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IL&FS’ resolution success lies in ‘horses for courses’ strategy

JOYDEEP GHOSH
Mumbai, December 6

KOTAK MAHINDRAVICE chairman
and managing director Uday Kotak
wasbangonwhenhesaidinarecent
mediainterviewthat thereshouldbe
a rethink on the
rou resolution

rgneclll)anism under NEWS
the Insolvency and

\
ANALYSIS

right forIL&FS and wrong for others?
Threekeyreasons: Asense of security
among public interest board mem-
bers by providing them with immu-
nity; a sense of freedom by allowing
them to create their own set of

processes; and a morato-
rium that ensured
thatinstitutionswere
unable to hack into
the process of recov-

Bankruptcy Code
that is yielding a res-
olution value of around 20-30%.

Policymakers should listen to
Kotakashehaswalked thetalk.Sam-
ple this: Under his chairmanship at
the Infrastructure Leasing and
Financial Services (IL&FS), the reso-
lution process raked in 62% of the
399,000 crore owed to banks,
mutual funds, pension funds and
others.

So, the big question: What went

ery by forcefully
claimingtheirduesin
trancheswhile the process of theres-
olution was underway.

First, the process of setting up a
public interest board vis-a-vis an
administrator overlooking the
process and providing them immu-
nity provided a major differentia-
tion.Initsvery first communication
with the NCLT, the new board wrote:
“Noactionsaretobeinitiated against
the members of the newboard,with-

out prior approval of the NCLT, for
pastactions of the suspended direc-
tors or any officers of IL&FS and the
pastwrongs of the suspended direc-
tors and officials of IL&FS,’the com-
munication said.

Second, providing freedomtothe
new board so that bold decisions
could be taken without the fear of
futurelitigation. The new board was
abletomakeits own rules,instead of
simplyfollowing the IBC process.The
formation of a public interest board
meant that all the stakeholder’s
interests were taken into account.
Also, the idea was to optimise value
for everyone instead of simply get-
tingrid of the asset.

Consequently, the board could
quickly come up with a list of green,
amber and red companies. This,
effectively,meant that everyonehad
clarityabout theassets that could be
monetised, restructured or liqui-

RESOLUTION MODEL

B The group resolution
mechanism under the IBC is
yielding a resolution value of
around 20-30%

B The IL&FS' resolution success
is a good example of how the
system, if done through a proper
thought process, can resolve
serious problems

dated and the underlying exercise
could be completed,accordingtothis
classification.At thesametime,there
wasakind of ‘bad bank’whereallthe
bad assets were clubbed.
Comparatively, resolutions of
othernon-banking financial compa-
nies (NBFCs) such as Reliance Capi-
tal, DHFL,Yes Bankand SREI are gov-

erned by uniform IBC norms.There-
fore, the recovery is driven by an
administrator using banking norms
to fix niche NBFC problems, one of
thereasonsresultingin significantly
reduced recovery for these assets.
Third, moratorium from repay-
ment.The new board was able to set
upasystemwhere October15,2018,

was considered the cut-off date for
allaccumulated losses. More impor-
tantly, banks were asked not to
deduct their portions from the
deposits being made from the run-
ning business.

The board had to approach the
courtwhen ninebanks started unau-
thorised withdrawals of around
X800 crore from their escrow
accounts to recover their debt.

“By prohibiting some select
lenders from forcefully recovering
dues in bits-and-pieces, the IL&FS
boardwas ableto keep thebusinesses
as “going concerns”, ensure execu-
tion of resolution as planned and
implementa plan to pay interim div-
idend to all class of creditors. With-
out the moratorium, it would be
mayhem for every business entity
under the group,” said an industry
source.

Earlier this month, IL&FS com-

menced distribution by paying
3623.38 crore, on an interim basis,
to the secured lenders/secured
financial creditors of RMGL Bank.

The total claims of these
lenders were X715 crore which
translates into a recovery of 83%.
And even unsecured creditors like
provident funds, which don’t get
anything under the IBC process,
are expected to recover 10%-20%
of their money in the overall
interim distribution framework
approved by the courts.

In essence, IL&FS’ resolution
success, much like the Satyam
Computers’ quick and efficient
sale to Tech Mahindra after former
chairman B Ramalinga Raju
admitted to ‘cooking the books’is
agood example of how the system,
if done through a proper thought
process, can resolve serious prob-
lems effectively.



