default in the payment of any debt or liahility
of the corporation,shall be subject to any personal 1ia-
bility on account of the non-rpayment of such debt or lia-
bility of the corporation,but the transferee of any stock
so transferred previous to such default,shall be liable
for any such debt or liability of the corporation,to the
extent of such stock in the same manner as if he had been
the owner at the time the corporation contracted such debt
or liability".

National Banks Transfers. The title to and own-
ership of stock in a national bank can only pass by the
transfer on the books of the bank(Koons v Jeffersonville
Bank,89 Ind.l78; National Bk.Act.sec.12; U.S Rev.Stat.

Sec .5139(1364)).
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Sec. 3. WITHIRAWAL .

It is incompetent for the directors or the body
corporate to permit the holder of partially paid up shares
or shares to the ownership of vhich individual liability
attaches,to withdraw in any way not authorised by the con-
stitution of the corporation,such peruission is ultra
vires and will affect the right only of those assenting
to it(Chontean Ins.Co. v Floyd,74 Mo.286; llann v Cooke,

20 Conn. 178; Whitaker v Grumiond,88 Mich.249; Taylor,sec.
549) .

In 2 leading English case,Spacimman v Evans,(3 H.S
L.R.171) the directors granted to a dissenting shore-
holder leave to retire from the company on conditions which
were not in accordance with the deed of settlement. The
shareholder's name was for years reuoved Trom the list of
sharehold:ors. The company changed its business with-
out his knowledpe and dividends wecre received in wrhich he
dic¢ not participate,nevertheless,it was held that his name
should be inserted in the list of contributors on the final
windup of the conmmany.

A person who has subsecribed for shares cannmot
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annul his subseription by giving notice to the agent with
whom he contracied(lowe v E.& ¥.R'y Mo.l Head(Tenn)659;
Rider v “orrison,54 '7d.429; In CGreer v thartien R'y Co.
96 Pa.St.391,vhere defendant took a subscription book
from the agent of the company; subscribed therein,pursuad-
ed others to do so and kept the book about six months and
then cut out his own nane and returned the book to the
corporation. It was held that he was liable on the sub-
scription as he had perfected a contract with the company
and was bound as much as if he had left his name in the
book(Taylor sec.551).
Sec. 4. TRUST FUMD.

Whether a fund is withdrawvn after insolvency
or before the trust in favor of creditors attaches.(Vood
v Dunn,5 7.Y.Sup.95; Murran v Tank,St. 0f Ark.3:5 Mov.
307) and after insolvency,there being no longer any sur-
plus out of vhich to pay dividends.the shareholders ceask
ed to have any inter~st in the general assets znd they be-
come a trust fund for the exclusive benefit of creditors.

(Spelling on Priv.Corps.sec.716}).
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Sec. b. SURRENDER .

If the comoration is in failing cireumstances,
or if for any reason it cannot legally acquirc its own
shares.a shareholder will not avoid any liability he may
b2 subject to by suvrendering his shares to it,even though
the comporation reissuc them(Matter of Reciprocity Bank,

22 .Y.9). And vhatever moncy or property he receives
from the corporation in payment for his shares transferred
to it,he will hold subject to the claims ol creditors(Cran-
dall v Lincoln,52 Conn.73; Taylor on Corps.sec.552) . But
a shareholder howvever,vho surrenders unpaid stock to a cor-
poration is not liable thereon to the crcditors whose

claim accrues after the surrender(Johnson v Lullman,

15 Mo . App .55; Carter v Union Printing Co ., 54 Ark.576 .

Sec. 6. STATUTES ABROGATING COMLON LAW DIS-
SOIUTION.

The enormousg injustice of the rulss of the com-
mon law has been met by statutes s2holishing them in bari-
our forms and various means the common lawr principle that
the debts due by or to a corporation =zire extinguished by
dissolution .and providing for survival of such debts(Folger

v Chase,18 Pick.66; Franklin Bank v Cooper , 38 Iic.l79;
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Thompson on Corps.sec .6733. I the capital stock should
be divided leaving any debts unpaid,cvery stockholder re-
ceiving his share of the capital stock would,in equity,
be held liable pro rata to contribute to the discharge
of such debts out of the fund in his orn hands(2 Story.
Eq.Jur.sec.1252; Wood v Dummer,3 Mason 303;Vose v Grant,
13 Mass.515; Thompson on Corps.2963) Accordingly when
the properiy has been divided among the stockholders a
judzment creditor,after the return of an execution against
the corporation unsatisfied,mzy maintzin a creditor's bill
agoinst a single stockholder(Hastings v Drew,76 H.Y.9;
Bartlett v Drew,57 N.Y.587),0r against =s many stockholders
as he can find within the jurisdiction to charr~e him ovr
them to the extent of the asscts thus diverted,and it is

imrmaterial whether he got them by fair agreement with his

asgsociate or by an act wrongful as against them(Wood v
Dummer, supra; Thompson on Corps.sec.2963) .

