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Adjustment of Equity Interests in Reorganisation Plans: Legitimacy

and Limits

ZHAO Yue
(Anhui Guoyun Law Firm, Hefei 230000, Anhui, China)

Abstract: Article 85 of the Enterprise Bankruptcy Law permits reorganisation plans to adjust equity interests, but lays down
no standard of legitimacy or limit; Article 87 on cram-down contains no specific protection for shareholders. In practice, cases in
which equity is wiped out are increasing, and shareholder objections follow: shares are property, so how may they be taken when
the company remains solvent? This article argues that legitimacy rests on characterising equity as a residual claim: shareholders
rank behind all creditors, and their interest has value only after debts are paid in full. Where the company is insolvent, equity has
no economic value, and adjustment confirms rather than deprives. This conclusion is subject to three constraints. First, absolute
priority: creditors must be paid in full before shareholders retain anything, and shareholders may not be required to bear losses
exceeding the value of their shares. Second, the liquidation value test: treatment under the plan must be no worse than in a
simulated liquidation, assessed on valuation rather than book net assets. Third, voting: where equity is adjusted, a shareholders'
class must be constituted and vote, by analogy to Article 84, and absent approval cram-down is unavailable unless the plan is fair
and equitable without discrimination. Judicial review should orbit these three constraints, preventing both evasion of debts by
controlling shareholders and excessive squeeze by creditors.

Key words: reorganisation; adjustment of equity interests; absolute priority; liquidation value test; cram-down; voting
mechanism
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