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Abstract: This article briefly explains the current situation of the Evergrande group
(especially after the liquidation). This paper finds the possible relationship between the
operation problems and the bankruptcy situation in the Evergrande group. In addition, the
causes of the liquidation and bankruptcy would also be discussed. The research method used
in this article would mainly be literature review. This paper briefly summarizes the previous
study project and try to draw a conclusion. Moreover, some data-based analysis (mainly
focused on the balance sheet of the Evergrande group which can briefly show the
development trend of the company) would also be included in this study. Finally, this paper
reaches the conclusion that there was an existing insufficient management that causes the
final consequence. The group actually had set the goal of cutting the expenditure early to
2017. However, although Evergrande group had fully realized it problem, the manager failed
to achieve its objective.
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1. Introduction

On 29 January, after seven postponements of the court hearing, China Evergrande ushered in its most
critical court petition hearing. This time, however, China Evergrande did not escape the fate of being
liquidated, and the Hong Kong court issued a winding-up order against China Evergrande.

On the same time, Hong Kong Evergrande listed company Evergrande Automobile (00708. HK)
and Evergrande Property (06666.HK) faced suspension. the China Evergrande reported HK$0.163
per share before the suspension, but it is was down over 20.87% recently. Moreover, the Evergrande
Property reported HK$0.39 per share, was down to over 2.5%, and Evergrande Automobile reported
HKS$0.229 per share, was down to over 18.21%. In addition, Evergrande's bonds and stocks have
continued to depreciate, the market price of Evergrande Group's overseas bonds has fallen to about
$2, and the stock prices of Evergrande's listed companies in Hong Kong have also fallen below HK$1
and become "penny stocks" [1].

According to the perspectives of some experts, there is no direct relationship between the
liquidation of China Evergrande and the size of the company nor the complexity of the debt. Yet the
key reason should be that the company has been exposed since the debt crisis and has been exposed
to major financial and management problems such as illegal occupation of funds and illegal
guarantees. Especially in the case that public opinion has also paid close attention to its long-term
false exaggeration of hundreds of billions of incomes in the company. In addition, another possible
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reason should be the large-scale of advance recognition of revenue, which means that the company
will report more revenue in advance than the revenue actually received by the company. While the
advantages of this action may include increasing book assets, leveraging higher leverage, promoting
faster turnover, and obtaining more dividends, has also made the bubble of false prosperity of
enterprises blow bigger and bigger, and planted a "timing bomb" for today's major debt crisis early.

According to the high-debt and high-leverage model, it may be beneficial in seeking short term
growth in the rewards. However, in the long run Evergrande Group's financing activities of borrowing
new debts to repay old debts have become unsustainable, and with the maturity of debts, there is not
enough funds to repay debts, and the potential risk of default is high. This should also be the root
cause of the liquidation. The aim of writing this article is to discuss what effect will the liquidation
of the Evergrande company be put on different stakeholders. To begin with the most obvious effect,
which is homebuyers' confidence in private developers would severely decrease and this will require
a long time to recover. The market shares continue to shift towards the state-owned counterparts even
though some measurements are announced by the government to boost private developers’ funding
access [2].

Some experts expect that China’s 2024 new-home sales to decline 0%-5% year over year.
Significant downside risk would arise if there were a large-scale suspension of home construction, as
it would have a knock-on impact on already weak homebuyer sentiment. The Evergrande group has
filed for bankruptcy protection in America in the August of 2023. According to Chapter 15 of the
U.S. Bankruptcy Code, this can protect debtor from the mandatory debt repayment and the lawsuits
from creditors. If the group successfully applied the bankruptcy protection, then this would probably
allow them to gain more time for restructuring their debts. The theme of this article would be focused
on the development of the China Evergrande group and the causes of the liquidation action. Finally,
THIS PAPER would briefly give some prediction of the future development of the group and provide
some possible suggestion that may benefit them as well. The literature review method will be used in
this article to demonstrate and compare different perspectives and finally draw a possible solution to
improve the situation of the Evergrande group [3].

2. Case Description

China Evergrande group was founded in 1996 by Xu Jiayin headquartered in the Houhai Financial
Center in Nanshan District, Shenzhen, Guangdong Province, China. It focuses mainly on selling
apartments mostly to upper- and middle-income dwellers. The slogan of the firm is ‘create specialty
and launch the brand’ [4].

An important threshold for the group is in February 2017, when the strategic transformation was
launched. In terms of development model, it has changed from "scale-based" to "scale+ efficiency-
oriented" model. Moreover, in terms of business model, it has changed from the "three highs and one
low" model of high debt, high leverage, high turnover and low cost to the "three low and one high"
model of low debt, low leverage, low cost and high turnover [5].

