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Legislative Progress and Judicial Challenges of the Shareholder
Forfeiture Mechanism in China

Fu Qiong, Wang Junbo (Jilin University, Changchun 130012, China)

Abstract: Under China’s capital subscription system reform, the shareholder forfeiture mechanism
aims to enforce capital contribution compliance and is different from the shareholder expulsion mecha-
nism that addresses internal corporate disputes. Currently, the shareholder expulsion is incorporated into
the forfeiture provisions, making it necessary to reinterpret the distinct functions and scope of shareholder
expulsion mechanism. The theoretical basis of shareholder forfeiture extends beyond civil law’s “contract
termination theory” and “organizational disciplinary actions” to incorporate corporate organizational law
principles. To maximize its deterrent effect, shareholder forfeiture should apply to scenarios like acceler-
ated capital calls and capital withdrawals. Board decisions on forfeiture must prioritize corporate interests
while upholding the principle of equal treatment of shareholders. Post-forfeiture procedures require
refinement, with judicial interpretations favoring an “equity auction model” as the primary approach. The
capital reduction and cancellation due to shareholder forfeiture essentially constitutes a targeted substan-
tive capital reduction, necessitating unanimous consent of all shareholders and creditor protection proce-
dures. The liability framework for shareholder forfeiture demands systematic reconstruction: forfeiting
shareholders bear differential compensation liability, prior shareholders assume capital replenishment
obligations, and proportional joint liability among other shareholders should be applied cautiously; negli-
gent directors must bear corresponding compensation liability, and judicial remedies for forfeiting share-
holders are critically necessary. For new capital-related litigations arising from the shareholder forfeiture
mechanism, localized interpretative solutions should be provided in the judicial practice.

Keywords: shareholder forfeiture; shareholder expulsion; corporate capital adequacy; duty of contri-

bution; equal treatment of shareholders
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