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The Institute of Company Secretaries of India (ICSl) is a premier national professional
body constituted under an Act of Parliament, namely the Company Secretaries Act, 1980
(Act No. 56 of 1980) to regulate and develop the profession of Company Secretaries.

ICSI provides top-quality education to the students of Company Secretaries (CS) Course
and has set and maintains best quality standards for CS members. The ICSI has on its
rolls more than 68,000 qualified CS members including over 11,000 members holding
certificate of practice. Around 2,50,000 students are presently pursuing the Company
Secretaryship Course.
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Vision

“To be a global leader in promoting
good corporate governance”

Mission

“To develop high calibre professionals
facilitating good corporate governance”
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(Subsidiary of ICSI and Insolvency Professional Agency of IBBI)

ICSI Institute of Insolvency Professionals (ICSI IIP) is a frontline regulator registered with
the Insolvency and Bankruptcy Board of India (IBBI) under the Insolvency and Bankruptcy
Code, 2016. ICSI 1IP is registered under section 8 of the Companies Act, 2013 and is a wholly
owned subsidiary of Institute of Company Secretary of India (ICSI). ICSI lIP has vested with the
power and authority inter alia to enrol, educate, train and also monitor the performance of
its registered members as an Insolvency Professional. Its mandate also includes laying down
standards of professional conduct and take steps in the direction of disciplining its members,
whenever required.

There are more than 1200 Professionals from various professional background and experience
who are registered with ICSI IIP as an Insolvency Professional. This inter alia includes Company
Secretaries, Management Experts, Advocates, Cost Accountants, Chartered Accountants et al.

Many eminent personalities are on the Board of ICSI lIP as Independent Directors and Nominee
Directors.

Ever since its formation, ICSI IIP has been involved in a number of activities aimed at
Educating and Developing the Insolvency Professionals. These activities inter alia include
issuance of different publications, such as, Practical aspects of Insolvency Law, Interim
Resolution Professionals: A Handbook; Monthly Journal; Weekly Journal (Knowledge
Reponere) and Daily Learning Curves; Organizing Intensive Pre-registration Educational
Training Programmes, Interactive Sessions with Regulators and Insolvency Professionals;
conducting Webinar Sessions especially focusing on practical aspects and challenges faced
by Insolvency Professionals et al.




REGISTERED VALUERS ORGANISATION

(A Wholly owned subsidiary of ICSI and registered with IBBI)

The ICSI Registered Valuers Organization (ICSI RVO) is a Section 8 Company incorporated
under the Companies Act, 2013 and formed by ICSI with its 100% capital is owned by ICSI. The
Company is recognised as Registered Valuers Organisation with Insolvency and Bankruptcy
Board of India, formed with the intent to enrol, register, educate, train, promote, develop
and regulate Registered Valuers as per the Registered Valuers Rules, while establishing
and promoting high standards of practice and professional conduct and promote good
professionalism, ethical conduct and competency ensuring quality of valuation work.

Duties of ICSI RVO:

(1) The Organization shall carry out the functions of the Registered Valuers Organisation
under the Companies (Registered Valuers and Valuation) Rules, 2017, and functions
incidental thereto.

(2) The Organization shall not carry on any function other than those specified in sub-
clause (1), or which is inconsistent with the discharge of its functions as Registered
Valuers Organisation. Apart from the above, the duties of the Organisation have
been set out in Regulation 6 (schedule to Notification No. MCA/3401/2017-18, dated
18-11-2017) as follows:-

The Organization shall maintain high ethical and professional standards in the
regulation of its members. The Organization shall -

a.

ensure compliance with the Companies Act, 2013 and Rules, Regulations and
Guidelines issued thereunder governing the conduct of Registered Valuers
Organisation and Registered Valuers;

employ fair, reasonable, just, and non-discriminatory practices for the
enrolment and regulation of its members;

be accountable to the Authority in relation to all Bye-Laws and directions
issued to its members;

develop the profession of Registered Valuers;
promote continuous professional development of its members;

continuously improve upon its internal Regulations and Guidelines to ensure
that high standards of professional and ethical conduct are maintained by its
members; and

provide information about its activities to the Authority.
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Message

From the Desk of the President, ICSI

As we step into a promising new year, it gives me immense pleasure to extend my warm greetings and
heartfelt wishes for a joyous and prosperous 2025 to all participants of the 2nd National Convention of
Insolvency Resolution Professionals and Registered Valuers. This esteemed event, jointly organized by
ICSI, ICSI IIP, and ICSI RVO, marks an excellent beginning to the year.

The theme of this convention, “Insolvency and Valuation: Navigating Challenges and Future Pathways,”
aptly resonates with the dynamic landscape of insolvency resolution and valuation practices in India. In a
rapidly evolving economic environment, these professions play a pivotal role in safeguarding stakeholder
interests, fostering economic stability, and ensuring the sustenance of businesses.

The Institute of Company Secretaries of India has always championed the cause of professional excellence,
corporate governance and ethics. Through initiatives like this convention, we aim to equip professionals
with the tools, knowledge, and insights required to address emerging challenges and seize opportunities in
the domain of insolvency and valuation.

This event is a confluence of thought leaders, regulators, and practitioners, offering a platform to deliberate
on critical issues, exchange ideas, and chart the course for the future. | am confident that the discussions
and recommendations emerging from this forum will significantly contribute to strengthening the ecosystem
of insolvency and valuation in India.

| take this opportunity to express my heartfelt appreciation to CS Manish Gupta, Immediate Past President
of ICSI and Program Director, for his visionary leadership and exemplary dedication in curating this landmark
event. Under his guidance, the Program Organizing Committee has worked tirelessly to ensure the success
of this convention. My sincere gratitude goes out to entire organising team for their unwavering efforts in
making this convention a reality.

To all participants, | wish you an enriching and inspiring experience as you contribute to the growth and
evolution of these vital domains. Let us continue to uphold the highest standards of professional integrity
and excellence as we collectively strive toward building a brighter future.

Wishing the convention grand success and each of you a very Happy New Year!
Warm regards,

(CS B Narasimhan)
President,
The Institute of Company Secretaries of India
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THE IBC:
PRAGMATIC TRANSFORMATION IS KEY

By: CS Vikas Rajanikant Pansare,

Practicing Company Secretary, Pansare & Associates
Email: csvikaspansare@outlook.com

INTRODUCTION

The Insolvency and Bankruptcy Code (IBC), 2016, marked a transformative milestone in India’s legal and
financial landscape by consolidating fragmented insolvency laws into a unified framework. This framework
established a streamlined process for resolving insolvency across corporate, partnership, and individual
entities. Since its enactment, the IBC has been the cornerstone of an evolving insolvency resolution
ecosystem, undergoing multiple amendments to address emerging challenges, improve its efficiency, and
adapt to the changing economic environment.

EVOLUTION OF THE INSOLVENCY AND BANKRUPTCY CODE

Enacted in May 2016, the IBC aimed to standardize and streamline insolvency laws to ensure time-bound
resolution of insolvency cases. Its key objectives include:

® Maximizing the value of assets.
® Promoting entrepreneurship.
® Ensuring the availability of credit.

The IBC has seen 14 amendments over time, underscoring its adaptability and commitment to addressing
the dynamic nature of the economy. Below are some key milestones and developments in its journey:
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KEY INSIGHTS FROM THE 32ND REPORT OF THE STANDING COMMITTEE ON FINANCE (2020-21)

The 32nd report of the Standing Committee on Finance outlines both the successes and challenges of the
IBC and provides valuable recommendations for its enhancement:

1. Resolution Professionals (RPs): There is a need for enhanced professional self-regulation.
2. Committee of Creditors (CoC): A professional code of conduct is recommended for CoC members.

3. NCLT System Challenges: The report highlights delays in case admissions and resolution approvals,
which continue to hinder the system’s effectiveness.

4. Flexible Resolution Plans: Provisions for partial asset sales have been suggested to increase
flexibility.

5. Digitization: Calls for further digitalization of the IBC ecosystem and NCLT processes to improve
efficiency.

6. MSME Framework: The introduction of a pre-pack resolution process for MSMEs aims to expedite
recovery.

7. Cross-Border Insolvency: The report advocates for a robust framework to handle cross-border
insolvency cases.

8. Homebuyer Rights: Strengthening protections for homebuyers, a significant stakeholder in real
estate insolvency, has been recommended.

One of the standout suggestions involves prohibiting post-hoc bids to ensure procedural certainty and
timely resolutions. Additionally, leveraging National Law Schools to support NCLT operations with research
and expertise has been proposed.

RECENT REGULATORY ENHANCEMENTS (2022)
In 2022, significant regulatory updates were introduced across several aspects of the IBC ecosystem:

® Fee Structure for RPs: Minimum fees for Interim Resolution Professionals (IRPs) and RPs were set
between %1 lakh and %5 lakh, based on claim amounts.

® Performance-Linked Incentives: These incentives encourage timely resolutions and value
maximization.

® Operational Creditor Evidence: Mandatory submission of GST returns with Section 9 applications
ensures greater accountability.

e Stakeholders Consultation Committee (SCC): The CoC now acts as the SCC until it is formally
constituted within 60 days of liquidation commencement.

® Liquidator Replacement: The SCC can propose replacing the liquidator with a 66% vote.

® Inclusion of Insolvency Professional Entities (IPEs): Recognized as professional members of
Insolvency Professional Agencies (IPAs).

FOCUS ON MSMES: STRENGTHENING THE BACKBONE

Pre-Packaged Insolvency Resolution Process (PPIRP)

Introduced in 2021, the PPIRP offers a hybrid mechanism for MSMEs, combining informal and formal
insolvency processes. Key benefits include:

® Debtor-Initiated Process: MSME promoters retain control during the resolution.

® Base Plan Requirement: A mandatory base plan ensures that resolution efforts are well-prepared.
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Relaxed Eligibility Criteria

® Section 29A relaxations under Insolvency and Bankruptcy Code, 2016 allow promoters to submit
resolution plans under specific conditions, offering greater flexibility.

® Section 240A under Insolvency and Bankruptcy Code, 2016 exempts MSMEs from stringent provisions,
reflecting a pro-revival approach.

Challenges and Solutions

Despite these reforms, challenges remain:
® Timelines: Adherence to the 120-day resolution plan deadline continues to be a significant concern.
® (Capital Constraints: MSMEs often struggle to secure the additional funds required for resolution.

e PUFE Transactions: Identifying preferential, undervalued, and fraudulent transactions remains a
complex issue.

® Operational Status: MSMEs are often classified as operational creditors, which creates challenges in
achieving parity with secured creditors.

Proposed remedies include a dedicated MSME regime under Section 240A and customized out-of-court
settlement mechanisms, alongside enhanced protections under the MSME Act.

FINANCE ENTITIES: ADDRESSING CHALLENGES IN FINANCIAL SERVICE PROVIDERS (FSPS)

The IBC was amended in 2019 to include a resolution framework for Financial Service Providers (FSPs),
ensuring that entities such as Non-Banking Financial Companies (NBFCs) and housing finance companies can
be addressed under the Code. This was a significant step forward, as it expanded the scope of insolvency
proceedings to cover the financial sector.

Despite these advancements, FSP insolvency proceedings face unique challenges:

® Complex Financial Structures: FSPs have intricate debt and equity structures, requiring significant
regulatory coordination for effective resolution.

® Regulatory Complexities: Coordination with multiple regulatory bodies complicates the resolution
process, leading to delays and conflicts.

® Delays in CIRP Completion: The insolvency process is often prolonged by litigation delays, which can
exacerbate the financial distress of the FSP.

® |egacy Liabilities: Section 32A provides a mechanism to protect incoming management from criminal
liabilities, but the complex nature of these liabilities continues to present challenges.

To address these challenges, a dedicated FSP insolvency framework with clear guidelines and enhanced
regulatory coordination is necessary. Implementing early intervention mechanisms and establishing
specialized benches for FSP cases under NCLT and NCLAT would help streamline the process.

CASE LAWS

The IL&FS case exemplifies the complexities involved in resolving FSPs. The case involved 347 companies,
including FSPs, but the resolution process faced significant hurdles due to the lack of clear standards for
FSP insolvency. Similarly, the Dewan Housing Finance Corporation (DHFL) case illustrated the difficulties
in valuing financial entities, given the nature of their assets.

REAL ESTATE ENTITIES: CHALLENGES AND REFORMS
Background and current scenario

The 2018 amendment to the IBC recognized homebuyers as financial creditors, allowing them to initiate
insolvency proceedings and participate in the Committee of Creditors (CoC). This was a landmark step in
protecting the interests of homebuyers.
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The Jaypee Infratech insolvency case highlighted the challenges in resolving real estate entities, particularly
in balancing the interests of homebuyers and financial creditors.

Key Challenges

® Homebuyers as Financial Creditors: Despite the 2018 amendment, homebuyers continue to face
challenges due to their inferior position in the creditor hierarchy, as unsecured creditors.

® Lack of Exit Routes: Homebuyers currently lack a clear mechanism to exit the insolvency process,
which leaves them in a precarious position.

® Multiplicity of Stakeholders: The involvement of multiple stakeholders—homebuyers, financial
institutions, contractors—complicates the resolution process.

® Commercial Viability: The commercial viability of real estate projects undergoing CIRP is a major
concern, requiring a careful reassessment of project feasibility.

CONCLUSION

The evolution of the IBC highlights India’s commitment to creating an efficient insolvency resolution
framework. For MSMEs, there is a pressing need for a cost-effective and commercially viable framework
that provides timely liquidation while allowing for the rehabilitation of viable businesses. For FSPs,
regulatory coordination, commercial viability, and systemic risk management must be prioritized to ensure
efficient resolution. In the real estate sector, a balanced approach is essential to address the interests of
all stakeholders, including homebuyers and financial creditors. By implementing sector-specific reforms and
ensuring tailored solutions, the IBC can strengthen its role in the evolving insolvency landscape, providing
fair, efficient, and timely resolutions.

*kdkd




INSOLVENCY AND VALUATION:
NAVIGATING CHALLENGES AND PATHWAYS

By: CS Heena Agrawal
Insolvency Law Practitioner
JLN US & Co., Chartered Accountants

INTRODUCTION

Insolvency and valuation are two closely interlinked concepts that play a pivotal role in the financial
restructuring of troubled companies.

The Insolvency and Bankruptcy Code (IBC), enacted in 2016, marked a landmark reform in India’s approach
to insolvency and bankruptcy. Before its introduction, India’s insolvency framework was fragmented and
ineffective, resulting in lengthy delays in resolving corporate distress. This inefficiency contributed to the
growing burden of Non-Performing Assets (NPAs) in the banking system, especially within public sector banks
(PSBs), which handled the majority of corporate lending. NPAs are loans that no longer generate income
for banks, primarily due to borrower defaults, and their rising volume had become a significant obstacle
to India’s financial sector. By 2016, the NPA crisis had escalated to critical levels, endangering the stability
of the banking system and stalling economic growth. The situation called for a more robust and efficient
insolvency framework to address distressed assets and restore confidence in creditors.

The IBC was crafted to tackle these issues by instituting a structured, time-bound process for resolving
insolvency cases. A key feature of the IBC is its focus on empowering financial creditors—mainly banks and
financial institutions—within the resolution process. It shifted control from debtors to creditors, placing
financial creditors at the forefront of decision-making through the establishment of the Committee of
Creditors (CoC). Financial creditors can initiate insolvency proceedings if a borrower defaults on payments
and wield substantial influence in approving or rejecting resolution plans submitted by potential investors
or buyers. This creditor-centric approach marked a significant shift from the past, where debtors retained
considerable control over their assets even in default, often leading to delays or avoiding resolution
altogether.

On the other hand, valuation is the process of determining the worth of assets or a business, which is
crucial in understanding the financial health of a company undergoing insolvency proceedings. Together,
they represent the core of financial distress management and recovery efforts. This paper explores the
challenges that arise from insolvency and valuation, along with the potential pathways that can lead to the
resolution of these challenges. Valuation in the IBC process is a critical step in resolving distressed assets, as
it provides the foundation for decision-making and ensures fairness and transparency in the distribution of
recovery proceeds. The involvement of qualified, independent valuers and the use of standardized valuation
methods helps mitigate potential conflicts and improves the efficiency of the insolvency resolution process.
While challenges exist—especially regarding market uncertainty and the valuation of complex assets—the
IBC framework, through its emphasis on accurate and transparent valuations, seeks to optimize outcomes
for creditors and maximize recovery from distressed businesses.

KEY ASPECTS OF VALUATION UNDER THE IBC:

1. Role of Registered Valuers: The IBC mandates the involvement of registered valuers to perform
the valuation of distressed assets. These valuers are professionals accredited by the Insolvency and
Bankruptcy Board of India (IBBI) and are required to follow specific valuation standards laid down
by the board. The use of independent, qualified valuers ensures transparency, professionalism, and
adherence to best practices in the valuation process.

2. Methods of Valuation: The IBC allows the use of multiple valuation approaches, depending on the
nature of the distressed assets. The common methods include:
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O Market Approach: This method involves comparing the distressed assets with similar assets
that have been sold in the market, adjusting for differences in scale, market conditions, and
timing.

O Income Approach: The income-based approach involves estimating future cash flows that the
assets or the business will generate and discounting them to present value using an appropriate
discount rate.

O Cost Approach: This approach calculates the cost required to replace or reproduce the asset,
considering factors such as depreciation or obsolescence.

3. Fair Value vs. Liquidation Value: Under the IBC, two key types of valuations are commonly conducted:

O Fair Value: This represents the value of the business or assets as a going concern, assuming the
company continues its operations and is not being liquidated. It is relevant when considering a
resolution plan that aims to revive the business.

O Liquidation Value: This represents the value of the assets if they were sold off individually
and quickly, typically under distressed conditions. Liquidation value is crucial in cases where a
resolution plan is not feasible, and the company is headed for liquidation.

4. Valuation Reports in the Resolution Process: The valuation reports generated by registered valuers

are integral to the resolution process. These reports are submitted to the resolution professional (RP)
and the CoC to assess the financial viability of the resolution plans. The reports are also disclosed to
stakeholders, ensuring that all parties are fully informed of the value of the distressed assets.

CHALLENGES IN INSOLVENCY

Insolvency creates significant legal, financial, and operational challenges. From a legal perspective, the
insolvency process can be complex, involving various stakeholders such as creditors, debtors, and government
entities. The challenge often lies in ensuring fairness to all parties while attempting to preserve as much
value as possible for the stakeholders involved. Common challenges include:

1.

2.

Creditor Disputes: In many insolvency cases, there may be disputes among creditors over the priority
of claims and the distribution of limited assets. Secured creditors, for example, typically have a
priority claim over unsecured creditors, creating tension and often complicating the resolution
process.

Asset Liquidation: The liquidation of assets is often one of the primary ways to satisfy creditors
in insolvency proceedings. However, in many cases, the assets may not hold sufficient value
to fully meet the debt obligations. Liquidation may be a suboptimal solution if it leads to the
destruction of potential future value, as opposed to a restructuring or a sale of the business as a
going concern.

Restructuring Complexity: In some cases, insolvency proceedings may lead to corporate restructuring,
including debt-for-equity swaps or operational restructuring. The challenge is to design a restructuring
plan that is both feasible and acceptable to creditors, ensuring that the company can remain viable
and continue operating post-reorganization.

CHALLENGES IN VALUATION DURING INSOLVENCY

Valuation is particularly challenging during insolvency, as the value of a company or its assets can be heavily
impacted by the financial distress. Several challenges are associated with valuation in such circumstances:

1.

