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Abstract: Article 214 of the Company Law, which carries forward the provision of the former Article 168,
specifies that the company reserve fund may be used for purposes such as offsetting losses, expanding operations,
and increasing capital. However, from an interpretative perspective, this rule still presents a dual-faceted dilemma
in its application. On one hand, whether the three prescribed uses apply uniformly to the statutory reserve fund,
discretionary reserve fund, and capital reserve fund. On the other hand, whether a company may utilize the
reserve fund for purposes not explicitly listed in Article 214. Theoretically, the statutory and discretionary reserve
funds originate from the company's retained earnings, possessing the nature of surplus reserves. A company may
freely use them to cover prior operating losses when its undistributed profits are negative. In contrast, the capital
reserve fund stems from shareholders' capital contributions and should therefore be subject to corresponding
sequential and categorical restrictions when used to offset losses. Considering that the allocation of the
discretionary reserve fund is a matter of corporate autonomy and falls outside the regulatory scope of the capital
maintenance principle, its use can be extended—through autonomous procedures such as shareholder
resolutions—to be reclassified into the 'undistributed profits' account, thereby achieving the effect of profit
distribution. Consequently, the interpretation and application of Article 214 of the Company Law should be
reconstructed in a typological manner, distinguishing the sources and functions of different reserve funds.

Keywords: capital reserve fund; discretionary reserve fund; statutory surplus; offsetting losses; capital mainte-

nance principle
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