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Murat Can Pehlivanoglu 
Assistant Professor, Istanbul Kent University, Turkey 

 
Tunnelling:  

A Just Cause for Involuntary Dissolution of Corporations 
 
Tunnelling refers to activity of controlling shareholders of a 

corporation to exploit minority shareholders by transferring the 
corporation‘s economic resources to controlling shareholders. A 
shareholder who is accused of tunnelling is in fact generally accused of 
extracting pecuniary private benefits from the corporation. Tunnelling 
is often structured and effectuated by way of related party transactions. 
While related party transactions are not prohibited and may even be 
beneficial for the corporation, it is also a convenient method for 
tunnelling as it normalizes a transaction that would otherwise be 
illegal. For example, when a corporation distributes dividends, it does 
the distribution to every shareholder of the corporation, including 
controlling and minority shareholders, in absence of any privileged or 
preferred shares, in the amount and from the sources statutorily 
prescribed. In case the controlling shareholder does not want to share 
the profit with the minority shareholders due to any reason, controllers 
can cause the corporation to transfer all its profit to the controlling 
shareholder through an indirect but simple sales or rental contract 
priced above market prices, leaving behind no remaining distributable 
profit for the minority shareholders. Corporate, capital markets and tax 
laws rules are structured to constrain such transactions, but loopholes 
are still present, and tunnelling transactions are often detected after 
they are completed. While aggrieved minority shareholders of closely 
held corporations may sue the controlling shareholder, the corporation, 
and its managers for their direct damages, alleging that a concealed 
dividend distribution took place; the minority‘s claim will be most 
likely treated as a derivative damage claim, and their direct recovery 
would be impossible. To circumvent this legal technicality, minority 
shareholders may request the involuntary dissolution of the 
corporation, demonstrating the tunnelling activities as a just cause for 
the dissolution and its alternative remedies, such as the buy- out of the 
minority‘s shares. This study uses 6102 numbered Turkish Commercial 
Code as a statutory example and evaluates whether tunnelling may 
satisfy the just cause ground for involuntary dissolution of closely held 
corporations. It opines that while tunnelling is indeed a satisfactory just 
cause, the last- resort nature of the involuntary dissolution statute limits 
this remedy‘s direct applicability, especially in absence of prior 
litigation history.  