Market Conditions: During insolvency, market conditions may be unfavorable, leading to a reduced
value of assets. Moreover, distressed sales or forced sales often result in asset prices that are lower
than their potential market value under normal conditions. Accurate valuation in this environment
can be difficult, as the potential for recovery may not be fully reflected in the market price.

2. Subjectivity in Valuation Methods: Valuing a distressed business involves the use of various methods,
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such as discounted cash flow (DCF), comparable company analysis, and asset-based approaches. The
choice of method depends on the specifics of the case, but each approach comes with its own set of
assumptions and uncertainties, making valuation subject to professional judgment and potentially
leading to different conclusions based on the selected method.

Distress Discount: When valuing a company in financial distress, a “distress discount” is often
applied to reflect the reduced value resulting from the financial difficulties. However, quantifying
this discount can be challenging, as it is based on assumptions about how severe the financial distress
is and how likely the company is to recover.

Intangible Assets: Companies in financial distress may have valuable intangible assets such as
intellectual property, brand recognition, or customer loyalty, but these assets are difficult to value
accurately. The challenge is in assessing whether such assets are likely to contribute to recovery or
whether they should be written off as non-recoverable.

THE CHALLENGES OF INSOLVENCY AND ASSET VALUATION

Insolvency proceedings typically result from financial distress, where a company is unable to meet its
obligations due to insolvency (liabilities exceeding assets). The valuation of distressed assets is often
fraught with difficulties, as it involves determining the true worth of an entity that may have lost market
confidence, faces a liquidity crisis, or is exposed to legal challenges.

Traditional valuation methods—such as the income approach (discounted cash flow), market approach
(comparable sales), and cost approach (asset-based valuation)—have their merits but often fall short when
applied to distressed businesses.

The main challenges include:

1.

2.

Uncertainty in Cash Flows: Distressed companies often lack reliable cash flow projections, which
complicates the use of discounted cash flow methods. These projections are highly uncertain due to
operational challenges, such as falling revenues, high operational costs, or loss of market position.

Market Illiquidity: Distressed assets may suffer from a lack of buyers or investors, particularly in
markets where economic conditions are unfavorable. The absence of a vibrant market can lead to an
overemphasis on theoretical value rather than actual realizable value.

Legal and Regulatory Constraints: Insolvency processes are governed by a host of regulations, and
these constraints may limit the ability to realize value from assets. Legal delays, creditor disputes,
and regulatory interventions can further complicate the sale or restructuring of distressed assets.

Emotional and Psychological Factors: Distressed companies are often embroiled in emotional turmoil,
which can cloud decision-making during insolvency proceedings. Business owners and management
teams may be reluctant to accept the true value of their company, impeding effective resolution.

PATHWAYS FOR NAVIGATING INSOLVENCY AND VALUATION CHALLENGES

Despite these challenges, there are pathways that can help companies, creditors, and other stakeholders
navigate insolvency and valuation issues effectively.

1.

Expert Involvement: One of the key ways to ensure an effective and fair resolution of insolvency and
valuation challenges is to involve financial and legal experts. Insolvency practitioners, restructuring
specialists, and valuation experts bring valuable experience and insights into the process. Their
expertise can help manage complex negotiations, resolve disputes, and ensure that the most accurate
and reasonable valuation is applied.

Restructuring as a Pathway: Instead of opting for liquidation, many companies in financial distress
pursue restructuring options. This may involve renegotiating debt terms, selling non-core assets,
or even considering strategic mergers and acquisitions. A well-structured recovery plan can allow
companies to emerge from insolvency as stronger entities, thus protecting value for creditors and
preserving jobs.
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3. Pre-Packaged Plans: A pre-packaged insolvency (pre-pack) is a hybrid approach that combines It
the speed and efficiency of liquidation with the potential benefits of restructuring.involves pre-
negotiating a plan of restructuring with creditors before formally entering insolvency proceedings.
Pre-packs can reduce the disruption to the business and potentially increase the value of the company
by facilitating a smoother transition into a post-restructured entity.

4. Alternative Dispute Resolution (ADR): To resolve creditor disputes and other conflicts during
insolvency proceedings, parties may turn to alternative dispute resolution mechanisms, such as
mediation or arbitration. ADR can offer a more flexible, cost-effective solution compared to traditional
litigation and can help speed up the resolution process.

5. Government and Regulatory Support: In some jurisdictions, governments may offer regulatory
support to companies facing insolvency, especially if they are deemed systemically important.
Measures such as temporary debt moratoriums or government-backed loans can provide companies
with breathing room to reorganize without resorting to liquidation. Additionally, some governments
may provide frameworks for fast-track insolvency procedures to reduce the time and cost involved in
resolving insolvency cases.

INNOVATIVE APPROACHES FOR DISTRESSED ASSETS RESOLUTION

As the landscape of insolvency evolves, so too must the approaches used to address distressed assets.
Over the years, there have been several innovative methods to improve asset valuation and facilitate the
resolution process. Below, we explore some key approaches that are reshaping distressed asset resolution:

1. Artificial Intelligence and Data Analytics

The use of Artificial Intelligence (Al) and data analytics is revolutionizing asset valuation in insolvency
cases. Al can process vast amounts of data to identify trends, predict outcomes, and create more accurate
projections of distressed asset values. Machine learning algorithms can be employed to analyze historical
financial data, market conditions, and comparable sales data to generate more precise valuations,
minimizing human error and bias.

Data analytics can also help assess underlying risks, including financial distress signals that may not be
immediately visible through traditional valuation methods. Predictive analytics can provide insights into
the potential turnaround of distressed companies, assisting both creditors and investors in making more
informed decisions.

2. Blockchain for Transparent Transactions

Blockchain technology offers a promising solution to increase transparency and accountability during
insolvency proceedings. Blockchain’s decentralized nature can provide an immutable record of asset
transactions, ensuring that all parties involved in the resolution process have access to the same information.
This transparency can help reduce conflicts between creditors, streamline decision-making, and accelerate
asset sales.

Additionally, blockchain-powered smart contracts can automate certain aspects of distressed asset
transactions, making the resolution process faster, more efficient, and less prone to fraud or errors.

3. Operational Restructuring and Debt-for-Equity Swaps

Instead of liquidating assets, an increasing number of insolvency professionals and investors are
turning to operational restructuring. This approach focuses on salvaging the business’s operations
through strategic changes that may include leadership shifts, cost-cutting measures, or business model
adjustments.

One innovative method of distressed asset resolution is the debt-for-equity swap, where creditors agree
to cancel or reduce the debt owed in exchange for equity stakes in the distressed company. This not only
provides creditors with a potential upside if the company recovers, but it also helps the company continue
operating without the immediate burden of unsustainable debt.
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4. Distressed Asset Funds and Special Purpose Vehicles (SPVs)

Distressed asset funds are increasingly being used to acquire and resolve distressed assets. These funds
typically target businesses or assets in financial distress and seek to acquire them at discounted prices.
Once acquired, the funds may either restructure or sell the assets in a more liquid market.

Special Purpose Vehicles (SPVs) are also being utilized to isolate distressed assets from the parent company.
By placing distressed assets into an SPV, businesses can simplify the resolution process and focus on resolving
the debts and obligations associated with the distressed assets without affecting the overall company’s
operations. This creates a more efficient path for asset resolution and minimizes risk for the parent company.

5. Collaborative Approaches in Insolvency

Traditionally, insolvency proceedings are adversarial, with creditors vying for their share of the distressed
assets. However, collaborative approaches are gaining traction. Mediation, negotiation, and stakeholder
collaboration can create win-win solutions that maximize value and minimize the negative impact on all
parties involved.

For example, joint ventures between creditors or strategic investors and the distressed company can unlock
additional value by pooling resources or leveraging synergies. This approach often leads to a higher recovery
rate for creditors and a more viable business post-restructuring.

CONCLUSION

Insolvency and valuation present significant challenges for both distressed companies and their creditors.
Legal complexities, disputes among stakeholders, and the difficulty of accurately valuing distressed assets
create a challenging environment for decision-makers. However, through the expertise of financial and
legal professionals, careful planning, and the use of restructuring and dispute resolution mechanisms, it
is possible to navigate these challenges successfully. By identifying and pursuing appropriate pathways,
companies can potentially recover from insolvency and preserve value, benefiting both creditors and the
broader economy.

The insolvency and valuation landscape is evolving, and traditional methods are increasingly being
complemented by innovative approaches. Technologies like Al, blockchain, and new financial structures
such as debt-for-equity swaps and distressed asset funds offer fresh solutions for resolving distressed assets.
As the business environment grows more complex, insolvency professionals must continue to explore and
embrace these innovative approaches to ensure efficient, equitable, and successful asset resolution.

Ultimately, navigating the challenges of insolvency and distressed asset resolution requires adaptability,
foresight, and a willingness to embrace change. By leveraging emerging technologies and strategies,
businesses, creditors, and investors can unlock new pathways to recovery and ensure more robust outcomes
for all stakeholders involved.
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ADAPTING INSOLVENCY AND VALUATION PRACTICES
FOR ESG COMPLIANCE

By: IP Bimal Kumar Sharma

INTRODUCTION

The global shift towards sustainability has revolutionized business practices, corporate governance, and
financial decision-making. Environmental, Social, and Governance (ESG) criteria are no longer just
buzzwords but essential components of a company’s operational and strategic framework. While the impact
of ESG principles is evident in areas such as investment, corporate social responsibility, and regulatory
compliance, its influence on insolvency and valuation practices is a developing but critical frontier. This
article explores how insolvency and valuation practices are evolving to accommodate ESG considerations,
emphasizing the challenges and opportunities associated with this transformation.

UNDERSTANDING ESG AND ITS IMPACT ON FINANCIAL PRACTICES
ESG refers to the three key factors used to evaluate a company’s sustainability and societal impact:

e Environmental: Includes climate change, resource depletion, waste management, and energy
efficiency.

® Social: Encompasses labour practices, community engagement, and diversity.
® Governance: Focuses on transparency, board structure, ethics, and shareholder rights.

For investors, creditors, and other stakeholders, ESG compliance signals a company’s resilience,
sustainability, and long-term value creation. As regulators worldwide implement ESG mandates, businesses
are increasingly compelled to align their operations and reporting standards with these criteria.

In the context of insolvency and valuation, ESG compliance is becoming a determinant of financial stability,
risk exposure, and recovery potential, necessitating the adaptation of traditional methodologies.

THE RISING IMPORTANCE OF ESG IN INSOLVENCY

Historically, insolvency practices have been cantered on financial solvency, liquidity, and recovery for
creditors. Today, ESG compliance introduces additional layers of complexity. From regulatory scrutiny
to investor expectations, businesses under distress are increasingly being judged on their environmental
impact, social responsibility, and governance standards. Companies that fall short of these expectations
face amplified risks, including reputational damage, reduced recovery value, and limited access to future
financing.

Incorporating ESG principles into insolvency practices is essential for several reasons:

1. Mitigating Long-Term Risks: Addressing ESG risks during insolvency can enhance a company’s
resilience and sustainability post-restructuring.

2. Maximizing Value for Stakeholders: Companies with strong ESG credentials are often viewed as
lower-risk and higher-value entities by investors and buyers.

3. Ensuring Regulatory Compliance: With governments and regulators mandating ESG disclosures and
compliance, insolvent companies cannot afford to overlook these obligations.

WHY ESG MATTERS IN INSOLVENCY AND VALUATION
1. Enhanced Risk Assessment

Traditional insolvency assessments focus on financial metrics like liquidity, cash flow, and debt levels.
However, ESG factors introduce non-financial risks that can severely impact a company’s viability. For
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instance, regulatory penalties for non-compliance with environmental laws or reputational damage
from unethical labor practices can precipitate financial distress.

2. Stakeholder Expectations

Creditors, investors, and customers increasingly demand transparency regarding ESG performance.
Companies failing to demonstrate ESG alignment risk losing stakeholder confidence, accelerating
insolvency risks.

3. Valuation Challenges

ESG factors often influence asset values, particularly in industries such as energy, real estate, and
manufacturing. A company with significant carbon emissions liabilities or a poor governance record
might experience reduced valuation due to higher perceived risks.

ADAPTING INSOLVENCY PRACTICES FOR ESG COMPLIANCE

As Environmental, Social, and Governance (ESG) criteria become a cornerstone of corporate accountability,
their influence is extending into areas of financial and legal distress, including insolvency proceedings. ESG
compliance is no longer a peripheral concern but a critical element influencing business viability, stakeholder
confidence, and financial restructuring. This article delves into the necessity of adapting insolvency practices
to incorporate ESG considerations, the challenges practitioners face, and the opportunities for creating
value in this evolving landscape.

Insolvency frameworks must evolve to incorporate ESG considerations, which impact both the causes of
financial distress and the strategies for resolution. Certain points are enumerated as below:

1. ldentifying ESG-Driven Insolvency Risks

Insolvency practitioners should assess how ESG factors contribute to financial difficulties. Common ESG-
related risks include:

® Climate Risks: Companies in high-emission sectors face heightened regulatory scrutiny and
transitioning costs as industries decarbonize.

® Social Risks: Labor strikes, community opposition, or supply chain disruptions can lead to financial
instability.

® Governance Risks: Fraud, lack of transparency, or unethical practices can erode stakeholder trust
and lead to insolvency.

2. Integrating ESG in Restructuring Plans
Restructuring processes must integrate ESG principles to enhance recovery potential. For instance:

® Environmental Restructuring: Transitioning to sustainable energy sources or improving waste
management can mitigate regulatory and reputational risks.

® Social Restructuring: Addressing workforce grievances or ensuring equitable supply chain practices
can rebuild stakeholder confidence.

® Governance Restructuring: Strengthening internal controls, enhancing transparency, and diversifying
board representation can address governance deficiencies.

3. ESG in Liquidation and Asset Disposal

Liquidation strategies must consider ESG implications, particularly for industries with significant
environmental liabilities.

® Ensuring proper disposal of hazardous assets aligns with environmental compliance.

® Social factors, such as safeguarding employee rights during liquidation, must also be prioritized.
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KEY ESG CONSIDERATIONS IN INSOLVENCY PRACTICES

1. Environmental Responsibility

Environmental factors are critical in insolvency cases, especially for industries like energy, manufacturing,
and real estate. Common considerations include:

e Environmental Liabilities: Practitioners must evaluate existing liabilities, such as fines for non-
compliance with environmental regulations or costs associated with pollution cleanup.

e Sustainable Asset Management: Assets, particularly those with environmental implications (e.g.,
industrial plants or hazardous materials), must be managed responsibly during liquidation or
restructuring.

e Transition Strategies: Insolvency proceedings can serve as an opportunity for companies to adopt
greener practices, such as transitioning to renewable energy or implementing waste reduction
measures.

2. Social Impact

The social dimension of ESG focuses on how a company’s operations affect its employees, communities, and
stakeholders. In insolvency, these considerations include:

® Employee Welfare: Ensuring fair treatment of employees, including severance pay, benefits, and job
retention, is a priority.
e Community Relations: Insolvent businesses must address the social impact of closures or restructurings

on local communities.

® Supply Chain Ethics: Maintaining ethical relationships with suppliers and avoiding exploitative
practices are critical to safeguarding the company’s reputation.

3. Governance Reforms

Governance failures, such as poor management, lack of oversight, or ethical breaches, are often precursors
to financial distress. In insolvency scenarios, addressing governance issues is crucial:

® Improving Oversight: Restructuring efforts should include governance reforms, such as enhancing
board diversity and independence.

® Transparency and Accountability: Strengthening reporting mechanisms and ethical guidelines can
restore stakeholder trust.

® Fraud Prevention: Addressing fraudulent practices or mismanagement helps rebuild credibility and
aligns with ESG governance standards.

ESG IN VALUATION PRACTICES

The adoption of Environmental, Social, and Governance (ESG) principles is reshaping the way businesses
are valued. Traditionally, valuation practices have focused on financial metrics, such as revenue, earnings,
and cash flows. However, as ESG considerations gain prominence, stakeholders recognize that a company’s
commitment to sustainability and responsible governance significantly impacts its long-term value. ESG
factors are now integral to valuation practices, influencing investment decisions, corporate strategies, and
stakeholder confidence.

Valuation practices are undergoing a paradigm shift as ESG factors increasingly influence market perceptions
and intrinsic value assessments as below:

1. ESG as a Valuation Driver

ESG factors affect a company’s risk profile, cash flow projections, and cost of capital, all of which are
integral to valuation.
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e Environmental Factors: Companies investing in renewable energy or resource efficiency may
command higher valuations due to future cost savings and regulatory compliance.

® Social Factors: Strong employee engagement and customer loyalty can enhance a company’s growth
prospects and brand value.

® Governance Factors: Companies with robust governance frameworks may experience reduced risk
premiums and greater investor confidence.
2. Adjusting Valuation Methodologies

Traditional valuation methods, such as discounted cash flow (DCF) and market multiples, require adjustments
to reflect ESG factors.

® DCF Adjustments: ESG risks and opportunities should be incorporated into cash flow forecasts and
discount rates. For example, a company facing potential carbon taxes might have lower projected
cash flows, while one investing in sustainable technologies might enjoy reduced capital costs.

® Comparable Companies Analysis: ESG metrics are increasingly used to identify comparable peers.
Companies with higher ESG ratings often trade at a premium.

3. Use of ESG-Specific Metrics

Valuation practitioners now integrate ESG metrics such as carbon intensity, employee turnover rates, and
board diversity into their analyses. These metrics provide deeper insights into a company’s sustainability
and long-term value creation.

INCORPORATING ESG IN VALUATION METHODOLOGIES

Valuation practitioners must integrate ESG considerations into traditional models to capture the full
spectrum of risks and opportunities. Key approaches include:

1. Discounted Cash Flow (DCF) Analysis

® Revenue Impact: ESG factors such as sustainable product lines or green certifications can drive
revenue growth by attracting environmentally conscious customers.

® Cost Projections: Accounting for potential costs related to carbon pricing, compliance with
environmental laws, or social responsibility initiatives is essential.

® Risk Adjustment: ESG risks should influence the discount rate, reflecting higher or lower perceived
risks to future cash flows.

2. Multiples-Based Valuation

® Companies with high ESG scores often command valuation multiples above their industry averages.
For instance, firms in the renewable energy sector typically achieve higher price-to-earnings (P/E)
ratios due to favourable market perceptions and growth potential.

3. Scenario Analysis

® Incorporating ESG-driven scenarios into valuation models helps stakeholders understand how
environmental regulations, social shifts, or governance changes may impact a company’s value over
time.

4. Real Option Valuation

® ESG initiatives often involve investments in new technologies or business models. Real option
valuation captures the potential upside of these strategic decisions, such as adopting renewable
energy or entering new markets driven by sustainability trends.
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CHALLENGES IN ADAPTING PRACTICES
Adapting insolvency and valuation practices to ESG compliance is not without challenges.
1. Lack of Standardization

ESG reporting standards vary across regions and industries, making it difficult to assess and compare ESG
performance.

2. Data Availability and Reliability

Obtaining accurate and consistent ESG data remains a significant hurdle. Companies may underreport or
overstate ESG performance, leading to misleading valuations or insolvency assessments.

3. Balancing Short-Term and Long-Term Goals

ESG initiatives often involve upfront costs with long-term benefits. Insolvency practitioners and valuators
must balance these timeframes, which can be complex in distressed scenarios.

4. Regulatory and Legal Uncertainty

As ESG regulations are still evolving, companies face uncertainties regarding compliance requirements and
associated costs.