However, from May 2021, due to the rupture of the capital chain, the expired commercial bills
could not be paid. There for, many projects in many places around China was suspended, this leads
to a further anxiety in the public in figure 1.
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Balance Sheet Currency in CNY. All numbers in thousands

Breakdown 12/30/2022 12/30/2021 12/30/2020

> Total Assets 1,838,338,000 2,107,096,000 2,301,159,000
> Total Liabilities Net Minority Int... 2,437,412,000 2,580,150,000 1,950,728,000
> Total Equity Gross Minority Inte... -599,074,000 -473,054,000 350,431,000
Total Capitalization -474,202,000 -386,610,000 527,956,000
Common Stock Equity -499,470,000 -391,334,000 146,901,000
Capital Lease Obligations 1,158,000 = 3,190,000

Net Tangible Assets -506,692,000 -400,597,000 128,383,000
Working Capital -687,734,000 -627,315,000 397,681,000
Invested Capital 112,921,000 216,043,000 863,433,000
Tangible Book Value -506,692,000 -400,597,000 128,383,000
Total Debt 612,391,000 607,377,000 716,532,000
Net Debt 608,057,000 601,942,000 557,780,000
Share Issued 13,204,301 13,204,301 13,239,285

Ordinary Shares Number 13,204,301 13,204,301 13,239,285

Figure 1: The balance sheet of the Evergrande Group [2]

3.  Analysis on the problem

There are a few reasons that might lead to this final liquidation action. First of all, one significant
reason should be that the managers in the companies are not aware of the harm brought by the highly
leveraged position. According to the overall objectives of the firm, lowering the debt ratio was first
proposed by Xu Jiayin in 2016 and insist by Xia Haijun in 2017 that the ratio should be decreased to
70%. However, over a few years the objective were still far to be achieved. In the past few years, the
firm are still solving the problem of liabilities by selling marginal assets in a low-key manner.
Secondly, the group actually had set a debt reduction strategy, but they failed to carry out the plan.
The Evergrande group has claimed that they would cut the debt since 2017 but take nonactual actions.
By contrast, Vanke had heavily dedicated on their development of the mew project and the slogan
"stay alive" was put forward which turned out should be a wise objective. Thirdly, the Evergrande
group insist on cross-border diversified development (apart from the real estate, the group also
invested in culture sports and finance sector) which means there would be a significant amount of
cost. Some of the sellers also leaded to s serious deficit in the account. For example, Evergrande Ice
Spring, which invested 6 billion yuan, lost a total of 4 billion yuan in 2013 and 2015, and was finally
divested in 2016; Evergrande has invested nearly 30 billion yuan in new energy vehicles, which have
not yet been mass-produced, and continue to net investment. Last but not least, up to December 31,
2020, Xinxin (BVI) Co., Ltd. and Junrong Holdings Co., Ltd. respectively held 70.78% and 5.98%
of the shares of Evergrande Group, and the actual controllers behind them were Xu Jiayin and his
wife. Xu Jiayin and his wife indirectly held more than 76% of Evergrande's shares through controlling
these two companies, which is a typical single-share monopoly [6-10].

4. Recommendations

In resents days, the Evergrande group are dedicating itself in the offshore reorganization progress. In
this stage, we really need to make it clear that there is a big difference between the foreign
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"bankruptcy protection" system and the domestic concept of "bankruptcy". In China, "bankruptcy”
usually refers to "bankruptcy liquidation", and bankruptcy liquidation refers to the liquidation of
assets of bankrupt enterprises. Some experts further pointed out that the foreign bankruptcy protection
system means that during the bankruptcy protection period, creditors are not allowed to force debt
repayment. in other word, this means bankrupt companies can still operate as usual, the company
management continues to be responsible for the company's daily business, and its stocks and bonds
also continue to trade in the market, but all major business decisions must be approved by a
bankruptcy court. However, according to the provisions of the Civil Code and relevant judicial
interpretations, the debt repayment order of housing enterprises is as follow: the consumption-type
homebuyers"™ construction project price> secured creditor's> ordinary creditor's> stock equity. Under
the mainstream US dollar bond issuance method, domestic housing enterprises can only return the
debt of overseas controllers in the form of residual equity if they repay all the debt and still have a
surplus. Hence the bankruptcy protection application does not affect the domestic investors and
shareholders. After analyzing and understanding their problem, THIS PAPER can now provide some
possible recommendation for regulatory improvements to prevent similar occurrences. First of all,
they can focus on Core Business which means they need to narrow the focus to core profitable areas,
reducing diversification that does not align with the company’s strategic advantages. Apart from that,
they need the implement Stricter Oversight which means to enhance the role of the board in
overseeing financial and operational activities to prevent excessive risk-taking. By doing so, they can
encourage two side communications in order encourage employees to talk freely about their worries
about the operation of the firm and therefor to make the managers more aware of the problems
appearing in the firm [11].

5. Conclusion

The article mainly outlines the events leading to its court-ordered winding-up and the subsequent
impacts on its stakeholders, including stock and bondholders, other companies under its umbrella,
and the broader real estate market. Key factors contributing to Evergrande's downfall include
financial mismanagement, high leverage, a complex debt structure, and ambitious diversification
efforts that strained its capital and operational efficiency. Despite efforts to transform and reduce debt,
Evergrande's financial strategies proved unsustainable, culminating in a liquidity crisis that forced it
into liquidation.

The liquidation has had far-reaching implications, notably diminishing confidence among
homebuyers towards private developers and potentially shifting market shares towards state-owned
entities. The event also underscores the fragility of high-debt business models and the critical need
for sound financial and operational management in the real estate sector. Moreover, Evergrande's
bankruptcy protection filing in the US highlights the differences between bankruptcy systems
internationally and the strategic maneuvers companies can employ to navigate financial distress.

The Evergrande group serves as a stark reminder of the systemic risks that can emanate from the
collapse of a major player in the economy, the importance of corporate governance, and the potential
consequences of aggressive expansion without a solid foundation.

However, there are still some existing insufficiencies in this study. For example, it is very hard to
get the access of the precise operational structure of the Evergrande group. Hence, it can be very hard
to evaluate the causes of the bankruptcy. There for, the future studies can focus more on the operation
strategy of the firms and the propriate expansion strategy.
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