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Research on the System of Forfeiture of Shares in
China's Limited Liability Companies

Abstract

The System of Forfeiture of Shares is a regulatory framework that penalizes
shareholders for failing to fulfill their capital contribution obligations on time and in
full. Its purpose is to guarantee the stability of a company's capital and to safeguard
the interests of creditors. Prior to its formal incorporation into China's "Company
Law," the legal norm for addressing flaws in shareholder capital contributions was
primarily outlined in Article 17 of the "Judicial Interpretation of the Company Law
(ITI),"  which stipulates the revocation of shareholder status under extreme
circumstances such as total non-performance of capital contribution obligations or the
withdrawal of all contributions. On December 29th, 2023, China officially adopted a
newly revised "Company Law of the People's Republic of China," which formally
establishes the System of Forfeiture of Shares at the legislative level through
provisions in Articles 52 and 107. This system addressing some of the shortcomings
present in the "Judicial Interpretation of the Company Law (III)." However, certain
aspects of the System of Forfeiture of Shares in China remain subject to deliberation.

This paper will be divided into four parts to study The System of Forfeiture of
Shares: the first part expounds the basic theory of the shareholder disenfranchisement
system. Based on the basic concepts and characteristics of the system, this paper
compares the difference between the system of forfeiture of shares and the
shareholder removal system, explores the legal basis of the system, and obtains the
practical significance of the system to corporate governance. The second part enters
the key research to analyze the shortcomings of China's system of forfeiture of shares.
In terms of the scope of application, the liability for the difference in the withdrawal
of capital contributions and non-monetary contributions does not apply to the loss of
rights; In terms of procedural requirements, the effective time of the directors'
verification and reminder obligations and notice of loss of rights is unreasonable, and
there are disputes over the equal application of the system and the choice of the
authority to make the decision on the loss of rights. In terms of the follow-up disposal
arrangement, the issues of equity disposal, the liability of shareholders and other
entities also need to be improved. In the third part, in response to the issues raised, it

analyzes and draws on the legislative experience of foreign civil law systems and



common law systems on behalf of countries, as well as Hong Kong and Taiwan
regions of China. Therefore, in the fourth part of this paper, the legal path to improve
the system of forfeiture of shares of limited liability companies in China is proposed.
This includes broadening the scope of application of the default system to include the
liability for the withdrawal of capital contributions and the payment of the difference
in non-monetary contributions to the loss of rights; Improve the procedural
requirements, remove the time limit for verification and reminder obligations,
improve the effective rules for the issuance of notices, ensure the equal application of
the default system, and ensure that the company has the right to choose the authority
that decides on the loss of rights; In terms of improving the follow-up arrangements
for the loss of rights, it is clarified that the priority of the disposal of the lost rights of
the shares, and that the shareholders who have lost their rights should continue to bear
the corresponding responsibilities and the responsibilities of other entities are
clarified.
Key words: The System Forfeiture of shares,Forfeiture of
shares procedure,Obligations of shareholders for capital co

ntribution
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