5. Regulatory Uncertainty

The evolving nature of ESG regulations creates challenges in ensuring compliance during insolvency
proceedings. Practitioners must stay informed about regional and sector-specific requirements.

6. Diverse Stakeholder Interests

Balancing the interests of creditors, employees, investors, and regulators can be complex, particularly
when ESG priorities conflict with financial objectives.

OPPORTUNITIES FOR INNOVATION AND GROWTH

Despite the challenges, the integration of ESG in insolvency and valuation practices presents numerous
opportunities.

1. Development of ESG-Integrated Frameworks

Creating standardized frameworks for ESG assessment in insolvency and valuation can enhance transparency
and comparability. For instance, incorporating ESG scoring systems into credit ratings or valuation models
can provide stakeholders with more comprehensive insights.

2. Technology-Driven Solutions

Advanced analytics, artificial intelligence, and blockchain technology can improve ESG data collection,
verification, and analysis, facilitating more accurate valuations and risk assessments.

3. Collaboration Among Stakeholders

Collaboration between regulators, industry bodies, and companies can drive the development of consistent
ESG standards and best practices.

4. Promoting Sustainable Business Practices

By prioritizing ESG compliance in valuation and insolvency processes, stakeholders can incentivize companies
to adopt sustainable and ethical practices, driving long-term value creation.

CASE STUDIES: ESG IN ACTION

Case Study 1: Valuing Renewable Energy Investments

A distressed energy company undergoing restructuring increased its valuation by pivoting from coal-based
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production to renewable energy. By incorporating ESG considerations, the company attracted impact
investors and reduced its cost of capital, enhancing its recovery prospects.

Case Study 2: Governance Reforms in Insolvency

A retail chain facing insolvency due to poor governance restructured its board, introduced ethical sourcing
practices, and implemented transparency measures. These changes improved stakeholder trust and enabled
a successful turnaround.

Case Study 3: Social Factors in Liquidation

During the liquidation of a manufacturing firm, prioritizing employee rights and community support helped
mitigate reputational damage and secured higher recovery values for creditors.

Case Study 4: Environmental Reforms in Manufacturing

A manufacturing firm facing insolvency due to pollution-related penalties adopted sustainable practices
during restructuring. By investing in energy-efficient technologies and aligning with regulatory standards,
the company attracted impact investors and secured its recovery.

Case Study 5: Social Responsibility in Retail

A struggling retail chain focused on retaining employees and supporting local communities during its
restructuring. These efforts enhanced customer loyalty, improved brand perception, and stabilized
operations post-recovery.

Case Study 6: Governance Overhaul in Financial Services

A financial services firm addressing insolvency due to governance failures implemented robust oversight
mechanisms and enhanced board transparency. These measures restored stakeholder confidence and
enabled a successful turnaround.

CONCLUSION

The integration of ESG considerations into insolvency practices marks a transformative shift in how financial
distress is managed. By addressing environmental, social, and governance factors, insolvency practitioners
can enhance recovery outcomes, ensure regulatory compliance, and contribute to sustainable business
practices.

While challenges such as data limitations and stakeholder conflicts persist, the benefits of ESG alighment
far outweigh the obstacles. As the ESG landscape continues to evolve, insolvency practices must adapt to
meet the demands of a more conscientious and sustainability-focused world. By embracing ESG principles,
insolvency practitioners can play a pivotal role in driving ethical and sustainable transformations for
businesses in distress.

Adapting insolvency and valuation practices to ESG compliance is no longer optional but imperative.
By integrating ESG considerations into their methodologies, insolvency practitioners and valuators can
provide more comprehensive, forward-looking assessments that align with the evolving expectations of
stakeholders. While challenges remain, innovative approaches and collaborative efforts can pave the way
for more sustainable, ethical, and resilient financial practices.

Incorporating ESG into insolvency and valuation processes not only addresses immediate financial risks
but also contributes to the broader goal of fostering a sustainable global economy. As the ESG landscape
continues to evolve, staying ahead of these trends will be critical for practitioners, businesses, and
stakeholders alike.
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THE FUTURE OF TECHNOLOGY ENABLED
INSOLVENCY AND VALUATION

By: CS Jonnada Radhika
Company Secretary
Kondapur Healthcare Limited

INTRODUCTION

Insolvency and valuation form the backbone of financial systems, ensuring transparency, accountability, and
a structured approach to addressing financial distress. Insolvency refers to the legal process through which
an entity—be it an individual, company, or institution—addresses its inability to meet financial obligations.
Valuation, on the other hand, is the determination of the fair value of assets, liabilities, or a business as
a whole. These two domains are interlinked, with valuation serving as a critical tool during insolvency
proceedings to assess recoverable assets, debt capacity, or liquidation outcomes.

Historically, these processes were largely manual and dependent on the expertise of financial analysts,
accountants, and legal professionals. The methodologies often suffered from inefficiencies, delays, and
subjective biases, particularly in complex insolvency cases or the valuation of intangible assets such as
intellectual property. Today, technology is transforming this landscape. Artificial intelligence (Al), blockchain,
big data, cloud computing, and other innovations are reshaping how insolvency is resolved and assets are
valued, making the processes faster, more accurate, and globally scalable.

The business landscape is evolving at an unprecedented pace, with technology fundamentally reshaping
industries, including the realm of insolvency and valuation. From artificial intelligence (Al) and blockchain
to big data analytics and machine learning, these tools are not just improving efficiency but are also
redefining how insolvency is managed and how valuations are conducted. The future of technology-enabled
insolvency and valuation lies in seamless integration, increased transparency, and enhanced accuracy. This
article explores these changes and predicts the trends and implications for stakeholders.

TECHNOLOGY’S ROLE IN MODERN INSOLVENCY MANAGEMENT
a. Automation and Efficiency

Technology is playing a crucial role in streamlining insolvency proceedings. Automated systems now
handle tasks such as:

® Filing and documentation.
® Communication with creditors and debtors.
® Generation of insolvency reports.

Automation minimizes human error, reduces administrative overhead, and accelerates insolvency
processes. Cloud-based platforms allow stakeholders to access data in real time, enabling collaboration
across jurisdictions and reducing procedural delays.

Digital tools and automation technologies are improving the efficiency of insolvency proceedings.
Tools like robotic process automation (RPA) automate repetitive tasks, such as data entry and
reconciliation of creditor claims, allowing practitioners to focus on strategic decision-making.

Statistics:

® The use of RPA in financial processes has been shown to reduce manual workloads by up to 60%
and operational costs by 30% to 50%, according to Deloitte.

® APwC report found that automation tools reduced insolvency case resolution timelines by up
to 40% in jurisdictions where they were implemented.
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Key Example: U.S. Bankruptcy Courts in the United States, automated bankruptcy systems, such
as NextGen CM/ECF (Case Management/Electronic Case Filing), have significantly improved the
efficiency of document management and court proceedings.

b. Predictive Analytics for Early Detection

Predictive analytics powered by Al can assess financial data to forecast potential insolvency risks.
Algorithms analyze cash flow, balance sheets, market trends, and external economic indicators to
identify vulnerabilities in a company’s financial health. By flagging issues early, these tools enable
businesses to take corrective action and possibly avoid insolvency altogether.

Data Insights:

® Gartner projects that by 2027, over 75% of Fortune 500 companies will use Al-based analytics
to predict financial distress in their supply chains and partnerships.

® According to McKinsey, firms that used predictive insolvency models reduced the likelihood of
entering bankruptcy by 25% due to earlier intervention.

Case Study: Bank of America’s Early Warning System Bank of America integrated predictive analytics
to assess the financial health of small and medium-sized enterprise (SME) borrowers. The model
identified companies at risk of insolvency 6-12 months earlier than traditional methods, reducing
loan defaults by 15%.

Case Study: Credit Risk Models in Banking Global banks like JPMorgan Chase use Al-driven predictive
models to assess the creditworthiness of borrowers, enabling the identification of at-risk companies
months in advance.

c. Blockchain for Transparency and Accountability

Blockchain technology is revolutionizing insolvency by providing immutable records of transactions.
This enhances trust and transparency in insolvency proceedings, particularly in cases involving
multiple creditors and jurisdictions. Smart contracts can automate certain insolvency tasks, such as
asset liquidation and creditor payments, based on pre-defined conditions, thereby reducing disputes
and ensuring fairness.

Data Insights:

® A report by Accenture found that blockchain applications in financial dispute resolution,
including insolvency, reduced reconciliation errors by 70% and operational inefficiencies by
50%.

® The use of blockchain in asset tracking during liquidation has increased recovery rates by 15%
in pilot projects across the European Union.

d. Enhanced Creditor-Debtor Communication

Digital platforms equipped with Al-powered chatbots and automated systems streamline
communication between debtors, creditors, and insolvency practitioners. These platforms ensure
consistent updates, faster resolution of queries, and better documentation of interactions, improving
the overall insolvency process.

Real-World Example

India’s IBBI E-Platform the Insolvency and Bankruptcy Board of India (IBBI) launched a digital platform to
facilitate communication between stakeholders in insolvency cases. The platform reduced response times
by 50%, improving case outcomes.

VALUATION IN THE DIGITAL AGE

Valuation is a cornerstone of insolvency proceedings, mergers and acquisitions, and financial decision-
making. Technology is transforming how assets, businesses, and liabilities are valued.
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a. Big Data and Machine Learning

Valuation models are increasingly leveraging big data to enhance accuracy and relevance. Machine
learning algorithms analyze large datasets, including financial records, industry benchmarks, market
trends, and macroeconomic factors, to deliver precise and dynamic valuations. These systems
continuously learn and improve, providing real-time adjustments to valuation estimates.

Case Study: Al-Powered Business Valuations by KPMG KPMG’s Al-driven valuation tools analyze
financial records, industry trends, and competitor performance to provide dynamic, data-driven
valuations. This technology reduced valuation errors by 20% in complex mergers and acquisitions.

b. Virtual Reality (VR) and Augmented Reality (AR)

Emerging technologies like VR and AR are aiding in the valuation of physical assets, such as real
estate and machinery. By creating virtual replicas or augmented views of assets, valuers can perform
detailed inspections remotely, saving time and costs while ensuring accuracy.

Case Study: Deloitte Real Estate Valuation Using VR Deloitte incorporated VR into its valuation
services, allowing clients to virtually inspect properties. This enhanced the valuation process’s
accuracy and reduced inspection costs by 20%.

c. Blockchain-Enabled Asset Tracking

For assets like intellectual property, art, or supply chain goods, blockchain ensures accurate tracking
and provenance. This is particularly useful in insolvency cases where asset ownership and history
might be disputed. Blockchain records provide an indelible trail, simplifying valuation and liquidation.

Data Insights:

® According to Deloitte, blockchain-based asset valuation systems reduce disputes over
provenance by 60%.

® Astudy by IBM found that using blockchain to track high-value assets in supply chains improves
valuation accuracy by 35%.

Example: Tokenized Real Estate Platforms like Propy tokenize real estate assets on blockchain,
allowing for fractional ownership and transparent valuation, benefiting both buyers and sellers.

d. Automated Valuation Models (AVMs)

AVMs use algorithms to assess asset value based on comparable sales, market conditions, and historical
trends. Widely used in real estate and financial services, AVMs are becoming more sophisticated,
delivering near-instant valuations while reducing dependency on manual assessments.

Data Insights:

® AVMs are used extensively in the U.S. real estate market, where they handle over 60% of
residential property valuations.

® Research by Corelogic indicates that AYMs reduce the time required for valuations by 70%,
while maintaining an error rate of less than 5% in most cases.

Example: Mortgage Valuations by Fannie Mae Fannie Mae employs AVMs to process thousands of
mortgage valuations daily, reducing turnaround times from weeks to mere hours.

THE INTERSECTION OF INSOLVENCY AND VALUATION TECHNOLOGIES

The interplay between technology-driven insolvency and valuation is creating a synergistic effect, with each
domain benefiting from the other. For instance:

Predictive analytics used in insolvency can identify trends that influence asset values, creating a feedback
loop that enhances valuation accuracy.
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Blockchain technology ensures transparent and efficient tracking of assets, critical for both insolvency
management and valuation processes.

Al-driven decision-making tools can simultaneously optimize insolvency outcomes while providing realistic
valuations of company assets and liabilities.

OPPORTUNITIES AND BENEFITS

The integration of technology in insolvency and valuation brings several advantages:

a.

Improved Efficiency and Speed

Time-consuming manual tasks are replaced with automated processes, leading to faster resolutions
and reduced costs.

Enhanced Accuracy

Data-driven tools eliminate subjectivity and human error, ensuring valuations and insolvency processes
are more reliable.

. Accessibility and Scalability

Cloud-based platforms enable stakeholders to participate in insolvency proceedings from anywhere,
making cross-border cases more manageable. Similarly, scalable valuation tools allow businesses of
all sizes to access sophisticated models once reserved for large corporations.

Democratization of Expertise

Al and other technologies make advanced tools accessible to small and medium-sized enterprises
(SMEs), leveling the playing field and fostering innovation in both insolvency management and
valuation.

CHALLENGES AND RISKS

Despite its promise, technology in insolvency and valuation also introduces challenges:

Cybersecurity Threats

The reliance on digital platforms exposes firms to risks of data breaches and hacking. For instance, the 2017
Equifax breach compromised sensitive data for millions, showcasing vulnerabilities in financial systems.

a.

Data Privacy and Security

Handling sensitive financial data necessitates stringent security measures. Breaches can lead to
reputational damage, legal repercussions, and loss of stakeholder trust.

Regulatory Compliance

As technology evolves, regulatory frameworks must adapt. Ensuring compliance across different
jurisdictions can be complex, particularly in cross-border insolvency cases.

Dependence on Technology

Over-reliance on automated tools could lead to oversight or loss of critical human judgment,
especially in nuanced cases.

High Initial Costs

Implementing advanced technologies may involve significant upfront investment, which can be
prohibitive for smaller firms or jurisdictions with limited resources.

FUTURE TRENDS AND PREDICTIONS

The future of technology-enabled insolvency and valuation is shaped by innovation and adaptation to
changing business environments. Key trends include:
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a. Al-Driven Insolvency Courts

Some jurisdictions are experimenting with Al-assisted decision-making in judicial systems. In
insolvency cases, Al could help evaluate complex financial scenarios, recommend resolutions, and
enforce legal frameworks more efficiently.

b. Real-Time Valuation Platforms

Future valuation tools will integrate real-time data feeds, enabling businesses to assess their financial
health and asset values continuously. This will be critical for industries with high market volatility.

c. Integration with ESG Metrics

Valuation models will increasingly factor in environmental, social, and governance (ESG) metrics as
stakeholders demand sustainable business practices. Technology will facilitate the collection and
analysis of ESG-related data, providing holistic valuations.

d. Global Standards and Interoperability

To address cross-border insolvency and valuation challenges, global standards for data formats,
security protocols, and valuation methodologies will emerge. Blockchain and Al will play a crucial
role in ensuring interoperability.

e. Human-Al Collaboration

While technology will dominate routine tasks, human expertise will remain critical in interpreting
complex data and making nuanced decisions. The future will see greater collaboration between
humans and Al systems, ensuring balanced and informed outcomes.

IMPLICATIONS FOR STAKEHOLDERS
a. Insolvency Practitioners

Practitioners must upskill to leverage advanced tools effectively. Technology will enable them to
handle more cases efficiently while delivering better outcomes.

b. Businesses

Proactive adoption of technology can help businesses mitigate insolvency risks and optimize asset
valuations, providing a competitive edge.

c. Regulators

Regulatory bodies will need to establish clear guidelines for using technology in insolvency and
valuation, ensuring fairness, transparency, and security.

d. Investors and Creditors

Enhanced transparency and accuracy in insolvency and valuation will build trust, encouraging greater
participation and investment.

KEY DATA POINTS SUMMARY

Technological Advancement Impact Source
Predictive Analytics 25% reduction in insolvency cases McKinsey
Blockchain for Asset Tracking 15% increase in recovery rates Accenture
Automated Valuation Models (AVMs) 70% reduction in valuation time Corelogic
VR/AR in Valuation 25% cost savings in asset inspections EY
RPA in Insolvency Processes 30-50% reduction in operational costs Deloitte
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TOKENIZATION OF ASSETS FOR LIQUIDITY AND VALUATION
a. Asset Tokenization for Insolvency

Tokenization refers to converting assets into digital tokens on a blockchain. This is particularly useful
ininsolvency cases where illiquid assets, like real estate or intellectual property, can be fractionalized
and sold to a larger pool of investors. Tokenization can increase liquidity and improve recovery rates.

® Example: RealT, a blockchain platform, tokenizes real estate properties, allowing fractional
ownership. Insolvency practitioners could leverage similar platforms to sell distressed assets
more efficiently.

b. Dynamic Valuation via Smart Contracts

Smart contracts automate asset valuation and sale in insolvency cases. For example, a smart contract
can track real-time price changes for distressed assets based on market conditions, ensuring creditors
receive fair market value.

DIGITAL TWINS IN ASSET VALUATION

Digital twins—virtual replicas of physical assets—are revolutionizing how assets are monitored and valued.
In the valuation process, these replicas provide real-time insights into an asset’s condition, usage, and
performance, making it easier to assess its fair market value.

e Example in Manufacturing: A company undergoing insolvency can use digital twins to monitor the
condition of machinery, helping practitioners accurately value and liquidate them.

® Potential Impact: According to PwC, digital twins can improve asset valuation accuracy by 30% and
reduce maintenance costs by 20%.

NATURAL LANGUAGE PROCESSING (NLP) FOR DOCUMENT REVIEW

In insolvency cases, reviewing large volumes of financial documents, contracts, and legal filings is time-
consuming. Natural Language Processing (NLP) tools automate this process, extracting critical information
like creditor claims, payment obligations, and asset ownership details.

® Use Case: NLP-powered tools like Kira Systems and Seal Software can analyze thousands of contracts
in hours, identifying key terms and risks relevant to insolvency proceedings.

® Benefit: NLP reduces document review times by up to 90%, as highlighted by a Deloitte study.

IOT-ENABLED ASSET MONITORING IN VALUATION

The Internet of Things (loT) is increasingly used to monitor assets in real time. For instance, loT sensors in
vehicles, machinery, or infrastructure assets provide continuous data on performance, usage, and condition.

® In Valuation: Real-time loT data can improve the accuracy of valuations by reflecting an asset’s
current condition and projected lifespan.

o Example: Tesla vehicles equipped with loT sensors allow real-time assessment of battery life and
performance, which is crucial for determining their resale value during insolvency.

USE OF QUANTUM COMPUTING IN FINANCIAL MODELING

Quantum computing, though still nascent, is beginning to impact financial modeling, particularly in
valuation scenarios. Its ability to process vast datasets and solve complex optimization problems opens up
new possibilities.

® Application in Valuation: Quantum algorithms can model uncertain market conditions more
accurately, leading to better valuations for distressed assets or businesses.

® Example: Companies like IBM and Google are exploring quantum computing applications for financial
risk assessment, which could eventually extend to insolvency valuations.
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Al AND GAMIFICATION IN STAKEHOLDER TRAINING

Insolvency and valuation often require practitioners and stakeholders to make complex decisions.
Gamification and Al-based training tools simulate insolvency scenarios, helping stakeholders understand
potential outcomes and enhance decision-making skills.

® Example: Virtual training programs developed by firms like PwC simulate real-world insolvency cases,
providing hands-on experience for new insolvency practitioners.

® Benefit: Such tools improve decision accuracy and reduce the likelihood of errors in real cases.