Insolvency of the cornoration is no defence to
a sult brought to collecect a subscription(Delt v Vabase

Valley R'v.Co.21 I11.91).
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Chapter III.

FORFEITURE OF SHARES.

Sec. 1. The corporation may forfeit shares for
non-payment of calls when power to do sc is iven by the
constitution of the corporation,but cannot do so by a bye
law(Matter of Lonz Island R. Co. 19 Wend. 37; Taylor,
sec .54G) . And by o volid forfeiture of shares the re-
lations between the shareholder and the corporation are
terminated and the corporation can maintain no subsequent
action for calls(Small v Herkimer Mfg.Co. 2 ¥.Y.330).

But power to sue a shareholder after a forfeiture may be
~iven by statute(lexington R. R. Co. v Chandler , 15 Met.
311) .

The New York Stock Corporation Law provides in
sec. 43, that subscriptions to the capital stock of a cor-
noration shall be paid at such times and in such instalmenk
28 the board of directors may by resolution require. It
default shall be made in the payment of any instalment,as
required by such resolution,the board mey declare the stock
and all previous payments thereon forieited for the uce

of the corporation after the expiraiion of sixty days irom
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1e sovrvice on the defaulting stockholder,n=2:sonally or

bv mall directed to 2im,written notice requirin~ him to
make payment within sixty cdays frown: the servicé of the
notice,and stating that in case of failure to do so,nis
stoek and =211 nrevious nayments thereson will be iorfeited
Tor the use of the covporatiop. Following the above
statute the VYewr York courts have held thot the liability of
a stoclihiclder ceases upon a sale of iz stock amits transfer
on the books of the corporation(Tucler v Gillman,121 I1.Y.
189) . And after forfeiture,a subscription cannot be
proceecded asainst for unpald calls(Whecler v 1illar,90.
N.Y.353),for his stock becomes the property of the cor-
poration(¥eeks v Silver Islet Co. 54 7. Y. 1,Jones Bus.
Corp Law. p.67). If there is not strictly a for-
feiture but rather a foreclosure of the lien of & corpora-
tion on its shares by e sale of them after notice,then ac-
cording to the nrevailing opinion,the shareholder while
losing his vights as a shareholder,vemains liable to the
corporation for the deficiency( llerrimzc etc. v Bzgeley,

14 tich.501; Meridme» 1Lifg.Bo. v Smell , 21 Wend.273). But
where there is a strict forfeiture by resolution of the

directdors by which the corporation seizes the shares to
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its own use. This severs thc connection of the share-
holder with thc corpor-=tion,and he thereupon ceases to be
a stockholder,or to be further liable for his unpaid sub-
scintion. (Mills v Stewart, 41 M. Y. 334; McCaulzy v
Robinson, 13 La. 619). Aszoiming the forifeiture to be
valid in the sense of not being collusive or ultra vives,he
thereby ceases to be o stockholder foir all future purposes,
but if the forfeiture is invalid in respect of something
which the parties cannot walve,and which cannot bc curcd
by their acquicscence,he romains liable to the crmpany's
creditors in the event of it~ incolvency (Exp . Trading Co.
12 Ch. Div. 191; 1 App. Ca. 39; Thompson on Corps. sec.
1792) .

Sec. 2. RELEASE UNIDER INSOLVENCY LAW.

It was held in Minnesota that a judgment dis-
char~sing a corporation from its debts under the insolvency
law of that state,releases and discharges the stockholders
from the individual liability imposed upon them by a pro-
vigion of the constitution(Tripp v Norihwestern llatl Bank.
41 Minn .%00). About two weeks after this decision was
rendered the legislature of Minnesota enacted a statute

providing: "That the relaase of any debtor under this in-
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solveney aet shall not operate tc discharge any other
party liable as security,zrantor or otheiwrise ,for the seame
debt" (}Minn. Lawg, 1329, cap. 30).

A grcat murber of cases hold that an alteration
of the constitution affecting a radical change in the
commorate enterprise veleases a ghareholder from his sub-
scription, and on the theory that this would be to enforce
a contvaet which the sharehoddesr never made. (Manhein etec.
Turnpike Co. v Armdt. 31 Pa. 317; Richmond St. R'y Co.

