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Seventh Circuit Favors Secured Creditor’s Position in  
Rejecting Single Asset Real Estate Debtor’s “New Value” Plan 

in In re Castleton Plaza, LP1  

While the economic news has been improving, owners of encumbered commercial real 
estate properties continue to face real challenges to their financial health.  A “single asset” 
shopping center owner in Indiana attempted to address its over-encumbered real estate problem 
in a chapter 11 case in which the owner proposed a plan of reorganization which restructured the 
lender’s $10 million secured debt by extending the term and reducing the principal to “roughly 
$8.2 million”, rendering the balance an unsecured claim.  The plan proposed to pay unsecured 
creditors 15 cents on the dollar and transferred 100% of the owner’s equity in the reorganized 
debtor to the wife of the debtor’s current owner in exchange for the wife’s investment of 
$375,000 in the debtor.  The bankruptcy court confirmed the plan over the objection of the 
secured creditor and the lender appealed.  

In re Castleton Plaza, LP (“Castleton”) addresses a fundamental rule in business 
bankruptcy cases:  the “absolute priority rule”.  Simply stated, the “absolute priority rule” 
provides that creditor claims take priority over the interests of equity holders and, unless 
creditors consent, equity holders cannot, therefore, retain any value in the reorganized debtor 
unless creditors are paid in full.  The “absolute priority rule” was last addressed by the US 
Supreme Court in its 1999 decision in Bank of Am. Nat. Trust and Sav. Ass’n v. 203 N. LaSalle 
St. P’ship2 (hereafter, “203 N. LaSalle”).  In 203 N. LaSalle, the Supreme Court held that where 
a creditor objects to a plan funded by an equity investment from an existing equity holder, the 
absolute priority rule requires that the debtor’s proposed “new value” investment be subjected to 
competition from other potential investors to ensure that the equity investor is paying fair value 
for the equity he/she is receiving in the reorganized debtor.    

Unlike the “new value” plan at issue in 203 N. LaSalle, the "new value” investment in the 
plan proposed in Castleton was not coming from the existing owner (George Broadbent) but 
from Mary Clare Broadbent, George’s wife; i.e., an “insider” under the Bankruptcy Code,3 
whose transactions with the debtor are subject to higher scrutiny due to her special relationship 
with the debtor.  Since the issue of an insider “new value” plan was one which no circuit court of 
appeals had addressed since the Supreme Court’s decision in 203 N. LaSalle and one as to which 
bankruptcy courts had reached different conclusions, the bankruptcy court’s decision in 
Castleton was certified for a direct appeal to the Seventh Circuit Court of Appeals.  In reversing 
the decision below, the Seventh Circuit held that the Castleton debtor could not avoid the 
competitive process by arranging for the new value to be contributed by (and the new equity to 
be held by) an “insider” of the existing equity holder (i.e., his spouse).  The Seventh Circuit 
supported its decision by a series of examples as to why George Broadbent, the existing equity 
holder, would receive “value” from the equity being given to his wife under the plan; namely (1) 
the continuation of George’s $500,000 salary from The Broadbent Company, a company that is 
100% owned by Mary Clare and whose management contract with Castleton is continued under 
the plan; (2) George’s presumptive interest in his wife’s potential increase in wealth as a result of 
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her equity investment under the plan; and (3) George’s control of the option price set under the 
plan for his wife’s investment, free from competition from third parties.  Analogizing to tax law 
principles, the Court of Appeals found that since George himself received “value on account of 
his investment, which gave him control over the plan’s details,”4 the absolute priority rule 
applied to Castleton’s insider “new value” plan.  The case was remanded to the bankruptcy court 
with directions to open the proposed plan to competitive bidding.  
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