REAL-TIME COLLABORATION PLATFORMS FOR INSOLVENCY CASES

Cloud-based collaboration tools, integrated with Al, allow insolvency stakeholders—creditors, debtors, and
courts—to work in real time.

® Example: Microsoft Teams or Slack integrated with Al-powered bots can update stakeholders on the
latest developments, ensuring transparency and faster decision-making.

® Impact: These tools reduce communication bottlenecks, especially in cases with multiple stakeholders.

CONCLUSION

The convergence of technology and insolvency management, coupled with innovations in valuation, marks
a transformative era for the industry. These advancements promise to make processes more efficient,
transparent, and equitable. However, they also require stakeholders to navigate challenges such as data
security, regulatory compliance, and the balance between automation and human expertise.

As technology continues to evolve, the key to success lies in embracing innovation while remaining mindful
of its limitations. By doing so, the future of insolvency and valuation will not only be more efficient but also
more resilient, adaptive, and aligned with the needs of a dynamic global economy.
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ABSTRACT

India’s burgeoning economy inevitably generatesits share of distressed assets. The pre-2016 era, characterized
by a fragmented legal system, proved a formidable obstacle to effective resolution. While the introduction
of the Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI)
Act in 2002 represented a significant stride forward, it proved inadequate in addressing the complexities of
large-scale insolvencies. The Insolvency and Bankruptcy Code (IBC) of 2016, with its innovative creditor-in-
control framework, has revolutionized the insolvency landscape, prioritizing value maximization and time-
bound resolution, offering viable businesses a lifeline through restructuring. However, in a rapidly evolving
global economy, continuous innovation is paramount to navigate the complexities of a dynamic business
environment.

This article explores cutting-edge approaches that are shaping the future of distressed asset resolution in
India. These include:

® Pre-packaged Insolvency Resolution Processes (PIRP): Expediting resolution with minimal disruption.
® Alternative Investment Funds (AIFs): Injecting capital and expertise into distressed entities.

® Technology-driven solutions: Leveraging Al and machine learning to streamline processes, enhance
transparency, and optimize decision-making.

® Cross-border insolvency frameworks: Harmonizing resolution strategies in an interconnected world.

® Innovative financing mechanisms: Exploring crowd funding, venture debt, and special situation funds
to revitalize distressed companies.

INTRODUCTION

India’s economic trajectory is inextricably linked to the intricate challenge of resolving distressed assets.
For decades, the nation grappled with a fragmented and inefficient system, hindering financial development
and investor confidence. The pre-IBC era was characterized by protracted legal battles, erosion of asset
value, and a lack of a cohesive framework balancing the interests of creditors and debtors.

The enactment of the IBC in 2016 marked a watershed moment, a paradigm shift that transitioned from an
asset-realization-centric approach to a rehabilitation-focused framework. This transformative legislation
sought to overhaul the insolvency regime with its creditor-in-control ethos, time-bound resolution process,
and emphasis on value maximization.

This article delves into the innovative strategies and emerging trends currently molding the future of
distressed asset resolution under the IBC. We explore how these novel approaches are optimizing procedures
and enhancing efficiency within the insolvency process.

PRE-PACKAGED INSOLVENCY RESOLUTION PROCESSES (PIRP): A PARADIGM SHIFT

PIRP epitomizes a hybrid approach, adroitly amalgamating the merits of informal restructuring with the
legal robustness and finality of the IBC process. In essence, it empowers the debtor and creditors to
orchestrate a resolution plan prior to initiating formal insolvency proceedings. This pre-negotiated plan is
then submitted to the National Company Law Tribunal (NCLT) for ratification, streamlining the resolution
process and mitigating potential delays.

23



mailto:Johnvincent.a@gmail.com

INDIA’S NEW DAWN: PIONEERING TECHNIQUES IN DISTRESSED ASSET RESOLUTION

(i) Intrinsic Advantages of PIRP

PIRP confers a multitude of advantages over the traditional Corporate Insolvency Resolution Process
(CIRP), including:

® Expedited Resolution: By commencing the process with a pre-agreed plan, PIRP substantially
curtails the time required for resolution compared to the CIRP, enabling a swift return to
normalcy for the distressed entity.

® Cost Optimization: PIRP facilitates lower legal and administrative costs due to abbreviated
timelines and minimized litigation, preserving valuable resources for the revitalization of the
business.

® Value Preservation: Since the incumbent management often remains involved in PIRP, business
disruption is mitigated, and the intrinsic value of the distressed asset is better preserved,
ensuring a smoother transition and maximizing returns for stakeholders.

® Stigma Reduction: The expeditious and less public nature of PIRP can help ameliorate the
stigma associated with insolvency, making it a more palatable option for businesses and
encouraging early intervention.

(ii) Suitability and Exemplars of PIRP
PIRP is particularly well-suited for:

® Micro, Small, and Medium Enterprises (MSMEs): Given their limited scale and less intricate capital
structures, MSMEs can derive substantial benefits from the swift and cost-effective resolution offered
by PIRP, enabling them to navigate financial distress with minimal disruption.

® Cases with Enduring Promoter Interest: When promoters demonstrate a willingness to cooperate
and contribute to the resolution, PIRP allows for a seamless transition and potentially superior
outcomes, leveraging their expertise and commitment to the business.

Recent amendments to the IBC have enshrined a framework for PIRP, specifically tailored for
MSMEs. While the framework is still nascent, early examples are illustrative of its potential. One
such case involved a small manufacturing company grappling with financial distress. The company
proactively collaborated with its creditors to formulate a restructuring plan under the aegis of the
PIRP framework. The plan, encompassing debt restructuring and operational enhancements, was
expeditiously approved by the NCLT, allowing the company to circumvent liquidation and sustain
operations.

ALTERNATIVE INVESTMENT FUNDS (AIFS): CATALYSTS FOR DISTRESSED ASSET RESOLUTION

The effective resolution of stressed assets necessitates not just legal acumen but also financial sagacity and
adept turnaround management skills. This is where Alternative Investment Funds (AlIFs) assume a pivotal
role, bringing to the table specialized expertise and much-needed capital.

(i) Role and Expertise of AlFs

AlFs are specialized investment funds that aggregate capital from high-net-worth individuals and
institutional investors. They offer a unique blend of capabilities, including:

® Specialized Prowess: AlFs often possess dedicated teams with profound expertise in distressed
asset investing, restructuring, and turnaround management, providing invaluable guidance and
support to distressed businesses.

® Capital Infusion: AlIFs furnish the requisite capital for revitalizing distressed businesses,
either through debt or equity investments, injecting financial stability and enabling strategic
initiatives.

® Strategic Acumen: AIFs can introduce a fresh perspective and strategic direction to distressed
companies, enabling them to navigate a path to recovery and achieve long-term sustainability.
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(i1) AIF Structures and Regulations
Different AIF structures cater to diverse investment strategies and risk appetites:

Category | AlIFs: These encompass venture capital funds, infrastructure funds, and social venture
funds, often investing in nascent or high-growth businesses. While not explicitly focused on distressed
assets, they can play a role in resuscitating viable businesses under the IBC.

Category Il AIFs: This category encompasses private equity funds, debt funds, and fund of funds,
which are more inclined to participate in distressed asset resolution, providing a range of financing
options and expertise.

Category lll AIFs: These are hedge funds that employ multifaceted strategies, including investing in
distressed securities, offering sophisticated investment solutions for complex situations.

The IBC and SEBI regulations provide a robust framework for AlFs to participate in insolvency
resolution, ensuring transparency and accountability. AlFs can act as resolution applicants, submitting
comprehensive resolution plans to acquire and revive distressed companies. They can also invest
in resolution plans submitted by other entities, providing supplementary capital and expertise to
enhance the viability and success of the resolution process.

THE TRANSFORMATIVE POWER OF TECHNOLOGY IN THE IBC ECOSYSTEM

The IBC, enacted in 2016, has been a watershed moment in India’s economic landscape. It provides a
comprehensive framework for resolving insolvency for individuals, companies, and partnerships. However,
to truly unlock the full potential of this legislation and ensure its efficacy in an increasingly complex and
interconnected world, leveraging technology is paramount.

Enhancing Efficiency and Transparency through Technological Integration

The Insolvency and Bankruptcy Board of India (IBBI) has already taken significant strides in harnessing
technology to streamline processes and enhance transparency. The development of an online platform for
submitting applications, tracking case progress, and accessing information related to insolvency proceedings
is a testament to this commitment. This digital infrastructure not only expedites the resolution process
but also fosters greater transparency by providing all stakeholders with readily accessible and uniform
information.

Furthermore, the integration of e-voting platforms empowers creditors to participate in critical decision-
making processes remotely. This not only amplifies participation rates but also ensures that geographical
constraints do not hinder the ability of creditors to exercise their rights and contribute to the resolution
process.

Expanding the Applications of Technology in the IBC Ecosystem

Beyond these foundational applications, technology possesses the potential to further revolutionize the IBC
ecosystem in a myriad of ways:

Information Dissemination: Online platforms can serve as centralized repositories of information pertaining
to distressed companies. This includes financial statements, asset details, resolution plans, and other
pertinent documents. By ensuring that all stakeholders have access to uniform and up-to-date information,
technology fosters transparency, informed decision-making, and reduces information asymmetry.

Asset Valuation and Due Diligence

The valuation of assets is a critical component of insolvency proceedings. Technology can facilitate
more expeditious and accurate valuations through online databases, automated valuation models, and
virtual data rooms. These tools enable insolvency professionals to access comprehensive data, conduct
comparative analyses, and arrive at more robust valuations, ultimately maximizing asset value for the
benefit of creditors.
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Conducting Auctions

E-auctions have become increasingly prevalent in IBC proceedings, ensuring a fair, transparent, and
competitive bidding process. These platforms eliminate geographical barriers, allowing a wider pool of
potential bidders to participate, thereby maximizing the realization value of assets.

Leveraging Artificial Intelligence (Al) and Machine Learning (ML)

Al and ML algorithms can analyze voluminous datasets to assess the risk profile of distressed companies,
predict the likelihood of successful resolution, and identify potential red flags. This predictive capability
can assist insolvency professionals in making more informed decisions and prioritizing cases that require
immediate attention. Additionally, Al can play a crucial role in fraud detection by identifying suspicious
transactions and anomalies, safeguarding the interests of creditors.

Navigating the Complexities of Cross-Border Insolvency

In an increasingly globalized economy, businesses often operate across borders, leading to intricate
insolvency situations involving assets and creditors in multiple jurisdictions. Effective cross-border insolvency
frameworks are therefore indispensable to ensure creditor protection, maximize asset value, and prevent
forum shopping.

The UNCITRAL Model Law on Cross-Border Insolvency provides a valuable framework for cooperation and
coordination between courts and insolvency professionals in different countries. While India has not yet
formally adopted the Model Law, the IBC incorporates provisions that are congruent with its principles.

Recent cases involving cross-border insolvency under the IBC have underscored the need for greater clarity
and harmonization of laws. Challenges persist in areas such as jurisdiction, recognition of foreign insolvency
proceedings, and enforcement of foreign judgments. However, these challenges also present opportunities
for India to assume a leadership role in shaping international best practices for cross-border insolvency.

Embracing Hybrid Structures and Innovative Financing

Traditional insolvency resolution often gravitates towards debt restructuring or liquidation. However,
innovative financing mechanisms and hybrid structures can proffer more flexible and efficacious solutions.
Convertible debt, for instance, empowers creditors to convert their debt into equity, granting them a stake
in the revived company and aligning their interests with its long-term success.

Hybrid structures, such as debt-equity swaps, can alleviate the debt burden while attracting new investors.
Joint ventures with strategic partners can infuse expertise, capital, and access to new markets, revitalizing
the distressed company. These innovative approaches enhance the attractiveness of distressed companies
to investors by mitigating risk and aligning interests. By granting creditors and investors a stake in the
company'’s future prosperity, these mechanisms incentivize cooperation and support for the resolution plan.

Harnessing New Technologies to Minimize Resolution Timelines

The resolution of distressed assets is a critical process that aims to revive financially troubled businesses
and protect the interests of creditors. However, traditional insolvency resolution mechanisms can
be protracted and complex, leading to delays and value erosion. To address these challenges, new
technologies are emerging globally with the potential to significantly minimize the timeline for
distressed asset resolution.

Artificial Intelligence (Al) and Machine Learning (ML)

Al and ML algorithms can analyze vast datasets of financial information, legal documents, and market trends
to assess the risk profile of distressed companies. This analysis can help predict the likelihood of successful
resolution under different scenarios and identify potential red flags or fraudulent activities. By providing
insolvency professionals with data-driven insights, Al and ML can help them make more informed decisions
and expedite the resolution process.
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Blockchain Technology

Blockchain technology can create a secure and transparent ledger of transactions related to insolvency
proceedings. This ensures that all stakeholders have access to the same information, reducing the chances
of fraud or manipulation and promoting trust among parties. Smart contracts can automate tasks such as the
distribution of proceeds to creditors, reducing the time and costs associated with insolvency proceedings.

Cloud Computing

Cloud-based platforms can provide a centralized repository for all documents and information related to
insolvency cases, facilitating access and data sharing for stakeholders regardless of their location. Cloud
computing can also enable remote collaboration among insolvency professionals, creditors, and other
parties involved, expediting decision-making and reducing delays.

Virtual and Augmented Reality (VR/AR)

VR and AR technologies can conduct virtual site visits of distressed companies’ assets, allowing potential
investors to remotely assess their condition and value. This can save time and resources compared to
traditional physical inspections, particularly when assets are located in multiple or remote locations. VR/
AR can also simulate different scenarios for the distressed company’s future, helping stakeholders visualize
the potential outcomes of different resolution options.

Natural Language Processing (NLP)

NLP can analyze legal documents and extract relevant information, such as clauses related to debt obligations
or security interests. This can help insolvency professionals quickly identify key issues and speed up the
due diligence process. NLP can also automate the drafting of legal documents, reducing the time and costs
associated with manual drafting.

Predictive Analytics

Predictive analytics can forecast the future performance of distressed companies based on historical data
and market trends. This can help creditors and investors make better decisions about whether to support a
resolution plan or pursue liquidation. Predictive analytics can also identify potential risks and opportunities
for the distressed company, helping insolvency professionals develop more effective resolution strategies.

NAVIGATING THE LABYRINTH: THE INDISPENSABLE ROLE OF THE INSOLVENCY PROFESSIONAL IN
INDIA’S EVOLVING ECONOMY

Operating within the framework of the Insolvency and Bankruptcy Code (IBC), IPs are highly specialized
practitioners entrusted with the responsibility of either reviving or facilitating the orderly dissolution of
distressed companies. Their expertise and actions significantly impact the landscape of distressed asset
resolution, influencing its trajectory and shaping its future.

® The IP’s Mandate: A Symphony of Roles

The IP’s mandate is multifaceted, demanding a unique blend of financial acumen, legal expertise,
and strategic foresight. They play several crucial roles:

® Custodian of the Distressed Entity:

Upon appointment, the IP effectively takes control of the distressed company, replacing existing
management. This requires a delicate balance between preserving operational continuity and
implementing necessary reforms. The IP must stabilize the company, safeguard assets, and foster
an environment conducive to recovery. This often involves intricate negotiations with various
stakeholders, including employees, suppliers, creditors, and government agencies, to maintain
operational stability during a period of intense vulnerability.

® Investigator and Analyst: The IP conducts a thorough investigation into the financial affairs of the
distressed company. This forensic analysis involves scrutinizing assets, liabilities, and contractual
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obligations to gain a comprehensive understanding of the company’s financial woes. The IP must
identify the root causes of distress, uncover any potential malfeasance, and explore potential
avenues for recovery. This meticulous examination requires a keen eye for detail, the ability to
decipher complex financial records, and the acumen to identify potential opportunities for value
maximization.

® Architect of Resolution: In close collaboration with creditors, the IP develops a resolution plan
tailored to the specific circumstances of the distressed company. This plan may involve debt
restructuring, asset divestiture, mergers and acquisitions, or a combination of strategies. The IP
then diligently implements the chosen plan, ensuring adherence to the IBC’s provisions. This stage
demands exceptional negotiation skills, a deep understanding of financial markets, and the ability to
balance competing interests to achieve the best possible outcome for all stakeholders.

® Harbinger of Transparency: Transparency and effective communication are paramount in insolvency
proceedings. The IP acts as a conduit of information, ensuring all stakeholders are informed about the
proceedings and remain abreast of developments. This transparency fosters trust and accountability,
crucial for maintaining confidence in the insolvency process.

® Guardian of Value: The IP’s ultimate objective is to maximize the value of the distressed company’s
assets for the benefit of its creditors. They strive to achieve the optimal outcome, whether it involves
revitalizing the company or facilitating its orderly liquidation. This requires a deep understanding of
valuation techniques, market dynamics, and the legal framework governing asset realization.

SHAPING THE FUTURE: THE IP’S ENDURING IMPACT

IPs are not merely passive overseers of insolvency proceedings; they are active agents of change, shaping
the future of distressed asset resolution in India.

e Exemplars of Expertise: IPs bring their specialized knowledge and skills to ensure insolvency
proceedings are conducted efficiently and effectively. Their professionalism and adherence to ethical
standards inspire trust and confidence in the insolvency resolution framework.

® Champions of Innovation: IPs actively seek and embrace innovative approaches to distressed
asset resolution. They are at the forefront of adopting cutting-edge technologies and strategies,
streamlining processes, and maximizing value for stakeholders.

® Facilitators of Collaboration: Recognizing the diverse interests involved in insolvency proceedings,
IPs promote collaboration and consensus-building. They foster an environment where all parties
feel heard and respected, encouraging constructive dialogue and facilitating the development of
effective resolution plans.

o Lifelong Learners: The dynamic nature of the insolvency landscape necessitates continuous
learning. IPs are dedicated to expanding their knowledge and refining their skills, staying abreast
of legal and regulatory developments, as well as emerging trends and best practices in distressed
asset resolution.

OPTIMIZING INDIA’S INSOLVENCY REGIME: LEARNING FROM GLOBAL BEST PRACTICES

While India has made significant strides with the IBC, examining global best practices can further enhance
its efficacy. This section explores key strategies employed in advanced economies, particularly the USA and
Europe, and their potential applicability in the Indian context.

® Debtor-in-Possession (DIP) Financing:

DIP financing provides distressed companies with vital liquidity to maintain operations during
restructuring. By granting super-priority status to DIP financing, lenders are incentivized to inject
capital, mitigating the risk of liquidation. While DIP financing is nascent in India, the Insolvency and
Bankruptcy Board of India (IBBI) has issued guidelines for its implementation.
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India can refine its DIP financing framework by:

> Streamlining the approval process: Reducing bureaucratic hurdles can ensure timely access
to crucial funds.

> Enhancing transparency: Clear disclosure requirements can foster confidence among potential
DIP financiers.

® Specialized Insolvency Courts:

Dedicated insolvency courts in the US and the UK have proven instrumental in expediting insolvency
proceedings and improving decision-making. These courts cultivate expertise in insolvency law,
leading to more efficient outcomes.

India can emulate this success by:

> Creating dedicated tribunals: Establishing dedicated insolvency tribunals can alleviate the
burden on the NCLT.

> Investing in judicial training: Specialized training for judges on insolvency law can enhance
the quality of adjudication.

® Harnessing Technology:

Advanced economies utilize technology to revolutionize insolvency proceedings. Online platforms
are used for conducting auctions, facilitating creditor communication, and tracking case progress,
reducing time and cost.