37 Wis .163).
Sec. 3. ALTER OF CHARTER.

In The Hartford & New Haven Railroad Co v Cross-
we&ll (5 1111,338) ,case ,vhere the action was to recover
certaln instalments upon the stock subscription,it ap-
peared that the charter of thc railroad company had been
altered,giving them authority to »urchase such number of
steamboats to be used in connection wOth the voad as they
right deem expedient provided the aa-unt did not exceed
$200,000,and it was held that neither the board of direc-
tors nor a najority of the stocltholders could =anction the
clteration so as to bind the defendant vithout his consent,

enc. that he was therefore absolved from all liability upon
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his subseription.
Sec.i, STATUYE OF LIMITATIOINS.

Sharznolders may,to the extent of their unpaid
subscrintion,be reparded as trustecs for creditors,and ac-
cordingly the statute of limitations does not »mn a=ainst
the vi~ht of creditors to enforce the payvinent of unpaid
wbsceriptions until the corporation has ceased to be a
soins concern(Allebone v Hezer 46 Pa. St.48; Taylo™ on
Corns. s2¢.709) .

New York Statute of Limitations. The New
Yorlt Stock Corpovation Law provides in section 55: "No
stockholde:r shall be personally lisble Tow any debt of the
cotnovration not navable within two years ifrom the time it
is contracted,nor unless an action for its collection shzall
be brought against the corporation within twvo years z2{ter
the debt becomes due; and no action shall be brought againg
a stockholder after he shall have ceased to be a stock-
holder for any debt of the cormoration,unless brousiit
vithin t70 yecrs from the time he shall hsove ceased to
be a stockholder'. It follors frou this enczccetinent that
whenever an exiating stockholder shall be divested of his

-

intercst in or control over the a {airs of a covnoration,
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whether by voluntearily transferring his share to another
person .ov coupulsory as by forleiture upon the declaration
of the company,the time bepsins to run,and at the end of
two vears the stotutory limit i reached,zand he is no
longer liable for any debt of the corporation. The same
result must follow upon the actual dissolution of the cor-
noration by formal judgment or surrender of its corporate
mishts,franchises and privileges(Hollingshead v Woodward,

107 N. Y. 100) .

Chapter IV.
BANKRUPTCY OF THE SHAREHOLIER.

Seec. 1. Shares in a corporation being propcrty,
pass by an assignment in bankruptey,and z sale of such
shares by the assignee in bankruptcy and an order of the
court in bankruptcy would,as a general rule,terminate the
liability of the bankrupt in regpect of such shares(Thomp-

son on Iiab.Stoeck. sec. 243).
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Chapter V.
BY DEATH.
Sec. 1. The liability of peirsonal representa-
tives of deceased shareholders.

The executors or administraotors of deceased
shareholders are 1iable as contributors,not on the same
principle as other trustees,but in general only in respect
of their trust estates(Wew England Com. Bank v Stockholders

6 R. I.1

C

4) . And whenever the liability of partners
attaches the ascets of deceased sharcholders are liable
(Diven v See,36 N. Y. 302). The American doctrine isg,
name ly,that the estate of a dececsed shareholder 1g liable
forr his contributory share of the losses of the campany
the same as for any other of "ils debts.(Grew v Breed,

10 Met. 569).

The Ncw York Statute provides that the cestates
and funds in the hands of the adninistrator guardian ,or
trustee ,shall be liable in the like manner,and to the same
extent as the testator or intestate,or the ward or person

interested in such trust find would have Been if he had beaN
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living incompetent to act and held the sare stock in
his ovn name ,unless it appears that such executor,guar-/
dian or trustee voluntarily invests the trust funds B
such stock,in which case he shall be personally liable as
2 stockholder(New York Stock Corp .Law.see .54).

Statutes which merely impose upon stockholders an
individual liability for the debts of the corporation,
not being penal in their nature,the liability thus creat-
ed does not die with the stockholder,but survives and
mey be enforced against his estate in the hands of his

personal representatives(Cochran v Wiechers,11l9 17.Y.399).
T P s



CONCLUSION .

Before a person acquires shares of stock in a
corporation,he should first ascertain thce liabilities of tlk
stocklhiolders accovding to the laws of the state by emamin-
ing the State Constitution and the statutes where the cor-
poration is organized,and second,he should kncw the con-
tents of the charter under which the corporation expects
to,or has gone into existence,and third,the bye laws and
regulations of the company. Without the above knowledge
a person may in some cases by judicious investing,re-
ceive excellent returns of dividendsbats many instances have
shown that stockholders in corporations have not only 1lost
their money invested in the enterprise,but have also been
made 'to suffer for the carlessnsz: and wrongful acts of
others. Advice of counsel will in most cases cveoid
the dangers heretofore mentioned,and the authorities cited
show that but few persons can afford to act upon their

judgment and knowledge of these bodlies corporate.
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