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Abstract

Business corporations play an essential role in economic
development, job creation, the circulation of wealth, and the
provision of services. When financial crises lead to
bankruptcy and liquidation, however, society may suffer from
the loss of these enterprises and their resources. Many legal
systems therefore provide for corporate reorganization, which
has various effects on the corporation itself and its directors,
creditors, and shareholders. Using a descriptive-analytical
approach based on library research, this article examines the
principal legal effects of the reorganization of public
companies on these four groups under U.S. law. The findings
indicate that reorganization may have both positive and
negative consequences for each group. For the corporation,
the principal effects include the possibility of continuing its
operations, protection of its assets against certain enforcement
actions, and discharge of pre-confirmation debts, subject to
statutory requirements and exceptions. For directors,
reorganization may involve changes in management, the
desirability of which remains controversial, or the
continuation of their duties subject to oversight. For creditors,
the principal effects include the prospect of greater recovery
on their claims and, in certain circumstances, the conversion
of their claims into shares in the company. Shareholders,
meanwhile, may face restrictions on the transfer of shares and
bear costs arising from the reorganization process.
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Extended Abstract

Business corporations play an essential role in economic development, job creation,
the circulation of wealth, and the provision of services. When financial crises result
in bankruptcy and liquidation, however, the loss of these enterprises and their
resources may have adverse consequences for society. Many legal systems therefore
provide for corporate reorganization as a means of addressing financial distress.
Reorganization has various legal effects on the corporation itself and its directors,
creditors, and shareholders. Using a descriptive-analytical approach based on library
research, this article examines the principal legal effects of the reorganization of
public companies on the legal position of these four groups under U.S. law. The
findings indicate that reorganization may have both positive and negative
consequences for each group. For the corporation, one of the principal effects is the
possibility of continuing its business operations. Following the commencement of
reorganization proceedings, the debtor may propose a plan of reorganization, while
other parties in interest, including creditors, may do so when the applicable statutory
conditions are met. The plan is then submitted to the bankruptcy court for
confirmation. The corporation may continue operating while the proceedings are
pending, and confirmation of the plan establishes a legal framework for
implementing the proposed reorganization. The ability to continue operating is
particularly important, since the successful rehabilitation of a financially distressed
enterprise generally depends on its capacity to remain a going concern.
Reorganization may also affect the corporation's management. Changes in
management are among its most significant potential consequences, although
whether replacing existing directors is desirable remains a matter of considerable
debate. Another consequence concerns the oversight of managerial activities during
reorganization proceedings. Under U.S. law, the debtor ordinarily remains in
possession, and its existing management continues to operate the business under the
oversight of the U.S. trustee and the bankruptcy court. In certain circumstances,
however, a trustee may be appointed. Changes in management are therefore not
inevitable, and retaining existing directors may be preferable because they generally
possess detailed knowledge of the company's business and operations. This is
particularly important when assessing the company's financial condition and
determining whether reorganization is feasible. Such an assessment requires
information about the company's liquidity, assets and liabilities, income and
expenses, customers, profitable and loss-making projects, working capital, market
conditions, marketing activities, existing contracts, and other relevant matters. If the
existing directors fail to provide this information, obtaining it may require extensive
investigations and substantial expenditure. In some cases, the costs involved may be
so high that conducting such investigations would be economically unjustifiable.
Appointing new directors may also cause financial losses, as they may be unfamiliar
with the nature and scale of the company's operations and need considerable time to
acquire the necessary knowledge. Retaining existing management may therefore
facilitate reorganization, and directors should not be replaced merely because
reorganization proceedings have commenced, unless the circumstances justify their
replacement. Reorganization also has important consequences for creditors. Its
principal effects include the prospect of maximizing recoveries on their claims and,
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in certain circumstances, converting their claims into equity interests in the
company. One of the fundamental objectives of corporate bankruptcy law is to
ensure the equitable treatment of creditors in the satisfaction of their claims, subject
to the applicable rules governing priority. Reorganization may nevertheless alter
creditors' legal position by providing for the conversion of their claims into shares in
the reorganized company. This mechanism, commonly known as a debt-for-equity
swap, is recognized under corporate reorganization frameworks, including U.S.
bankruptcy law. It may be particularly relevant where creditors have little
expectation that the company's financial condition will improve sufficiently to allow
their claims to be satisfied in cash. In such circumstances, creditors may accept
shares in full or partial satisfaction of their claims, thereby acquiring an ownership
interest in the company. Such an arrangement may also be implemented through a
confirmed reorganization plan in accordance with the applicable statutory
requirements. The creditors' claims and the company's shares may be valued by
experts during the preparation of the reorganization plan. Alternatively, their
respective values may be determined by agreement between the company and its
creditors, subject to the applicable legal requirements. Finally, reorganization may
affect shareholders' legal position in several ways. Following the commencement of
reorganization proceedings, the corporation becomes subject to judicial oversight,
which may affect the exercise of sharecholders' rights. The proceedings and the
subsequent confirmation of a reorganization plan may result in restrictions on,
modifications to, or the extinguishment of certain shareholders' rights. They may
also bring about changes in the company's ownership structure, including the
admission of new shareholders and the replacement of existing directors. The effects
on shareholders depend largely on the terms of the reorganization plan and the
circumstances of the case. For example, restrictions on the transfer of shares may be
imposed in certain cases involving publicly traded companies. Although such
restrictions may be controversial and give rise to litigation, they are among the
possible consequences of corporate reorganization. Shareholders may also bear costs
or suffer financial losses as a result of the reorganization process.
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