® India can accelerate its adoption of technology by:

a) Developing comprehensive online platforms: Creating integrated platforms for all aspects of
insolvency proceedings can enhance efficiency.

b) Promoting the use of Al and machine learning: Al and machine learning can automate tasks and
provide valuable insights.

® Cross-Border Insolvency Frameworks:

The increasing interconnectedness of businesses necessitates robust cross-border insolvency
frameworks. The UNCITRALModel Law on Cross-Border Insolvency provides a blueprint for international
cooperation.

India can enhance its cross-border insolvency regime by:

a) Adopting the UNCITRAL Model Law: Formal adoption can provide a clear legal framework,
promoting consistency.

b) Strengthening international cooperation: Partnerships with insolvency regulators in other
jurisdictions can facilitate information sharing.

e Early Warning Systems:

Early warning systems in advanced economies leverage data analytics to identify companies
exhibiting signs of financial distress. Timely intervention can prevent these companies from sliding
into insolvency.

Key elements of such a system in India could include:

a) Centralized data repository: A centralized database aggregating financial data from various
sources can provide a holistic view of company performance.

b) Sophisticated risk assessment models: Robust risk scoring models can enhance the accuracy of
distress prediction.

c) By embracing these innovative approaches and adapting them to the Indian context,
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NAVIGATING THE LABYRINTH: CHARTING THE COURSE FOR INDIA’S INSOLVENCY REGIME

India’s IBC marked a significant step towards efficient resolution of corporate distress. However, realizing
its full potential requires navigating various challenges.

® Unraveling the Implementation Knot:
The IBC’s implementation has encountered hurdles:

> Legal Quagmire: The IBC’s intricate provisions can lead to ambiguity and protracted litigation.
Clarification and streamlining are needed to avoid delays.

> Regulatory Roadblocks: Obtaining necessary approvals and navigating the regulatory maze
can be cumbersome. Streamlining these processes is crucial.

> Stakeholder Discord: Achieving consensus among diverse stakeholders with conflicting interests
presents a challenge. Effective mechanisms for negotiation and mediation are essential.

> Capacity Deficit: The insolvency ecosystem requires skilled professionals. Bridging this capacity
gap through training and development initiatives is crucial.

® The Judiciary’s Guiding Hand:
The judiciary plays a pivotal role in shaping the IBC’s trajectory:

Evolving Jurisprudence: Judgments and pronouncements provide crucial guidance, clarifying
ambiguities and shaping the IBC’s evolving landscape.

Beacon of Clarity: Consistent judicial pronouncements foster certainty and predictability, bolstering
investor confidence.

Balancing Act: The judiciary must balance the interests of various stakeholders, ensuring fairness and
equitable treatment.

CHARTING THE COURSE FOR CONTINUOUS IMPROVEMENT
To remain relevant and effective, the IBC must adapt to the dynamic economic landscape:

® Legislative Refinement: Periodic reviews and amendments are essential to address emerging
challenges and incorporate global best practices.

® Technological Integration: Leveraging technology can enhance efficiency, transparency, and
accessibility.

® Capacity Building: Investing in training and development programs for insolvency professionals and
other stakeholders is crucial.

® Global Synergy: Strengthening cross-border insolvency frameworks through harmonization of laws
and international cooperation is paramount.

By addressing these challenges and embracing opportunities for improvement, India can ensure the IBC
remains a robust instrument for economic renewal and contributes to a more resilient and efficient
insolvency ecosystem.

EMBRACING INNOVATION: EXAMINING INDIA’S GROUNDBREAKING 2023 INSOLVENCY JUDGMENTS
1. Rainbow Papers Limited v. Gujarat State Petronet Limited (2023)

This Supreme Court decision dealt with the interplay of IBC and arbitration. It clarified that when an
arbitral award is challenged under Section 34 of the Arbitration Act, it doesn’t automatically bar IBC
proceedings. This prevents using arbitration challenges to stall insolvency resolution.

2. M/s. Embassy Property Developments Private Limited v. State of Karnataka (2023)

This case examined the scope of ‘operational debt’ under IBC. The Supreme Court held that even
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disputed operational debt can be considered for triggering insolvency if the adjudicating authority
finds it genuinely due. This potentially streamlines the process for operational creditors.

3. Vidarbha Industries Power Limited v. Axis Bank Limited (2022)

This Supreme Court judgment dealt with the treatment of dissenting financial creditors in a resolution
plan. It held that while a majority can approve a plan, it must be ‘fair and equitable’ to all creditors,
including dissenters. This safeguards against majority creditors steamrolling minority rights.

4. Phoenix Arc Private Limited v. Spade Financial Services Limited (2023)

This case explored the concept of ‘undue influence’ in the context of IBC. The NCLAT held that undue
influence by a related party can invalidate a resolution plan. This emphasizes transparency and
fairness in the resolution process.

5. State Bank of India v. Ramesh Kymal (2023)

This Supreme Court decision clarified the liability of personal guarantors under IBC. It held that
guarantors can be pursued simultaneously with the corporate debtor, even during the moratorium.
This strengthens the position of creditors and may incentivize quicker resolutions.

CONCLUSION

India’s Insolvency and Bankruptcy Code (IBC) of 2016, with its innovative creditor-in-control framework, has
revolutionized the insolvency landscape, prioritizing value maximization and time-bound resolution, and
offering viable businesses a lifeline through restructuring.

However, in a rapidly evolving global economy, continuous innovation is paramount to navigate the
complexities of a dynamic business environment.

The IBC’s implementation has encountered hurdles, including legal ambiguities, regulatory roadblocks,
stakeholder discord, and capacity deficits.

Judiciary pronouncements are crucial for clarifying ambiguities and shaping the IBC’s evolving landscape.

To remain relevant and effective, the IBC must adapt to the dynamic economic landscape through legislative
refinement, technological integration, capacity building, and global synergy.

By addressing these challenges and embracing opportunities for improvement, India can ensure the IBC
remains a robust instrument for economic renewal and contributes to a more resilient and efficient
insolvency ecosystem.
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TRANSFORMING INSOLVENCY AND VALUATION:
THE ROLE OF TECHNOLOGY

By: Raman, FCS

INTRODUCTION

The integration of technology into the fields of insolvency and valuation is reshaping traditional approaches,
offering tools to enhance efficiency, transparency, and fairness in complex financial proceedings. In India,
the Insolvency and Bankruptcy Code (IBC) has been a landmark reform, yet it faces challenges such as delays
in resolution and inconsistencies in valuation. By adopting technology-enabled solutions, India can align
itself with global best practices and address these gaps effectively.

Globally, jurisdictions such as the United States and the European Union are leveraging artificial intelligence
(Al), blockchain, and data analytics to streamline insolvency processes and enhance valuation accuracy.
These advancements provide a blueprint for India’s financial system to evolve and adapt to contemporary
demands.

CURRENT CHALLENGES IN INSOLVENCY AND VALUATION

Key Issues in the Indian Context

® Delays in Resolution: Prolonged timelines for insolvency proceedings under the IBC result in
diminished asset value.

® Valuation Discrepancies: Inconsistent methods lead to disputes and reduced creditor confidence.

® Fraudulent Practices: Misrepresentation of financial statements and asset values undermines the
resolution process.

® Lack of Standardization: Absence of unified frameworks for valuation professionals.

Global Comparison

® The United States, under Chapter 11 bankruptcy, utilizes advanced Al tools to predict case outcomes
and ensure fairness.

® The European Union’s cross-border insolvency regulations emphasize transparency and collaboration
through digital platforms.

® Pacta sunt servanda (agreements must be kept) underscores the necessity of honoring contractual
obligations for financial stability.

EMERGING TECHNOLOGIES IN INSOLVENCY AND VALUATION

Artificial Intelligence (Al)

Al automates repetitive tasks such as document review and claim verification, significantly reducing time
and human error. Predictive analytics aid in estimating resolution timelines and recovery rates. For instance,
US-based firms use Al for bankruptcy prediction and fraud detection.

Blockchain

Blockchain ensures secure and tamper-proof record-keeping, improving trust among stakeholders. Smart
contracts automate creditor payments, streamlining resolution. Switzerland’s adoption of blockchain in
financial governance offers a relevant example.




Data Analytics

Advanced data analytics enable detailed scrutiny of financial statements, detecting anomalies that could
signal fraud or asset undervaluation. These tools enhance decision-making and risk assessment during
valuation.

Digital Valuation Tools

Automated Valuation Models (AVMs) integrate big data to improve accuracy and reliability, especially for
real estate and distressed assets. These tools are widely used in developed markets for quick, unbiased
asset assessments.

CASE STUDIES AND GLOBAL EXAMPLES

United States

® Al tools like Lex Machina are employed to predict legal outcomes in bankruptcy cases, helping
stakeholders make informed decisions.

® During the 2008 financial crisis, automated valuation tools were pivotal in assessing distressed
mortgage-backed securities.

Europe

® The European Union leverages blockchain for cross-border insolvency proceedings, ensuring seamless
collaboration between jurisdictions.

® The Wirecard insolvency highlighted the role of forensic technologies in uncovering financial
mismanagement and improving asset recovery.

India

® Landmark IBC cases such as Essar Steel demonstrate the impact of valuation disputes on resolution
timelines.

® The Reserve Bank of India (RBI) is exploring pilot projects integrating Al for asset recovery and
resolution planning.

POPULAR TOOLS IN TECHNOLOGY-ENABLED INSOLVENCY AND VALUATION

Lex Machina (United States)

® Features: Al-powered legal analytics platform for bankruptcy and insolvency cases. Predicts case
outcomes and helps stakeholders understand trends in judicial behavior.

® Used By: Leading law firms and financial institutions in the US.

® Impact: Provides actionable insights, reducing time and cost in legal proceedings.

Chainalysis (Global)

® Features: Blockchain analysis tool to trace and audit cryptocurrency transactions in insolvency
cases. Ensures transparency and helps recover digital assets. Used in insolvency cases to trace
cryptocurrency transactions and recover digital assets.

® Enables transparency in cross-border asset recovery.
® Widely adopted by regulators, law enforcement, and financial institutions globally.
® Used By: Regulators and financial institutions in Europe and the US.

Impact: Simplifies the valuation and recovery of crypto assets, critical in cross-border insolvencies. https://
www.chainalysis.com/
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Hyperledger https://www.hyperledger.org/use/ fabric
® |deal for creating permissioned blockchain networks for asset tracking in insolvency cases.
® Supports smart contracts for automating payments and ensuring compliance in valuation processes.
® Used in industries like finance and supply chain for transparency and accountability.

ConsenSys Quorum: https://consensys.net/quorum/
® A blockchain platform designed for enterprise use, enabling secure and tamper-proof transactions.
® Can be adapted for insolvency cases to track financial transactions and automate creditor settlements.

e Built on Ethereum, it provides scalability and high-level privacy features.
REGULATORY AND ETHICAL CONSIDERATIONS

Regulatory Gaps
® The IBC lacks provisions for regulating technology-driven solutions like Al and blockchain.
® Aligning with global standards such as Basel Ill can enhance risk management and operational
efficiency.
Ethical Challenges
® Risks of bias in Al algorithms necessitate oversight to ensure fairness.

e Data privacy under India’s Personal Data Protection Bill (PDPB) must align with global frameworks like
GDPR.

® Fiat justitia ruat caelum (let justice be done though the heavens fall) emphasizes the importance of
ethical integrity in leveraging technology.

BENEFITS OF TECHNOLOGY ADOPTION
® Speed and Accuracy: Al reduces resolution timelines and enhances precision in valuation.
® Transparency: Blockchain ensures secure, auditable records, building stakeholder trust.
® Fraud Prevention: Data analytics detects anomalies, mitigating risks of fraud.

® Scalability: Technology enables efficient handling of large-scale and complex cases.
THE WAY FORWARD

Policy Recommendations
® Include technology literacy in insolvency professional training programs.
® Mandate the use of digital tools for valuation under the IBC framework.

® Build partnerships with tech firms to foster innovation in insolvency and valuation.

Future Trends
® Al-Driven Insolvency Tools: Automated bots for case assessments and resolution planning.
® Blockchain Platforms: Enabling seamless collaboration between creditors and debtors.

® Predictive Valuation Models: Integrating economic indicators for dynamic valuation.
FEW LEADING EXAMPLES OF TECHNOLOGY USAGE:

Hertz Bankruptcy (2020-2021)

® Background: Hertz filed for Chapter 11 bankruptcy due to the financial strain of the COVID-19
pandemic.
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® Technology Application:

O Automated valuation tools were used to reassess Hertz’s extensive fleet of vehicles, factoring
in dynamic market conditions caused by the pandemic.

O Al-powered analytics helped project asset liquidation values and provided insights into the
best recovery strategies.

® Outcome: The accurate valuation allowed Hertz to restructure successfully, emerging from bankruptcy
in mid-2021.
Cryptocurrency Exchange Insolvencies (2022)

e Examples: Cases like Celsius Network and Voyager Digital, which filed for bankruptcy following
cryptocurrency market crashes.

® Technology Application:
O Chainalysis was widely used to trace crypto assets and audit blockchain transactions.

O Blockchain-based tools ensured secure, transparent creditor settlements by verifying claims
and automating payouts using smart contracts.

® Outcome: These tools streamlined asset recovery processes, demonstrating the value of technology
in resolving modern insolvency cases involving digital assets.

Small Business Bankruptcies and Al Tools (2020-2022)
® Background: The COVID-19 pandemic led to a surge in small business bankruptcies in the US.
o Technology Application:

O Al-driven platforms like NextChapter (a legal tech tool) were used by bankruptcy attorneys to
manage filings efficiently.

O These platforms automated document preparation, improved claim verification, and provided
real-time case tracking, reducing administrative costs for businesses.

® Outcome: Simplified processes allowed small businesses to access Chapter 11 proceedings more
affordably and efficiently.

UK Retail Insolvency - Debenhams (2021)

® Background: Following financial pressures due to reduced retail footfall during COVID-19, Debenhams
entered administration.

® Technology Application:

O Automated valuation tools were employed to assess store lease values and inventory in real
time, facilitating faster decision-making on asset sales.

O Predictive analytics modeled restructuring scenarios, allowing administrators to determine the
best recovery strategy for creditors.

® Outcome: The use of technology sped up the liquidation process, ensuring creditors received
maximum possible recovery.

COVID-19 Impact Assessments in Real Estate Insolvencies

® Example: Real estate insolvencies in the US surged post-COVID, with properties such as malls and
office spaces becoming distressed assets.

® Technology Application:

O Automated valuation models (AVMs) integrated pandemic-related economic factors to re-
evaluate property values dynamically.
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O Platforms like CoStar provided data analytics on tenant defaults, market demand, and lease
performance to inform creditor strategies.

® Outcome: The tech-enabled valuation allowed for accurate assessment and sale of distressed
properties, minimizing losses for stakeholders.

Bankruptcy Prediction Using Lex Machina

® Lex Machina, an Al-powered legal analytics tool, has been widely adopted by law firms in the US
to predict bankruptcy case outcomes. For instance, in cases involving Chapter 11 filings, the tool
analyzed historical data, case trends, and judicial behavior to provide actionable insights. This has
significantly enhanced decision-making for creditors and legal advisors, enabling more strategic
approaches to insolvency resolutions.

Tracing Digital Assets in Cryptocurrency Insolvencies with Chainalysis

® Chainalysis was instrumental in a high-profile US bankruptcy case involving a cryptocurrency exchange.
The tool traced missing digital assets across blockchain transactions, ensuring transparency and
enabling asset recovery for creditors. Its ability to audit and verify blockchain data showcased its
value in addressing modern insolvency challenges involving digital currencies.

General Motors (GM) Restructuring Through Predictive Analytics

During GM’s restructuring under Chapter 11, predictive analytics were employed to forecast the financial
outcomes of various scenarios. By leveraging historical data and financial modeling, stakeholders could
prioritize asset sales and creditor settlements. This proactive use of technology streamlined the process
and minimized potential losses.

CONCLUSION

The future of insolvency and valuation lies in embracing technology to address existing inefficiencies and
challenges. By adopting global best practices and fostering innovation, India can build a robust, transparent,
and efficient framework that meets the needs of all stakeholders.

Ex nihilo nihil fit (nothing comes from nothing) underscores the importance of proactive efforts in creating
a technology-driven ecosystem for insolvency and valuation.
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INNOVATIVE APPROACHES
FOR DISTRESSED ASSETS RESOLUTION

By: Dr. Saibal Chandra Pal

ABSTRACT

IBC has come a long way to resolve stress in entities. Since its implementation creditors have been
able to get the most ever since the various enactments were implemented to find ways to keep a
firm healthy. Though IBC has been taken from UK but with its implementation it has moved towards
adapting to the Indian scenario. What the implementing authority thinks of the Code is that the manner
of distressed assets resolution through a centralized platform is the need of the hour and step in the
direction has been taken.

INTRODUCTION

Simultaneous to the existence of companies formed under the Companies Act, 1956 there has been
enactments several enactments were introduced to tackle the problem of stressed assets. There has
been attempt to save stressed assets from becoming distressed. After independence India had to adopt
twelve five year plans beginning from 1951 till 2017. The last plan was from 2012 to 2017. Planning
Commission has been replaced by Niti Aayog which serves as the apex public policy think tank of the
Indian Government. To save capital invested in companies and to protect the investment in assets
created out of the capital raised from the public and Institutions, Government first set up development
Banks like IDBI , ICICI and Financial Corporations at the state level. To save the capital raised and the
loans granted to industries Government enacted several acts inter alia , The Sick Industrial Companies
(Special Provisions) Act, 1985 (SICA), the Recovery of Debts and Bankruptcy Act, 1993, Securitisation
and Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002 and Insolvency
and Bankruptcy Code, 2016. The acts mentioned are illustrative and is not the complete list and are
narrated below.

The Companies Act, 1956 & the Sick Industrial Companies (Special Provisions) Act, 1985 (SICA).

Under Section 433 of the then Companies Act, 1956 companies winding petitions could be filed before the
High Court if companies owed to a creditor an amount exceeding Rs 500/-Pursuant to Section 434 such
creditor was required to serve three weeks notice to the Company to pay the dues, if the Company failed,
the High Court could order liquidation of the company. Section 439 of the Act dealt with the provisions
regarding application for winding up of a company. So companies had to face threats of winding from
creditors for a sum exceeding Rs 500/-. The said Act dealt with voluntary winding up in case there were
sufficient assets to pay off its liabilities.

Central Government found it necessary to protect sick or potentially sick industrial companies. Sickness
featured mainly due to and the Sick Industrial Companies (Special Provisions) Act, 1985 (SICA) was enacted.
When the law came into force a number of industrial companies faced sickness. From case study it was
found that reason for industrial sickness was mainly due to poor project implementation, overestimating
demand, wrong location, poor labor-management relations, Infrastructure bottlenecks, energy crisis,
technological changes, Inadequate credit facilities and global market forces . The law aimed for recovery
of sick or potentially sick companies recover or close them if found unviable. | company was identified to
be sick or potentially sick if (i) it had been in operation for at least five years; and (ii) had accumulated
losses equal to or greater than its net worth ( Share Capital plus Reserves minus debit balance of profit and
loss account) at the end of a financial year. The Board for Industrial and Financial Reconstruction (BIFR)
was established at Delhi for determining sickness or potential sickness of companies. . The BIFR prescribed
measures for revivable or closure of the companies. Not referring to BIFR if it was sick or potentially sick
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was an offence. But companies engaged in manufacturing but employing less than fifty persons did not fall
under SICA. With effect from 15t December, 2016, The Sick Industrial Companies (Special Provisions) Repeal
Act, 2003, SICA was repealed.

