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An Analysis of the Expulsion System of Limited Company from the
Perspective of Fundamental Breach

Liu Xiaohui
(School of Law ,Suzhou University, Suzhou, Jiangsu 215006, China)

Abstract: According to the theory of contract, when the limited company has been established, it be-
comes an independent legal entity, with independent legal personality, and it is not attached to the
shareholders of the company. The legal relationship between shareholders and the company is more
similar to the contract which is a multi contract, and there is also a contractual relationship between
shareholders, which is the legal basis for the original shareholders to bear joint and several liability.
According to the agreement, the shareholders should pay its subscribed capital contribution in the spe-
cific period of time. If the shareholder does not pay the contribution in full within the prescribed time
limit,it constitutes a breach of contract. If the shareholder just contributes the general,it is not a pay-
ment of capital contributions; if he does not fully pay or merely delays in payment,it does not consti-
tute a fundamental breach of contract, and the company is not allowed to employ the expulsion sys-
tem. The expulsion system for the limited company is employed simply to protect the interests of the
creditors, but its application should be strictly limited. The restrictions not only apply to the ordinary
fundamental breach,but also the anticipation of fundamental breach of contract. Because if the share-
holder is expelled, his part of the shares can be transferred to a third person or to other shareholders,
which is of no harm to creditors’ interests. But if no one is willing to accept the equity,the company
can only decrease the shares,which is extremely unfavorable for the creditors. Therefore the applica-
tion of the expulsion system should be strictly limited.

Key Words: the contractual relationship;the expulsion system;fundamental breach of contract;antici-

patory breach of contract



