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Practice Review and System Improvement of Priority Leap in
New Financing Claims During Corporate Reorganization from
the Perspective of Interests Equilibrium

SHU Xiang DING Ruohong

Abstract: Whether a company can secure new financing after initiating bankruptcy
reorganization proceedings is pivotal to its revitalization. To incentivize more financiers to assist
debtor enterprises, China’s Bankruptcy Law provides for a certain degree of “priority leap” for new
financing during bankruptcy reorganization. However, such “priority leap”, while reducing the risk
for new financing creditors, also poses a potentially unjustifiable risk of reduced repayment rates
for existing creditors. The questions of how to attract new financing while safeguarding the
repayment rates of existing creditors from negative impacts, and how to enhance overall interests
without unduly compromising individual interests, are issues that must be considered. This article
justifies the rationality of “priority leap” as a result of the transfer and negotiation of rights from

the perspectives of legitimacy and necessity, and analyzes the reasons and impacts of improper
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utilization of “priority leap” in practice, including the lack of identification standards due to the
vague definition of “common interest”, the absence of identification entities due to dormant
creditor meeting rights, and the frequent occurrence of biased repayments due to the abuse of
additional clauses. In response, this article offers suggestions for regulating the “priority leap” of
new financing in reorganization. In terms of identification criteria, it is necessary to clarify the
nature of common interest of new financing and establish a system for classified repayment to
improve the identification and classification standards for new financing; In terms of participating
entities, it is necessary to strengthen and standardize judicial participation, clarify the
decision-making power on major issues and the empowerment for performing duties related to
daily matters of the creditor meeting, and establish a pyramid-style review model with classified
approval and effective participation; in terms of process supervision, it is necessary to strengthen
legal supervision of the new financing transaction process to prevent alienation and deviation from
the goal of common interests during the transaction, ensuring that it always serves the overall
interests of all creditors.
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