REFORMS FOR AN OPEN ECONOMY

There were both unlisted companies and listed companies. Listed companies were required to comply
with the provisions of Securities Contracts ( Regulations ) Act, 1956 which dealt with listing of companies.
The Controller of Capital Issues set up under the Capital Issues ( Control ) Act, 1947 dealt with capital
issues for listing with Stock Exchanges. All capital issues above Rs 50 Lakh had to be approved by the
Controller of Capital Issues, Delhi . While public opinion favoured Indian economy being opened up ,on
24" July, 1991, the then Finance Minister Manmohan Singh presented a path breaking the Budget Speech
in the direction of curbing controls. Among the various steps that followed included, repeal of The
Capital Issues ( Control) Act, 1947 by the Capital Issues (Control) Repeal Act, 1992, The Securities and
Exchange Board of India (SEBI) Act, 1992 was passed by the Indian parliament on April 4, 1992, repealing
the ordinance that had been promulgated on January 30, 1992. Close to the heal of the enforcement of
the SEBI Act, a "Securities Scam’ was unearthed. This led to the enactment of The Special Court ( Trial
of Offences Relating to Transaction in Securities ) Act, 1992 . The act was passed to bring all transaction
in securities entered with a list of securities between 15t April, 1991 to 6% June, 1992. Harshad Mehta,
Stock Broker and the related parties were declared tainted. Nationalised Banks, State Bank of India and
Financial Institutions were hit by the scam. Funds of the nationalized banks and financial institutions
were found to have been used in the transactions in the securities between 15t April, 1991 to 6 June,
1992 and the Government found it necessary to be protected . Thereafter, on 27th August, 1993, the
Recovery of Debts and Bankruptcy Act, 1993 (' DRT ACT’) was enacted . Preamble to the Act read
that it is an act to provide for the establishment of Preamble to the Act read that it is an act to provide
for the establishment of Tribunals for expeditious adjudication and recovery of debts due to banks and
financial institutions.

® Reserve Bank of India (" RBI’) announcement of Provisioning Norms for Bank Assets ( Loans and
Advances)

To deal with the mounting stressed assets of Banks and Financial Institutions due to involvement of
nationalized banks in the securities scam and defaults by borrowers, on 17" April, 1993 RBI announced
provisioning norms for bank assets .The guidelines defined Non-Performing Assets ( NPA) of Banks. A
loan or advance advanced by a Bank is considered an NPA if interest or principal is overdue for more
than 90 days. Loan and advance account were classified as Standard , Sub-Standard, Doubtful and
Loss assets and effect was given in the Balance Sheet . An asset can be re-classified from Doubtful to
Standard if the days past due (DPD) count is zero.

NPA norms were made applicable to NBFCs from the year 1994. However, Regional Director, Ministry
of Company Affairs, Calcutta issued show cause to All Bank Finance Limited wholly-owned subsidiary
of Allahabad Bank for applying the provisioning norms in the accounts for the year 1993-94 as the
provisioning norms were not applicable to NBFCs like All Bank Finance Limited. The said Show Cause
was scrapped by the Hon’ble High Court at Calcutta in a writ petition filed by the Managing Director,
Additional Managing Director and Company Secretary. NPA norms defined Overdue amount as an
amount not paid on the due date fixed by the bank. An account is said to be out of order if the
outstanding balance continues to remain more than the sanctioned limit.

® Formation of Debt Recovery Tribunals and Debt Recovery Appellate Tribunals

Preamble to the DRT ACT passed on 27" August, 1993 reads, it is an act to provide for the establishment
of Tribunals for expeditious adjudication and recovery of debts due to banks and financial institutions’.
Banks and Financial Institutions have used the Act to recover the dues from borrowers. Presently,
there are Thirty-nine DRTs and 5 Debts Recovery Appellate Tribunals (DRATs) in India. Each DRT has
a Presiding Officer. DRATs have a Chairperson. Litigants and lawyers can get assistance from Kendras
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set up at DRT and DRAT complexes regarding case status, e-filing, obtaining copies of judgments and
orders, and more. eSKs (Electronic Service Kiosks) are available to help litigants with e-filing. eSKs are
equipped with computers, internet, and other infrastructure. Supreme Court in the case Allahabad
Bank vs Canara Bank & Another in M.S.Shoe Limited case raised issues relating to the impact of the
provisions of the Recovery of Debts due to Banks and Financial Institutions Act, 1993 (hereinafter
called the RDB Act ) on the provisions of the Allahabad Bank the auction purchaser of stressed assets
of M.S. Shoe Limited obtained favourable order against Canara Bank the lender against hypothecation
of goods. DRT and DRAT are continue to deal with stressed assets for which banks and borrowers file
applications for realization of dues.

® Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest Act,
2002 ( SARFAESI Act, 2002) .

SARFAESI Act) was passed on December 17, 2002. It came into force on June 21, 2002. The preamble
to the act reads, to regulate securitisation and reconstruction of financial assets and enforcement of
security interest and for matters connected therewith or incidental there

The SARFAESI Act was enacted to help financial institutions recover loans from borrowers by allowing
them to auction properties pledged as collateral. Before the act, financial institutions had to
go through a lengthy and time-consuming court process to recover dues. The act contributes to
the overall stability of the financial system by addressing non-performing assets (NPAs). Investor
confidence is built around a robust legal framework for debt recovery attracts both domestic and
foreign investments. The act strikes a balance between lenders and borrowers by incorporating
safeguards and grievance redressal mechanisms. DRT and DART are the forums where the Bank and
the borrowers can seek justice. Civil Courts cannot entertain applications unless the outstanding loan
amount along with interest exceeds Rs 20 Lac.

On 24 February , 2020, the Central government issued a Notification vide S.0. 856(E) thereby
relaxing the eligibility criteria for NBFCs for taking action for enforcement of security interest under
the SARFAESI Act. By way of the Notification, a NBFC having assets worth INR 100 Crore and above
would be entitled for enforcement of security interest under the SARFAESI Act in cases where the
secured debt is at least INR 50 Lakh.

® Emergence of Asset Re-construction Companies along with SARFAESI Act, 2002

Following the enactment of the SARFAESI Act, 2002, Asset Reconstruction Companies (ARCs) entered
the scene of stressed asset management. Asset Reconstruction Company (India) Limited (" ARCIL’)
incorporated in 2002 by major Indian banks, State Bank of India, ICICI Bank Limited, Punjab National
Bank, and IDBI Bank Limited. It launched the start of a structured approach towards managing NPAs
in the Indian banking scene. Thereafter, several ARCs were incorporated complying to the RBI norms
related to ARC formation. ARCs acquired stressed assets from Banks and Financial Institutions and
sold them to prospective buyers. The primary reason behind the emergence of ARCs was the need to
clean up bank balance sheets by transferring NPAs to specialized entities that could focus on recovery
strategies like debt restructuring, asset liquidation, and legal actions. As per the norms, ARCs are to
resolve assets acquired within a period of eight years. They issue Security Receipts ( "SRs’) against
the acquisition and redeem the SRs representing the assets. ARCs raise funds for acquisition of debts
from Qualified Buyers (QBs). Currently there are twenty-seven ARCs operating in India. Prominent
among them are National Asset Reconstruction Company Limited (NARCL), India Debt Resolution
Company Limited (IDRCL), Edelweiss ARC, and ARCIL.

® The National Company Law Tribunal (‘NCLT’)

On 1%t June, 2016, following the recommendations of Justice V. Balakrishna Eradi Committee, the
Central Government under Section 408 of the Companies Act, 2013, formed the National Company
Law Tribunal (NCLT).The Company Law Board ceased to exist. NCLT was established to mainly focus
on company law procedures, insolvency and company winding up. NCLT further deals with matter
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related to Competition matters. Currently there are fifteen NCLT Benches all over the country.
National Company Law Appellate Tribunal (*NCLAT’) is situated at New-Delhi.

® The Insolvency and Bankruptcy Code, 2016 ( ‘IBC’)

For easing business practices in the country , Government enacted the IBC. With the introduction
time frame of liquidation of companies has been brought down from four and half years to about two
and half years. Steps are being taken to reduce the time frame further. Financial weak entities were
given the opportunity to go for rehabilitation under the Code. The management of Go Airlines (India)
Limited filed for bankruptcy under the Code before NCLT, Mumbai to avoid lenders from moving for
resolution. The CoC has recommended liquidation of the company. However, NCLT has not passed
liquidation order as yet.

On 15t October, 2016, the Insolvency and Bankruptcy Board of India (IBBI) was established to implement
the Insolvency and Bankruptcy Code, 2016 ('IBC’). Preamble to the Code states that the purpose of
the Act is to "consolidate and amend the laws relating to insolvency resolution and reorganization
of corporate persons, partnership firms and individuals in a time bound manner for maximization
of value of assets of such persons, to promote entrepreneurship, availability of credit and balance
the interests of all the stakeholders including alteration in the order of priority of payment of
Government dues, and to establish as Insolvency and Bankruptcy Board of India, and for matters
connected therewith or incidental thereto’.

IBC provides a one-stop solution for resolving insolvencies, As per IBC, a corporate insolvency resolution
process (" CIRP’) is to be resolved within the time frame of one hundred eighty days from the date
of admission of application, to initiate the process, with extension of up to ninety days subject to
circumstances, fixing the maximum time limit for resolution upto two hundred seventy days. As of
September 2023, creditors realised around Rs 3.16 trillion (or 3.16 Lakh Crore) through resolutions. It
is about Thirty-Two per cent of the admitted claims. In the Financial Year 2023-24, there were around
Two Hundred Sixty-Nine resolutions of stressed firms 189 such firms in the Financial Year 2022-23.
Long delays in resolution was mainly for arriving at the larger haircuts by the lenders. The rate of
recovery fell to Twenty-Seven per cent of the creditors’ admitted claims in 2023-24 against Thirty-Six
per cent in the previous year. This brought down the cumulative recovery since 2016 to Thirty-Two
per cent. Recovery touched eighty-five per cent of the fair value of the stressed companies at the
time of admission of resolution which is One hundred Sixty-one point Eight per cent of the liquidation
value of the assets.

STEPS TO IMPROVE DISTRESSED ASSET REALISATION

Lately, sale of stressed assets through centralised listing and auction platform is take place. This will
provide information to the public. This is set to effectively fasten the distressed asset resolution Earlier
to this auctions of such assets were through single auction mode. This definitely did not give realization
price always. Organising a single platform to sell the stressed assets will give effectiveness in dealing with
stressed assets. The single platform could reach out to persons who might be interested in the sale of such
assets. This will fetch more price for the stressed assets sold as there would be more public awareness.
Public awareness would invite more bids hence there would be a better realization price. Sale of the assets
should be widely circulated. Entities interested to buy such assets could get such assets at a cheaper price.
For them price could have been a constraint. Stressed assets might be a distress asset for the stressed firm
but it might not be so for another firm. Better market information will add to an efficient secondary market.
Even though there are auction notices for sale of assets of stressed firms but there should be sector wise
linkage so that the assets could find a proper user and also fetch a better price. The centralized system
announced could support the realization process. Further a cadre of trained man power could be created
to add efficiency to the system. All lenders should have a website dedicated to stressed assets so that there
can be more information. In the sale of stressed assets should be further opened and should not be dealt
in a way that the asset does not get fetch a proper price. Lenders should develop specialized branches to
have detail on the stressed assets so that prospective buyers could visit the branches and get the benefit
by purchasing the stressed assets.
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CONCLUSION

For an efficient economy it is necessary to have specialized system of weeding out companies that cannot
keep pace with the market. This leave a market of efficient firms which will add to the momentum of growth
a firm is always striving at. There is a need for a secondary market for sale of stressed assets. A stressed
asset to one might not be stressed to another. So that the provisions of IBC match the market demand to
maximize the result of the thought behind introduction of the Code in India. Much has been achieved in
resolution of stressed assets for a stressed entity through IBC in the country. But more can be achieved and
that is the needs to be done.
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INSOLVENCY AND VALUATION:
KEY DRIVERS OF ECONOMIC TRANSFORMATION

By: CS Khushboo Khandelwal

INTRODUCTION

Insolvency refers to a financial state in which an individual, business, or organization are unable to
meet its financial obligations as they become due or whose liabilities exceed their assets. The concept
of insolvency is a critical component of financial stability, bankruptcy law, and corporate governance,
as it allows for the structured resolution of financial distress through legal mechanisms. Insolvency
proceedings aim to balance the interests of debtors and creditors by offering a fair and transparent
pathway to resolve unpaid debts.

INSOLVENCY IN INDIA- A LEGAL PERSPECTIVE

In India, it is governed by Insolvency and Bankruptcy Code 2016. The Insolvency and Bankruptcy Code,
2016 (IBC) is a comprehensive legal framework enacted by the Government of India to streamline and
expedite the resolution of insolvency and bankruptcy cases for individuals, companies, and partnership
firms. It provides a structured, time-bound, and market-driven approach to resolve financial distress and
ensures creditors’ rights are protected while promoting the ease of doing business. The key features are as
follows:

(a) Unified Legal Framework

(b) Time-Bound Resolution Process- usually within 180 days, extendable up to 270 days

(c) Adjudicating Authorities:
(i) National Company Law Tribunal (NCLT): Handles corporate insolvency proceedings.
(i) Debt Recovery Tribunals (DRTs): Handle individual insolvency cases.

(d) Financial Creditors vs. Operational Creditors:

(e) Committee of Creditors (CoC): A decision-making body comprising financial creditors, responsible
for negotiating and approving a resolution plan during the insolvency resolution process.

(f) Insolvency Resolution Process (CIRP)
(g) Liquidation as the Last Resort.
(h) Cross-Border Insolvency.

In legal terms, insolvency refers to a situation where a debtor is unable to fulfill their financial obligations
to creditors, as defined under applicable insolvency laws or statutes. It typically leads to formal insolvency
proceedings under national or international laws to resolve debt through liquidation, restructuring, or
rehabilitation.

From a financial standpoint, insolvency occurs when a debtor’s liabilities exceed assets or cash flows are
insufficient to meet debt obligations as they come due.

Valuation is the process of determining the economic value of an asset, business, or investment. It is a
critical aspect of financial analysis, corporate decision-making, mergers and acquisitions (M&A), insolvency
proceedings, and investment analysis. Accurate valuation helps stakeholders—including investors, creditors,
companies, and regulators make informed decisions by providing insights into financial worth, profitability,
and risk.




CASE STYDY ON INSOLVENCY

Let’s understand Insolvency better through a case study :-

The Bhushan Steel & Power Ltd.

Bhushan Steel & Power Ltd. was a major player in India’s steel manufacturing sector, involved in the
production of iron and steel products. The company was engaged in various projects in sectors like
infrastructure, construction, and steel production.

Financial Distress
Bhushan Steel faced financial difficulties due to:

® Excessive Debt Burden: The company had accumulated loans from multiple financial institutions and
was unable to service them.

® Economic Headwinds: Declining demand in the steel sector and inefficiencies impacted profitability.

® Market Competition: Increasing competition from other steel manufacturers in India weakened the
company'’s financial position.

By 2017, Bhushan Steel was already struggling with liquidity issues and defaults on debt payments.

Initiation of Insolvency Proceedings
(i) Default & Creditor Action

Bhushan Steel defaulted on its debt payments, triggering creditor action. The financial strain stemmed
from loans taken from public sector banks and financial institutions.

® The company had a debt burden of approximately 56,000 crore, making it one of the largest
insolvencies in India at the time.

® Default on payments led to multiple creditors, including public sector banks, initiating
insolvency proceedings.

(ii) Trigger under IBC

The Insolvency and Bankruptcy Code (IBC) became the legal mechanism to resolve the company’s
financial distress. In 2017, State Bank of India (SBI), acting as the lead lender, filed an application
under the IBC to initiate insolvency proceedings against Bhushan Steel.

® Application Filing: The petition for insolvency was filed under Section 7 of the IBC, allowing a
financial creditor to trigger the insolvency process in cases of default.

® The National Company Law Tribunal (NCLT) admitted the application and initiated the corporate
insolvency resolution process (CIRP).

Key Legal Proceedings:

Admission by NCLT

The National Company Law Tribunal (NCLT) admitted the application filed by SBI, and insolvency proceedings
were officially initiated against Bhushan Steel in 2017.

Committee of Creditors (CoC) Formation
Following the admission of the insolvency application:

e A Committee of Creditors (CoC) was formed, consisting of representatives from financial creditors
who had claims against Bhushan Steel.

® The CoC’s role was to oversee the insolvency resolution process and ensure that a feasible restructuring
or resolution plan was implemented.
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Resolution Plan & Auction

The resolution process focused on finding a viable buyer for Bhushan Steel’s assets under the IBC framework.
The insolvency process included:

1. Bidding Process: Strategic buyers and companies were invited to bid for Bhushan Steel’s assets.

2. Tata Steel’s Winning Bid: Tata Steel emerged as the successful bidder, offering ¥35,200 crore to
acquire Bhushan Steel’s assets.

Tata Steel’s Strategic Acquisition
Tata Steel’s winning bid was a significant event in the IBC process. The acquisition involved:
® Taking over the company’s core assets, including its steel plants and operational capabilities.

® Restructuring operations and reviving Bhushan Steel as a functioning enterprise under new ownership.
RESOLUTION OUTCOME

Tata Steel Acquisition

After the successful bidding process, Tata Steel acquired the assets of Bhushan Steel in 2018. This was a
major milestone in India’s insolvency resolution framework under the IBC.

Financial Settlement

The acquisition by Tata Steel helped in resolving a substantial portion of Bhushan Steel’s debt by offering
financial relief to its creditors. Tata Steel paid X35,200 crore, which significantly reduced the debt burden
and facilitated creditor recovery.

Revival & Business Continuity
Tata Steel’s acquisition marked the operational revival of Bhushan Steel:
® Tata Steel implemented strategic changes to streamline operations.

® Tata Steel leveraged synergies to integrate Bhushan Steel’s production facilities into its existing
portfolio.

Employee Retention

One of the priorities in Tata Steel’s plan was to retain employment opportunities for workers and ensure
minimal disruptions to operations.

Challenges Faced During the Resolution

The Bhushan Steel insolvency case highlights challenges encountered in complex insolvency proceedings:

Debt Complexity

The high debt burden of ¥56,000 crore created significant challenges in negotiations and recovery for
creditors.

Coordination with Multiple Creditors

The formation of the Committee of Creditors (CoC) revealed the challenge of coordinating among multiple
financial creditors with varying priorities and claims.

Strategic Bidding and Valuation

The process of arriving at a fair market valuation for Bhushan Steel’s assets and ensuring that the highest
bidder emerged in the auction process was challenging.
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Delays in Decision-Making

Delays in corporate decision-making and negotiation processes can impede timely resolution. The Bhushan
Steel case saw delays that could have worsened creditor outcomes had they not been addressed in time.
Implications of the Bhushan Steel Case

The successful resolution of the Bhushan Steel insolvency case has several significant implications:

Strengthening of IBC Mechanism

The case demonstrated the efficacy of the Insolvency and Bankruptcy Code (IBC) as a legal mechanism for
resolving large-scale financial distress in a time-bound manner.

Tata Steel as a Case for Strategic Acquisition

Tata Steel’s acquisition showed how strategic acquisitions by established companies could provide
opportunities for operational recovery and market realignment.

