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Forfeiture of Shares – Handle it with care ! 
 

 
Whenever I hear about non-payment of call money, recourse which 
comes to my mind  is “Forfeiture of shares”. Forfeiture may be a 
common phenomenon in listed companies but it is not so in private 
limited companies. Recently I got an opportunity to handle forfeiture 
transaction for a well-funded startup as part of a structured 
transaction, which saw one of the investors exit through the forfeiture 
route.  
 
 What is Forfeiture of Shares?  
 
Dictionary meaning of the forfeiture is “the divestiture of specific property without compensation in 
consequence of some default or act forbidden by law” – The Major Law Lexicon by P Ramanatha 
Aiyar. 
 
Forfeiture of Shares means cancellation of shares for non-payment of call money or any installments 
thereof.  
 
 Trigger for Forfeiture  
 
When a company offers shares to a person, he accepts the offer and pays full / part of the 
consideration. In turn company allots shares to him. Offer and acceptance is a contract between the 
company and shareholder. If the shares are fully paid, no further liabilities on the shareholder. If 
amount is partly paid, shareholder is liable to pay the unpaid amount as and when company makes 
calls. Non-payment of call money would amount to breach of the contract.  
 

Call may be on account of nominal value of shares or premium. 
A company can issue partly paid shares. Whenever it deems fit, 
the Board can make calls upon its members, to pay the unpaid 
monies on the shares including interest, if any, by following the 
procedure laid down in the Companies Act, 2013 (the Act) read 
with its Articles of Association (AOA). It can be a single call 
(first and final call) or multiple calls (first call, second call and 
so on........). If any member fails to pay the call money within 
the due date fixed for the payment, the Board may take 
necessary action to forfeit those shares. The person will cease 

to be a member of the company and he shall lose the money already paid on such shares. It may be 
noted that fully paid shares cannot be forfeited.  
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Below illustration clearly explains the trigger for forfeiture: 
 
ABC Private Limited (ABC) has issued 1000 partly paid equity shares of Rs.10 each to Mr. Z in which 
Rs.4 is paid on application. Rs.3 to be paid on 1st call and Rs.3 on final call. ABC allotted shares to Mr. 
Z.  
 
As per the Board’s decision, 1st call was made by ABC for payment of Rs.3 which was not paid by Mr. 
Z. Consequently ABC served a notice on Mr. Z for payment of call money within the prescribed time 
limit mentioned in the notice. Since Mr. Z failed to make the payment within the due date, Board of 
Directors of ABC passed a resolution to forfeit 1000 equity shares allotted to him. Mr. Z ceased to be 
a member of ABC, lost all the rights on shares and also lost the money which he paid on application.  
 
 How Forfeiture works? 

 
Below diagram depicts the broad cycle of forfeiture: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Let us see how the forfeiture process takes place.  
 
1. Board approval for making calls on shares. 

 
2. Call notice to be sent to member. Serving notice is an important step in forfeiture.  

 

Board approval for making call 

Issue of Call letter 

Serving notice with timeline, in 
case of non-payment of call 

AOA to enable forfeiture 

Board approval for  
Forfeiture of shares 

Cessation of membership  

Forfeiture  
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 In case of “The Public Passenger Service Limited vs M. A. Khader And Two Others (1966 AIR 
489, 1966 SCR (1) 683)”, Hon’ble Supreme Court held that a proper notice is a condition 
precedent to forfeiture. It gives the shareholder an opportunity for payment of the call 
money, interest and expenses. Slight defect in the notice invalidates the forfeiture. It is also 
necessary to establish that forfeiture of shares is according to the provisions contained in 
the articles of association. Similar judgment was held in the case of Bhagawandas Gard vs. 
Canara Bank Ltd. [(1981)Vol.51 CC 38] and plenty of other cases also.  
 

 Further, when a notice of forfeiture comes back unserved, it cannot be deemed to be 
sufficient service of notice on the addressee and that this is no service at all, thereby 
invalidating the forfeiture - Mrs. Promila Bansal v. Wearwell Cycle Co. (India) Ltd. 
[(1978)Vol.48 CC 202]. In the current scenario, notice may be sent through electronic mode 
also.  
 

3. If the member does not pay the call money within the due date, a notice to be sent to the 
member prescribing the time limit within which money to be paid. It can be either 14 days or 
any other notice period indicated in the AOA. 

 
4. In case of non-payment of money, the Board to pass a resolution for forfeiture of shares.  

 
5. AOA should provide for forfeiture of shares. If not, AOA to be amended to include the 

appropriate provisions. If AOA doesn’t specifically mention anything about forfeiture, rather 
refers to ‘Table F’, then procedure mentioned in the Table F to be followed. AOA may also 
prescribe the procedure which is different from Table F.  

 
6. Person ceases to be a member of the company, loses all his rights on the shares including the 

money already paid by him. However he will continue to be liable for payment of the money 
even after cessation. His liability will cease only when the company receives full payment for 
those shares. However, AOA may provide for waiver of the liability based on which Board can 
approve the waiver. This is an interesting aspect to note, that we used in our case to ensure that 
the exiting investor did not carry the liability of payment towards forfeited shares.  This 
possibility in the AOA enabled a smooth exit for the shareholder.  

 
7. Company may either sell or dispose of the forfeited shares on the terms and conditions as may 

be decided by the Board.  
8. Board has the power to cancel the forfeiture only before the sale or disposal of the shares.  

 
9. A duly verified declaration in writing by the director / manager / secretary of the company 

stating that “shares of the company have been duly forfeited on a date stated in the 
declaration” shall be conclusive evidence of forfeiture.  

 
10. A communication may be sent to the shareholder intimating about the forfeiture. 
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11.  Name of the shareholder to be removed from the Register of Members. 
 

12. Respective share certificate to be cancelled, if the Board chooses to cancel the forfeited shares. 
It may be noted that forfeiture does not amount to reduction of capital. 

 
13. If the company wishes to sell the shares, it may execute transfer of shares and transferee to be 

registered as the holder of the shares.  The transferee is neither bound to see the application of 
the purchase money nor his title to the share will be affected by any irregularity or invalidity in 
the proceedings of forfeiture, sale or disposal of the share. 

 
14. Forfeited shares cannot be reissued at discount. In the above illustration, if company wishes to 

reissue the shares, it can do so for a consideration of Rs.6 per share which is unpaid and not 
lesser than that.  

 
15. If there is any agreement with member which calls for any other compliance, same should be 

complied with by the company. In our case, we had to intimate the shareholder in writing and 
also take prior written approval from the shareholder for making call. 

 
 Conclusion  
 
Forfeiture is an effective tool in case of non-payment of call money. However, the Board should 
follow the process mentioned in the Act and AOA in letter and spirit, failing which forfeiture may 
become invalid.  
 
 

 CS Ratnamala Hegde  
Principal Associate  
15th June, 2020 

 
 
 
 
 
 
 
 
 
 
 
 
 


