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ON THE LEGAL PROBLEMS OF OONVERTIBLE BONDS

ON THE LEGAL PROBLEMS OF

CONVERTIBLE BONDS
(Abstracts)

As one of the fastest growing economies in the world, - China
has been very successful in achieving significant economic growth
with inflation under control. The favorable fundamentals Couple
with the need to further vitalize large and medium-sized state-
owned enterprises would necessitate the development of the capital
markets and the introduction of new financial instruments in our
country.

It is fully recognized that the growing need for Chinese en-
terprises to seek new funds from domestic and international
sources as economic reforms forge ahead. As a result, the intro-
duction of convertible bonds is timely and will be helpful to meet
the increasing financial demands of Chinese enterprises—especially
- in the state sector.

In this thesis, I focus on the legal institution of convertible
bonds, including the issuance, assignment, conversion, repay-
ment of convertible bonds and how to protect the rights of issuing
firm, issuing firm’s shareholders and the bondholders.
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In Chapter 1, I analyze the basic theoretical problems of the
convertible bonds. Convertible bonds issues are issues of bonds by
a corporation the terms of which allow the holder to exchange his
bond for shares of the issuer. Conertible bonds, through which is-
suer can collect more funds at lower cost, are wide used in the in-
ternational capital market, and they can adjust issuer’s corporate
financail structure reasonably, and strengthen the issuer’s ability
to resist financial risks. Concept, kinds and characteristic of con-
vertible bonds are all discused in the chapter. An analysis of the
relatioonship between corporate capital system and convertible
bonds reveals authorized capital 1s fit to the issue of the convertible
bonds, so I propose certain regulatory reforms of our corporation
law. Except the issues above, I also compare the convertible
bonds with the other similar financial investment instruments.

In Chapter 2, 1 focus on the institution of convertible bonds
issuance. I devote to the following issues: subject of bond issue,
terms of issue bond indebture, methods of issue, procedure of is-
sue. I consider that public corporation should be the main issuer of
convertible bonds. If stated-owned enterprise is permitted to issue
convertible bonds, the issue terms should be stricter than the pub-
lic corporation. With regard to the power to make decisions on is-
sue of convertible bonds, I consider that the power should be au-
thorized to the board of directors.

In Chapter 3, 1 explore the legal system of the assignment of
convertible bonds. The main topics in this chapter are the method
of assignment. Especially, [ discuss on whether the issuer can
hold its own issued bonds.

In Chapter 4, 1 present legal institution on the conversion of

2 .
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convertible bonds. Conversion privilege is most important right
for the bondholders. The option for the holder to exchange his
bond for shares of the issuing corporation give the holder an op-
portunity to participate in the issuer’s future growth. Without
conversion privilege, there is no convertible bond. To achieve this
goal, | explore some legal problems on the conversion price, con-
version periods and other issues involved in this chapter.

In Chapter 5, I discuss the problems on repayment of con-
vertible bonds. Including the duration of the bonds, and the
method of repayment. In order to protect interest of the issuer, 1
suggest limiting the bondholder’s right in some way.

In Chapter 6, I focus on legal system of protection of the
bondholders. The corporate issuer often employs some techniques
to force or induce the bondholders to accept the adverse indenture
amendments. And bondholders’ right and interests will be dam-
aged when some events happen, such as capitalization, subdivi-
sion, combination, new issues at below conversion price, merg-
ers, liquidation. Comparative to the corporate issuer and its share-
holders, bondholders are weaker, so the bondholders need special
protection in order to guarantee their interests. In this chapter, I
analyze the circumstances which will effect the bondholders’ in-

terests, and suggest establishing in corporate law the institu-

tion both trust and bondholder communities to secure an issue
of bonds.

In Chapter 7, 1 explore legal system of protection of the issu-
ing firm’s shareholders. I consider that shareholders’ preemptive
right to convertible bonds is a very important problem. After ana-
lyzing the different legal system and theories in some main coun-
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tries, 1 come to such a conclusion that if the bond’s issuing price
and conversion price depend on the market price of the stock into
which the bonds can be converted, the issuer’s shareholders shall
bot be authorized the preemptive right to convertible bonds. Cer-
tainly, the shareholders’ interest and other rights should be
guararnteed.

In Chapter 8, I probe into the problems on protection of the
issuer itself. The issuer undoutbtedly has its own independent in-
terest and right, which is benificial to its shareholders and bond-
holders. On this basis, I analyze the necessity, possibility and
methods to protect the issuing firm.

Finally, I present my normative conclusions and proposal.
We need convertible bonds in our economic life, by which the is-
suer will attain funds at lower cost, by which the holder will get a
fixed source of interest together with an option to exchange his
bond for shares in the issuer. This thesis establishes that the is-
suer, issuer s shareholder and bondholder are all independent par-
ties with independent interests, which should be protected equal-
ly. In the end, I argue that the practice of convertible bonds need
legal system to guide, which must be scientific and reasonable. So

we should fasten our paces of legislation.

Key Words:
Bond, Convertible bond, Corporation, Law