Creditor Recovery

The case illustrates the role of auction-based bidding under the IBC to maximize creditor recovery. The
%35,200 crore paid by Tata Steel was a significant recovery, highlighting the value of market-driven resolution
processes.

Regulatory and Policy Reforms
The Bhushan Steel case has further strengthened the need for:
® Timely intervention by financial regulators.

® Improved debt monitoring and preemptive corporate governance mechanisms.

Conclusion

The Bhushan Steel & Power Ltd. insolvency case is one of the most prominent examples of corporate
distress resolution under India’s Insolvency and Bankruptcy Code (IBC). It underscores the significance
of the IBC framework in addressing financial defaults, resolving creditor claims, and ensuring operational
continuity under new ownership.

Tata Steel’s successful acquisition and the resolution’s smooth execution represent a landmark moment for
corporate insolvency resolution in India. While challenges such as debt complexity, delays, and stakeholder
coordination exist, this case provides valuable insights into the potential of structured insolvency
mechanisms.

India’s insolvency process continues to evolve, and the Bhushan Steel case serves as a precedent for future
insolvency proceedings involving large-scale corporate defaults.

VALUATION: THE FINANCIAL COMPASS
Now, let’s understand Valuation.

Valuation is the quantitative assessment of an asset’s value at a specific point in time based on financial,
market, and strategic factors. It determines the price that would be considered fair for an asset or business
under normal market conditions.

Valuation is an indispensable tool for assessing the financial worth of businesses, assets, and investments.
It serves as the foundation for strategic decision-making across industries, enabling businesses, investors,
and policymakers to allocate resources effectively. By employing methods such as income-based analysis,
market-based comparisons, and asset-based assessments, stakeholders can estimate value and understand
financial risks.
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However, the accuracy of valuation relies on sound data, reasonable assumptions, and appropriate
methodologies. With evolving market dynamics, technological tools, and financial instruments, modern
valuation practices will likely continue to adapt to remain efficient and accurate.

CASE STUDY: RELIANCE INDUSTRIES LTD. - FUTURE GROUP ACQUISITION

Valuation plays a critical role in mergers, acquisitions, and strategic restructuring in India. One of the most
recent and significant case studies highlighting valuation in India is the Reliance Industries Ltd. - Future
Group acquisition. This case study illustrates the complexities of corporate valuation, the negotiation
process, and the strategic rationale behind large-scale transactions in a dynamic and competitive market.

This study analyzes the acquisition of Future Group by Reliance Industries, focusing on the valuation
approach, challenges, negotiations, and implications for the Indian retail market.

Background of the Case

Parties Involved

® Reliance Industries Ltd. (RIL): One of India’s largest conglomerates with diversified interests across
retail, telecommunications, petrochemicals, and other sectors. Reliance has focused on expanding
its retail footprint through acquisitions and organic growth.

® Future Group: A prominent retail conglomerate in India with businesses in the retail sector, including
grocery, fashion, and consumer goods retail chains such as Big Bazaar and FBB.

Strategic Intent of the Acquisition
The acquisition of Future Group by Reliance Industries was strategically driven by:

1. Market Penetration: Reliance sought to strengthen its presence in the Indian retail market,
particularly in groceries and general merchandise.

2. Digital Retail Integration: The acquisition was intended to integrate Future Group’s physical retail
network with Reliance’s digital and e-commerce platforms.

3. Competitive Edge: The deal aimed to address competition from other retail giants and e-commerce
players like Amazon and Walmart.

The Valuation Context
The valuation of Future Group for this strategic acquisition involved several factors:
® Debt Levels: Future Group had significant debt liabilities, complicating its valuation.

® Market Position: The valuation took into account the market share and competitive positioning of
Future Group’s flagship retail chains.

® Operational Performance: The profitability and cash flows of Future Group’s stores and business
divisions were factored into the valuation.

® Strategic Synergies: Reliance assessed the operational synergies from combining its retail platform
with Future Group’s physical retail network.

The Deal’s Timeline
The Reliance-Future Group deal journey spanned several years, including:

1. Initial Acquisition Announcement: Reliance announced the proposed acquisition of Future Group’s
retail assets and business operations in August 2020.

2. Valuation Agreement: Reliance Industries agreed to acquire assets worth 24,713 crore from Future
Group.
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3. Market Scrutiny: The deal underwent scrutiny from regulatory bodies such as the Competition
Commission of India (CCI) and other relevant authorities.

4. Legal Disputes: The deal faced delays due to disagreements between the two parties, creditor
interventions, and legal roadblocks.

The timeline reflects the dynamic and complex nature of valuation and strategic acquisition in competitive
market conditions.

The Valuation Methodology

The valuation of Future Group’s retail assets and business for Reliance’s acquisition followed a combination
of financial, strategic, and market-based approaches.

Discounted Cash Flow (DCF) Analysis

Reliance Industries relied on DCF to estimate the intrinsic value of Future Group’s business units. This
method accounted for:

® Projected revenue growth rates from retail operations.
® Profitability trends of the grocery, fashion, and hypermarket divisions.

® Capital expenditure requirements for maintaining the operations of these retail stores.

Comparable Company Analysis

Reliance benchmarked the valuation of Future Group’s retail chain operations against similar publicly listed
companies. Factors compared included:

® Revenue multiples.
o EBITDA margins.

® Market share within Indian retail segments.

MARKET MULTIPLES AND STRATEGIC SYNERGIES

Market multiples like Price-to-Earnings (P/E) and Enterprise Value-to-EBITDA (EV/EBITDA) were employed
to derive the strategic value of Future Group’s key assets. Reliance also estimated synergies from combining
its e-commerce distribution platforms with Future Group’s physical retail presence.

Adjustments for Debt and Liabilities

Future Group’s debt liabilities (312,000 crore at the time) had to be factored into the valuation, as Reliance
would inherit these financial obligations as part of the deal. This adjustment reduced the equity value
derived from the standalone asset valuation.

CHALLENGES IN THE VALUATION PROCESS

Despite the strategic rationale, the acquisition faced multiple challenges related to valuation:

High Debt Levels

Future Group had significant debt liabilities, amounting to over 12,000 crore, which impacted its overall
valuation. Reliance had to assess whether these liabilities were manageable post-acquisition.

Market Disruption

The COVID-19 pandemic introduced uncertainty into market projections, with consumer spending patterns
and retail operations being disrupted. Reliance had to evaluate how these disruptions would impact Future
Group’s revenue projections and profitability.
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Regulatory Approvals

The deal had to undergo scrutiny from multiple regulatory bodies, such as:
® The Competition Commission of India (CCl).
® Financial creditors.
® Consumer advocacy groups.

These approvals and the related legal delays complicated the valuation outcome and execution timeline.

Strategic Synergies

Reliance’s ability to realize operational synergies—such as supply chain integration, digital platform
expansion, and operational efficiency—added complexity to the valuation model. Reliance had to ensure
that the assumed synergies would justify the financial outlay.

Outcome of the Valuation

After completing its assessment, Reliance Industries valued Future Group’s core retail assets at 324,713
crore. The deal included:

® Acquisition of flagship retail chains like Big Bazaar, FBB, and other grocery retail networks.

® Strategic control over distribution networks and physical stores.

Strategic Value to Reliance
Reliance’s acquisition strategy was driven by:

® Market Reach: The physical retail footprint of Future Group would expand Reliance’s market presence
in tier-2 and tier-3 Indian cities.

e Digital Integration: The deal allowed Reliance to integrate physical stores with its digital and
e-commerce platforms.

Legal & Regulatory Hurdles

While the deal was strategically sound, delays arose from creditor negotiations, opposition from other retail
companies, and approvals from regulatory agencies. Despite this, the deal has paved the way for Reliance
to cement its position in India’s retail market.

Implications of the Reliance-Future Group Deal

Consolidation in the Indian Retail Sector

The deal underscores trends of consolidation in the retail sector, as large players like Reliance target
acquisitions to strengthen their market positioning and achieve economies of scale.

Digital Integration of Brick-and-Mortar Assets

The deal demonstrates how strategic use of digital platforms can complement physical retail assets, creating
opportunities for cross-channel retail strategies.

Debt and Valuation Risks

The Future Group case highlights how debt levels and creditor claims affect a company’s valuation. Reliance’s
willingness to assume debt obligations highlights strategic risk management.

Legal Scrutiny & Regulatory Reforms

The deal also underscores the role of legal approvals, regulatory oversight, and creditor negotiations in
shaping corporate transactions in India.
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Key Indicators of Financial Insolvency
1. Cash Flow Insolvency: When a debtor does not have sufficient liquid assets to pay creditors on time.

2. Balance Sheet Insolvency: When liabilities exceed the total value of assets on a company or
individual’s financial balance sheet.

Conclusion

The Reliance Industries Ltd. - Future Group acquisition offers valuable insights into the complexities
of corporate valuation in India. From using DCF and market multiples to addressing debt obligations and
strategic synergies, the deal showcases the multifaceted nature of modern financial analysis.

This case study demonstrates the strategic role of valuation not just as a numbers exercise but as a forward-
looking, strategic decision-making tool. Reliance’s acquisition of Future Group highlights how strategic
intent, market opportunities, and financial discipline can shape corporate strategies through valuation.

CONCLUSION

Insolvency and valuation are pivotal to economic resilience and growth. The IBC has revolutionized insolvency
resolutions in India, with cases like Bhushan Steel showcasing its efficacy. Simultaneously, valuation serves
as the financial compass, enabling stakeholders to navigate complexities in mergers, acquisitions, and
restructuring.

As India continues its economic transformation, the synergy between structured insolvency mechanisms and
precise valuation will remain instrumental in driving sustainable development.
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UNLOCKING SUCCESS FOR INSOLVENCY PROFESSIONALS:
HARNESSING RESILIENCE AND LEADERSHIP LESSONS FROM
ANCIENT WISDOM FOR PROFESSIONAL GROWTH

By: CS Neha Bajaj

INTRODUCTION

The Insolvency and Bankruptcy Code (IBC) has been instrumental in facilitating the corporate insolvency
resolution. Addressing the significance of the same, Dr. Sahoo, former Chairman of The Insolvency and
Bankruptcy Board of India (IBBI), stated- “The Soul of the Code is resolution of insolvency of a firm by
(a) a collective effort (b) to keep it going (c) to maximize the value of its assets, and (d) to balance the
interests of all stakeholders.”' However, research shows that since inception of the law, “for every one case
resolved under the Code, four cases end up in liquidation.”? This poses a major challenge for the insolvency
professionals. Reiterating the primary goal of IBC, Mr. Sidharth Sharma, lawyer and General Counsel of Tata
Sons, in his article ‘Increasing Resolutions Is Key To IBC’s Success’, published in IBBI’s Annual Publication
2024 titled: ‘IBC Ke Aath Varsh: Shodh Aivam Vishleshan 2024’ [i.e. Eight Years of IBC: Research And Analysis
2024], quoted- “Resolution, not recovery, is the primary goal of IBC”3.

It is crucial to realize the high-stakes environment in which the insolvency professionals are operating. On
the one hand, they are required to ensure compliance involving legal frameworks and delivering outcomes
under intense scrutiny, on the other hand, the demanding situation also requires for an additional effort on
their part to balance the interests of creditors, businesses and other stakeholders. Further, in today’s fast-
paced environment, appreciating the benefits of digital transformation and consciously keeping up with the
ever- increasing demands of the Al-driven technological advancements is a non- negotiable. This has resulted
in the evolution of the role of professionals who are required to develop the ability to stay resilient under
the scenarios of mounting pressure and lead with clarity towards driving impactful resolutions, reflecting
trust and confidence in their professional expertise.

This article aims to explore the inter-relation among resilience and leadership while suggesting a few
practical steps to ensure successful adaptation of the same to deliver results combined with value and
impact. Mastering these diverse elements would allow the insolvency professionals to overcome challenges
while emerging as industry pioneers and transforming chaos into clarity while unlocking the full potential
of their practice. The strength and longevity of any skyscraper is determined by the strong foundations laid
beneath the land. Leadership is instrumental in building a professional edge. However, resilience is the
foundation to guide the volatile and high-pressure world of insolvency.

THE RESILIENCE FACTOR: NAVIGATING CHALLENGES IN INSOLVENCY
® Understanding Resilience In Insolvency:

The insolvency professionals often find themselves at the center of high-pressure situations
such as strict deadlines, unpredictable legal landscapes, etc. Needless to say, that the effective
implementation of technical knowledge is a pre-requisite to ensuring successful resolutions.

However, the complex nature of insolvency cases demands, in addition to technical proficiency,
the emotional strength to acknowledge the ever-rising, multi-faceted problems such as mounting
pressure from creditors, balancing the interests of conflicting stakeholders or addressing a distressed
business on the brink of collapse and face them head-on. Even the most skilled experts, when facing

1. Dr. M.S. Sahoo, Resolution: The Soul of IBC, IBBI Newsletter, Oct-Dec 2017.

2. Neeti Shikha and Urvashi Sinha, Assessment of Corporate Insolvency and Resolution Timeline, IBBI Research Initiative (RP-01/2021)
(Feb. 2021).

3. Sidharth Sharma, Increasing Resolutions Is Key To IBC’s Success, IBC Ke Aath Varsh: Shodh Aivam Vishleshan 2024
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such responsibilities, could survive the storm if they are willing to seek strength from resilience and
building emotional stability within them. During such uncertain scenarios and challenging situations,
resilience becomes the bedrock, thereby allowing the professionals to maintain their focus and
ensure optimum professional performance.

Resilience is the cornerstone for professionals navigating the complex, high-pressure domain of
insolvency. In this context, the term ‘resilience’ refers to the ability of the insolvency professionals to
remain focused, composed and effective while facing the multi-faceted challenges of the profession
such as regulatory uncertainties, detailed negotiations, high-stake decision making, etc.

Resilience Building Strategies For Insolvency Professionals

When facing uncertainties in life, it is always advisable to move towards our roots, our foundation-
the insights and time-tested learnings from the Mythology and ancient texts viz. Bhagavad Gita, the
Upanishads, etc. The insolvency professionals should focus on practicing a few strategies as discussed
below to build resilience and be mentally prepared to face adversities head-on:

1. Emotional Resilience:

While giving Gita Ka Gyan during Mahabharata, Lord Krishna advised Arjun to remain
equanimous in the face of joy and sorrow, success and failure, thus emphasizing the
practice of Samattvam, meaning equanimity. Samattvam is a very powerful tool to stay
grounded under pressure.

Insolvency professionals are expected to manage intense emotional challenges such as
stakeholder disputes, distressed clients, etc. As such, embracing the principle of Samattvam
would help them balance their thoughts and maintain their composure during high-pressure
negotiations, thereby fostering rational decision-making especially in emotionally charged
situations.

2. Adaptability:

One of the beautiful concepts mentioned in Bhagavad Gita is Anityam Asukham Lokam, meaning
the impermanence of the world. This concept reminds us of the transient nature of challenges
and opportunities. Also, each of the 10 primary avatars, the incarnations, of Lord Vishnu, i.e.
The Dashavataras, represents the essence of adaptability as each avatar emerges to address
specific challenges of the time.

Becoming adaptable calls for a deeper understanding of accepting the situations as they
are while acknowledging the fact that change is the only constant. To adapt is a sure shot
way to thrive amidst change. Practicing the mindset of adaptability allows the insolvency
professionals to adjust their approach to align with evolving regulations, economic fluctuations
and technological innovations. They must be open to reinvent themselves with changing
landscapes in insolvency practice.

3. Mental Toughness:

The tale of Maa Sita’s steadfastness during her time in Ashok Vatika reflects the unwavering
resolve amidst adversity. The Upanishads also teaches us the concept of Titiksha, meaning
forbearance. It is the ability to endure hardships without complaint.

Whenever facing challenging scenarios in practice such as prolonged uncertainties, legal
complexities and resistance from stakeholders, etc., the insolvency professionals can cultivate
Titiksha and practice developing resolve without complaining to persevere during long-drawn
cases or unforeseen setbacks, thus maintaining focus on the larger goal of resolution and value
creation.

4. Spiritual Detachment:

The Bhagavad Gita’s philosophy of Nishkam Karma, i.e., selfless action, encourages individuals
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to focus on performing their duties without attachment to results. Practicing detachment
while focusing on duty rather than outcomes has been one of the significant learning from
Bhagavad Gita.

Practicing spiritual detachment can allow insolvency professionals to prioritize ethical
practices and value-driven resolutions, irrespective of external pressures. Further, they can
avoid burnout and emotional fatigue by shifting their focus to the process rather than the
unpredictable outcomes of a case.

5. Collective Strength:

The popular Hindu text Vishnu Purana describes Samudra Manthan, i.e., the churning of the
ocean. It exemplifies the essence of resilience through collaboration. The Devas (Gods) and
Asuras (Demons), despite their differences, worked together to churn the ocean and achieve
their goals. This underscores the importance of teamwork and collective efforts towards
overcoming challenges.

Insolvency professionals can foster collaboration among stakeholders, creditors and legal
advisors, thus ensuring effective resolutions. Further, just like the Samudra Manthan produced
both poison and nectar (Amrit), professionals must be prepared to manage setbacks and
breakthroughs while maintaining their resilience.

VISIONARY LEADERSHIP: DRIVING TRANSFORMATION OUTCOMES IN INSOLVENCY
® Exploring Leadership In Insolvency:

The dynamic and complex field of insolvency requires professionals to balance multiple interests,
navigate legal intricacies and make impactful decisions under immense pressure. As such, leadership
transcends traditional managerial roles to become a transformative force that drives trust, innovation
and sustainable outcomes. Visionary leadership enables insolvency professionals to inspire confidence,
ethically resolve conflicts and create value for all the stakeholders involved.

Leadership in insolvency practices goes beyond technical expertise- it embodies the ability to
make decisive, ethically sound judgements while navigating conflicting interests. A true leader in
this domain inspires trust among stakeholders through their competence, integrity and vision for
achieving equitable resolutions.

At the core, leadership is about three key pillars- vison, empathy and ethical responsibility. In an
ecosystem often marred by uncertainty and conflict, visionary leaders play a pivotal role in bridging
gaps, fostering collaboration and ensuring a fair resolution process.

® Core Leadership Skills For Insolvency Professionals:

To excel in their roles, insolvency professionals must cultivate a unique blend of technical acumen
and leadership skills. Focusing on the intricacies of the profession, three essential competencies that
define effective leadership for insolvency professionals in this domain are as follows:

1. Strategic Decision-Making in Distressed Scenarios-

Insolvency professionals often operate in high-stakes environments where decisions must be
swift, strategic and impactful. As a leader, it is critical for them to have an ability of analyzing
complex situations, weighing potential outcomes and developing actionable strategies.

This also calls for them to anticipate the long-term implications of their decisions, thus
ensuring that resolutions are not just immediate fixes but sustainable solutions. Whenever
paralyzed by the doubt and moral conflict while handling cases, professionals can adopt
the principles of viveka, i.e., discernment and karma, i.e., duty-aligned action as guided
by Lord Krishna to Arjun in Bhagavad Gita and weigh long-term sustainability over short-
term gains.
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2. Crisis Management and Stakeholder Engagement-

Insolvency professionals often found themselves at the epicenter of conflicts involving
creditors, debtors and regulatory authorities. As such, robust crisis management skills are a
must to ensure effective leadership in such scenarios. Further, the ability to foster constructive
dialogue is a non-negotiable.

The professionals must act as mediators for aligning divergent interests to reach a consensus
the same way Lord Krishna masterfully managed alliances and conflicts among Pandavas,
Kauravs and other stakeholders during the war of Mahabharata. This could involve clear
communication, active listening and the ability to manage expectations. Further, as leaders,
they are expected to remain calm, composed and solutions-oriented during critical junctures
such as litigation or hostile creditor meetings.

