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CHAPTER I
THE PROBLEM OF REORGANIZATION

The problem stated, 3; The importance of reorganization, 5;
Motive, 5; Difficulty of definition, 7; Twa stages in reorganization, 8

When a corporation fails or becomes embarrassed, its
financial plan is usually remolded. This is reorganization.
It is a redrawing of the financial plan, but with a view to
contraction, not to cxpansion.' Whether the new plan pro-
vides for contraction or expadsion, new money is required,
but an expanding and profitable business may ordinarily solicit
new capital on the basis of its past suecess, whereas a bankrupt
business secures capital only through coercion. Unwillingly
its security holders add more money merely to save that al-
ready invested. So casy is it to obtain money for the expan-
sion of a successiul business by one of several ways, that the
question is merely one of financial expediency; so difficult s
it, on the other hand, to obtain the money necessary to
reprganize an unsuccessful corporation, that the success of the
reorganization depends primarily on selecting that plan which
shall achieve this one end with the least friction.

Owing to the delicacy of the situation and the judgment
required, corporate reorganization is the most intricate phase

L In this volume the term “recrganizadon” does oot include those corporate changes
which result from governmental suit lm-ufht under the Sherman Act of 890, or
g:u%e“ft.‘:g;?tﬁr:n?rfur ?!f:nuﬁ:;hman'ran:?;hph[;{ f@iﬂrﬁ"ﬁf’ p;]:?:vfﬂ??uﬂg:ﬁ:
competitive units inio & single organization, If cases arise that make it necessary
t&;?; E:E;:T;ljm a mignificance that includes any such instances, the fact will be
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4 FAILURE AND REORGANIZATION

of the whole hield of finance, and the one in which generaliza-
tions and precedents are least significant. It is a subject which
has as its elements a mass of conflicting legal precedents, the
makeshifts of mere temporary expedients, and, permeating the
whole, the psychological bias and prejudices of thousands
of dissatisfed human beings whose interests are in funda-
mental conflict. The primary purpose of every recrganization
is justice to all concerned. But the justice is tempered—one
might almost say obscured—by motives of expediency. Com-
pulsion is exerted at one or more points. This requires the
arm of the law; yet the whole subject is so new that there
are few laws to cover it® and very frequently a state statute
may be in direct conflict with an otherwise expedient reor-
ganization.® Moreover, even when the statutory law presents
no difficulties, there are always conflicting precedents and
legal opinions * In addition to the legal aids and impediments,
there are important financial questions of mere judgment—
the ease with which an underwriting may be obtained, to
what extent the stockholders may be counted on to add money,
what may be the opportunity for selling bonds during the
first year of the new company’s life. In answering these
questions in any one particular case, precedents are of little
valye, Fach reorganization is different from all that have
occurred before in one or more important respects.  And some
particular may be such as to require that a plan, otherwise
practical, be set aside. The only general principles, therefore,
that one can formulate are at most approximate summaries
having little more than an historical significance.®

_ 35ome states hawve special laws affeeting renrg;aniutinn!. natabily Wew York,
Michigan, Penasyivania, New Hampshire, and West Virginia,

. *Thus Texas bad a law permitting purchasers of raflroads to form ene corporas
tlon to take ever all the assels, claimd, and the like of another. Hevised Statutes,
See. 4359.)  The old Housten and Texas Centeal Railway was sold in iwo parcels
and thus disintegrated inte two railways, The law required one corporation for
"waeccessor, and as here were two, the law had to be changed to meet the difficulty.

* Motably in the claims of the merchandise creditors that can be placed abead

of the claims of the holdees of funded delt. See Chapter ¥, page g7.

. "The ablest practical master of reorganlations we have ever had remarked:
"You may deduce rules of law easily enough, bat it is not as easy to deduce