3. Ethical Decision-Making to Uphold Professional Integrity-

Insolvency practices call for decisions that often involve sensitive financial and social
implications. Insolvency professionals frequently encounter gray areas such as conflicting
interests or pressure from influential parties. Ethics, therefore, form the cornerstone of
insolvency practices.

In such situations, just like the unwavering commitment of King Harishchandra to be truthful
and ethical even in the face of adversities, insolvency professionals must, as a visionary leader,
ensure that their actions are aligned with professional codes of conduct while maintaining
transparency with stakeholders. During such tough situations, it is important for them to
remember that upholding integrity and ethical standards during such situations is a mark of
true leadership.

e Transformational Leadership In Action-

Our enriching Indian culture beautifully narrates the inspiring tales from ancient scriptures and
the renowned historical events, each tale envelops a life-lesson adaptable in both personal and
professional lives of an individual.

For example, the inspiring lessons of the visionary leadership of Chanakya (Kautilya), the architect of
Mauryan Empire, can be drawn from his strategic foresight and pragmatic solutions. In Arthashastra,
the teachings of Chanakya clearly highlights the importance of long-term planning while ensuring
effective management of resources. The famous lessons from Chanakya Niti are world renowned and
applicable for the improvement of professional actions of an individual in professional practices, just
the way they apply to corporates and entrepreneurship.

INTEGRATING RESILIENCE AND LEADERSHIP FOR PROFESSIONAL GROWTH:

® The Interplay Between Resilience And Leadership-

Resilience and leadership are inherently inter-connected. While on one hand, resilience is the ability
to recover, adapt and thrive amidst adversity, on the other hand, leadership is the art of influencing,
inspiring and guiding others towards shared goals. As such, resilience benefits the insolvency
professionals with the gift of emotional and mental stability to persevere while leadership provides
clarity, direction and collaboration.

Without resilience, leadership can fail under stressful situations and without leadership, resilience
lacks the ability to effect meaningful change. Together, they create a powerful synergy that drives
growth and accomplishing the set goal of effective resolution. Insolvency professionals must,
therefore, adopt both resilience and leadership in their practice so as to handle clients with clarity
and stability.

Practical Aspects To Adopt By Insolvency Professionals-

Learning about effective leadership and resilience is the first step towards embracing change and
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upholding integrity while delivering effective resolution. However, the real-world results can only be
achieved by adopting such learning in real life practice scenarios. Following are the key practical
aspects to be considered while handling cases as an Insolvency Professionals:

> Adopting a stakeholder-centric approach

Committing to life-long learning

Inspiring through action

Building emotional intelligence through mindfulness and reflection

Fostering collaborative leadership

YV V VY V V¥V

Committing to ethical practices

These key aspects allow the insolvency professionals to successfully navigate challenges while creating
future pathways, thus defining the role of insolvency professionals as leaders with resilience.

Impact of Resilience And Leadership Skills on the Profession-

In general parlance, resilience and effective leadership have often proved to be deriving immense
benefits viz. increased innovation, improved efficiency, higher profits, better communication, etc.
When applying the same in insolvency practice, both resilience and leadership allows the professionals
to unite and inspire all stakeholders while moving them towards a shared vision of achieving the core
aim of the insolvency code, i.e., effective resolution.

When embracing leadership roles, the professionals are bestowed with the ability to adapt to change
and position for long-term success while upholding ethical standards. Thus, they must acknowledge
the fact that a strong leadership has a ripple effect that extends beyond individual cases, thereby
shaping the larger insolvency ecosystem in profound ways such as:

1. Inspiring Trust Among Stakeholders:

Sangachhadhwam Samvadadhwam, meaning moving together in harmony, is one of the
greatest principles derived from Rigveda and guides the leaders to foster trust and collaboration
among diverse stakeholders. Stakeholder engagement can me made effective by ensuring that
all voices are heard, thereby building confidence in the resolution process.

Under the role of being a visionary leader, the insolvency professionals foster confidence in
the resolution process by demonstrating competence, integrity and transparency. This trust is
essential for attracting investment and driving economic recovery.

2. Driving Positive, Sustainable Outcomes:

Karmanye vadhikaraste, Ma phaleshu kadachana- Krishna’s teaching in Bhagavad Gita,
directing an individual to focus on the process and the ethical conduct rather than merely on
the results- is a lesson worth deriving in professional practice as an insolvency professional.
With the focus on achieving the primary goal of the Code, the professionals are required to
attain the hat of a leader so as to ensure that insolvency processes are not merely procedural
but transformative, focused on creating value for businesses, creditors and society at large.

3. Elevating the Profession:

Strengthening professional integrity is of utmost importance for the present-day professionals.
Insolvency Code undertake a crucial responsibility while ensuring effective resolution in the
time-bound delivery of results in each case. The teachings of Ahimsa, i.e., non-violence and
Satya, i.e., truth ensures that professionals uphold the integrity of the insolvency system.
Ethical, effective leadership being practiced by insolvency professionals sets benchmarks
for excellence, thus, inspiring the future generation of insolvency professionals to embrace
resilience, innovation and ethics.
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The integration of resilience and leadership creates transformative outcomes for both
professionals and the insolvency ecosystem. Resilient leaders are better equipped to navigate
the uncertainties and complexities of the field. As such, they ensure that even the most
distressed cases are managed effectively. They inspire trust, foster collaboration and uphold
the highest standards of professionalism, thus enhancing the credibility of the profession as a
whole.

When resilience supports leadership, insolvency professionals are no longer just problem
solvers—they become change-makers. They can innovate solutions, guide stakeholders toward
positive resolutions and leave a lasting impact on the profession. Moreover, the ethical
foundation rooted in time-tested ancient wisdom ensures that their decisions benefit not only
the stakeholders but also society at large.

THE ROLE OF RESILIENCE AND LEADERSHIP IN SHAPING THE INSOLVENCY ECOSYSTEM-

® Strengthening The Insolvency Ecosystem-

Insolvency professionals serve as the backbone of the insolvency ecosystem, navigating complex
cases and ensuring the 3E’s of resolution i.e. ethical, efficient and effective resolutions. Their ability
to remain resilient under pressure and demonstrate visionary leadership directly contributes to the
overall strength and credibility of the ecosystem.

Integrating both resilience and leadership in insolvency practice, the professionals have an edge to
leave a long-term, positive impact on the profession. Professionals are not only responsible for the
effective resolution of each case but also to maintain the credibility of the profession which can be
met by consciously building resilience while leading the stakeholders involved towards the ethical
conclusion of the case.

Together, resilience and leadership form the pillars that ensure the insolvency ecosystem remains
robust. Professionals equipped with these qualities are better positioned to deliver fair resolutions,
rebuild trust in financial systems and strengthen the broader economic fabric.

Future Challenges And Opportunities-

As the insolvency ecosystem gradually evolve, resilience and leadership will remain indispensable
in addressing emerging challenges and seizing future opportunities with regard to ESG compliances,
technological advancements and global disruptions as discussed below:

1. ESG Compliance:

Environmental, Social and Governance (ESG) considerations are becoming integral to insolvency
practices. Professionals must demonstrate resilience in adapting to these evolving standards
and showcase leadership by championing ESG-aligned resolutions. For example, cases involving
distressed assets with significant environmental footprints require innovative and sustainable
solutions. As such, the resilient leaders are best positioned to deliver the same.

2. Technological Advancements:

The increasing integration of technology into insolvency practices poses both challenges as
well as opportunities. From Al-powered valuation models to blockchain-based creditor claims,
professionals must remain resilient in learning and adapting to these tools. Leadership is
critical in leveraging technology to enhance transparency, efficiency and trust in the resolution
process.

3. Global Disruptions:

Whether due to economic crises, geopolitical tensions or pandemics, the insolvency ecosystem
will continue to face disruptions. Resilient professionals can mitigate the impact of these
disruptions through adaptive strategies while visionary leaders can continuously work on
charting new pathways to drive systemic recovery.




UNLOCKING SUCCESS FOR INSOLVENCY PROFESSIONALS: HARNESSING RESILIENCE & LEADERSHIP LESSONS

Thus, it is clearly evident that to shape a more robust and credible insolvency ecosystem,
professionals must actively cultivate resilience and leadership. These traits are not merely
beneficial but essential for navigating the intricate challenges of the profession and ensuring
sustainable resolutions. By embracing these qualities, insolvency professionals can build a
legacy of trust, innovation and ethical excellence that will serve as the cornerstone of a
thriving insolvency ecosystem.

CONCLUSION

In the intricate world of insolvency with high stakes and challenging situations, resilience and leadership are
not just desirable traits but essential pillars of professional excellence. Together, they empower insolvency
professionals to navigate complexity with composure, guide stakeholders with clarity and deliver outcomes
that inspire trust and confidence.

The teachings from ancient Indian wisdom, including the Upanishads and the Bhagavad Gita, remind us
of the timeless value of emotional intelligence, ethical integrity and collaborative leadership. Today’s
insolvency professionals, by drawing from these profound lessons, can build resilience to weather any storm
and cultivate leadership to inspire transformative change.

As the profession evolves amidst technological advancements and regulatory reforms, the integration of
resilience and leadership will serve as a compass, guiding professionals to adapt, innovate and uphold their
credibility. Ultimately, these qualities not only enhance individual growth but also contribute towards an
enhanced ethical, inclusive and robust insolvency ecosystem, thereby ensuring that success is not merely
about resolving cases but creating a lasting positive impact.

In a field that often tests limits, embracing resilience and leadership is the key to unlocking success and
shaping the future of the profession. These qualities, thus, should not be just a few tools to practice but
instead these should be the guiding principles for insolvency professionals, thus enabling them to thrive in
adversity and lead with purpose.
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ROLE OF TECHNOLOGY
IN ENHANCING RESOLUTION PROCESS

By: CS Shradha Agarwal

INTRODUCTION

The legal resolution process has long faced challenges such as inefficiency, prolonged timelines, high
costs, and limited accessibility. The backlog of cases in many judicial systems, particularly in developing
countries, exacerbates these issues. For example, India’s judiciary reportedly has over 40 million pending
cases, leading to significant delays in justice delivery. This scenario underscores the need for reforms, and
technology is proving to be a transformative force in addressing these challenges.

From digitization to artificial intelligence (Al), blockchain, and Online Dispute Resolution (ODR) systems,
technology is reshaping the legal landscape. While high-level reforms are critical, the real impact lies in ground-
level performance, where accessibility, infrastructure, and digital literacy play significant roles. This article
explores the practical applications of technology in the legal resolution process, highlights global and local
achievements, discusses ground-level challenges, and looks ahead to the future of legal technology.

GROUND-LEVEL ACHIEVEMENTS

1. Case Study: Maharashtra District Courts

The eCourts app in Maharashtra has been instrumental in providing litigants with case updates in Marathi.
This initiative has reduced unnecessary court visits by over 30%.

2. Rajasthan’s Gram Nyayalayas

Village courts in Rajasthan have adopted video conferencing to connect rural litigants with district judges.
This approach has improved access to justice but faces challenges such as low digital literacy.

3. Legal Aid via Mobile Apps

Mobile apps like Nyaya Bandhu in India offer pro bono legal advice to marginalized communities. NGOs
have used these apps to assist tribal and rural populations in accessing justice. Conducted by NGOs like
PRS Foundation in collaboration with local courts, these camps use tech-enabled kiosks to educate rural
populations about their rights and case status.

4. Legal Technology Platform Initiative

Al-driven arbitration tools have reduced resolution times by 25%. Singapore’s Legal Technology Platform
promotes Al and blockchain adoption among law firms.

ACHIEVEMENTS AND POLICIES IN LEGAL TECHNOLOGY: GLOBAL MILESTONES

Legal technology has evolved at a remarkable pace, with governments worldwide enacting policies to
incorporate technology into legal frameworks. From pioneering regulatory measures to global collaborations
and innovations, several countries have taken major steps toward advancing legal tech.

1. The European Union’s GDPR and Al Regulation

The General Data Protection Regulation (GDPR), implemented in 2018, remains a key milestone in legal tech
policies globally. It governs the collection, storage, and processing of personal data, significantly influencing
legal practices, especially for firms dealing with sensitive client information. Its impact is global, as non-EU
companies also need to comply if they deal with EU citizens’ data. GDPR set the stage for the development
of more robust privacy laws worldwide, promoting transparency and security.
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The EU is also at the forefront of regulating Al. In April 2021, the European Commission proposed the
Artificial Intelligence Act, which aims to regulate high-risk Al applications, including those in the legal field,
ensuring transparency and accountability in algorithmic decisions.

2. United States: The Legal Technology Surge and ABA’s Innovation Initiatives

In the United States, legal tech has gained significant momentum, particularly with the introduction of
Al-based legal research tools and e-discovery solutions. Tools such as ROSS Intelligence and Relativity have
revolutionized legal workflows by automating complex processes like contract analysis and case discovery.
The American Bar Association (ABA) has also established an Innovation Center to promote the adoption of
legal technology and explore Al and data analytics’ role in improving justice delivery.

Additionally, the Legal Services Corporation (LSC) in the U.S. has embraced technology through projects
aimed at providing affordable legal aid. In 2023, LSC launched a pilot program using Al to provide preliminary
legal advice to underserved communities.

3. United Kingdom: Al in the Courts and Legal Automation

The UK has been a leader in integrating technology within the judiciary. In 2022, the UK Court of Appeal
allowed Al tools to assist in analyzing legal precedents and decision-making processes, reducing the time
judges spend on routine tasks. In parallel, the Law Society of England and Wales has been involved in
developing frameworks for Al adoption in legal services, ensuring that ethical standards are upheld.

Furthermore, the UK government’s initiative to digitize court services through platforms like HMCTS (Her
Majesty’s Courts and Tribunals Service) has been transformative. This includes the use of video hearings and
the online dispute resolution platform for civil cases, a significant step in making the legal system more
accessible and efficient.

4. Singapore: The Smart Nation and Legal Tech Innovations

Singapore has made legal technology a cornerstone of its Smart Nation Initiative, launching several key
projects aimed at digitizing the legal industry. The Singapore International Commercial Court (SICC) has
embraced digital hearings, allowing international litigants to resolve disputes remotely. In 2024, Singapore’s
judiciary began pilot testing Al-driven legal assistants to aid in drafting legal documents and enhancing
decision-making.

Singapore’s Legal Technology Vision 2025 aims to establish the country as a global leader in legal innovation
by promoting collaboration between law firms, tech companies, and government agencies.

These advancements are not isolated. Across the globe, legal technology is driving efficiencies, enhancing
transparency, and creating new opportunities for access to justice. The ongoing focus on privacy, Al ethics,
and accessibility in the legal space reflects a broader trend toward a more secure and user-centric legal
environment.

As countries continue to adapt their legal frameworks to keep pace with technological developments, the
next decade promises even more transformative changes in the way legal systems operate.

ACHIEVEMENTS AND POLICIES IN LEGAL TECHNOLOGY: INDIA

Recent advancements in legal technology and the regulatory frameworks supporting them are reshaping the
legal landscape globally, particularly in India. Governments, particularly in India, are enacting progressive
measures to streamline legal processes and support technological innovations in the legal field.

1. India’s Digital India Act

India’s Digital India Act is a key milestone, targeting enhanced accountability for safeguarding citizens’
rights while promoting the ethical use of emerging technologies, such as Artificial Intelligence (Al). This
framework includes provisions ensuring proportional penalties for misuse of digital technologies, and it
proposes different regulatory approaches for sectors like digital media, e-commerce, and telecom. The
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government aims to foster a structured digital environment, enhancing access to justice, transparency, and
accountability.

2. Cybersecurity and Data Protection

In line with global trends, India has implemented stringent policies to protect the integrity of its digital
infrastructure. In 2024, the Reserve Bank of India (RBI) released updated cybersecurity measures, requiring
all financial institutions to adhere to higher standards of security and governance. Moreover, the Personal
Data Protection Bill, under consideration in 2024, will establish robust guidelines for the collection, use,
and transfer of personal data, crucial for the legal sector, where confidentiality is paramount.

3. Cryptocurrency and Blockchain Regulation

India has also taken significant strides toward regulating the cryptocurrency market. The government
introduced a comprehensive taxation and regulatory framework for virtual digital assets (VDAs), imposing
a 30% tax on profits from their trade and a 1% TDS on transactions above certain thresholds. These moves
aim to ensure that the market operates transparently, reducing fraud and enhancing regulatory oversight.

4. Legal Tech Initiatives in India

The Indian judiciary has embraced technology through initiatives like the e-Courts Project, which
is modernizing court management systems to streamline case handling, reduce delays, and improve
transparency. The e-Courts system, which has been operational since 2013, continues to expand, providing
electronic filing of cases, digital hearings, and electronic delivery of judgments.

5. International Collaboration and Innovation

The global approach to legal technology is also influencing India’s policies. For instance, India’s collaboration
with the European Union and other international bodies has facilitated the development of cross-border
frameworks to address issues such as data protection and the application of Al in legal decision-making.
These collaborations are essential for fostering innovation and ensuring that legal systems can cope with
rapid technological advancements.

Through these efforts, India is not only advancing its digital infrastructure but also setting the stage for
more efficient, secure, and transparent legal processes. The continuous push for legislative updates and
regulatory innovations in legal tech signals a commitment to enhancing the legal system’s accessibility and
efficiency.

RESEARCH AND INNOVATIONS IN LEGAL TECHNOLOGY

Google’s Quantum Chip and Legal Applications

Google’s Quantum Al division has made significant strides in quantum computing, claiming “quantum
supremacy” in 2019. They are now focused on integrating quantum algorithms into machine learning and
data optimization. One specific innovation is the use of quantum algorithms to address computationally
intensive challenges like energy efficiency and simulation of materials—domains that could extend
to legal research by optimizing contract analysis or resolving complex legal disputes efficiently. This
innovation demonstrates quantum’s potential to reshape how large datasets, like those in legal systems,
are processed.

In practical legal applications, quantum algorithms could revolutionize predictive analytics for case
outcomes, jury behaviour, or legislative impacts. However, challenges like high error rates in quantum
systems and the need for advanced programming frameworks still hinder immediate adoption.

Reliance Industries and Blockchain for Legal Tech

Reliance Industries has invested in advanced digital infrastructures, including blockchain technologies that
are pivotal for legal applications. Blockchain’s integration into legal systems ensures transparent contract
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enforcement, tamper-proof records, and real-time document validation. For instance, smart contracts
can automate compliance and mitigate fraud, streamlining corporate legal processes. Reliance’s use of
blockchain could serve as a prototype for large-scale legal tech integration in developing economies.

Research-Driven Innovations

Academic research complements these industrial advancements. Studies highlight quantum technologies’
growing use in data privacy, cybersecurity, and intellectual property litigation. For instance, projects at
MIT and Microsoft are exploring how quantum systems improve encryption methods, which directly impacts
privacy laws. Similarly, researchers at Sandia National Laboratories developed quantum-based solutions to
optimize materials’ simulations, which could influence environmental litigation cases.

CHALLENGES IN LEGAL TECH ADOPTION: EVIDENCE FROM STUDIES AND OBSERVATIONS

The adoption of legal technology is reshaping the industry, but its integration has not been without
challenges. Various studies and industry reports highlight the barriers that legal teams, both in-house and
at law firms, face in this transformation.

1. Resistance to Change and Skill Gaps

Smaller law firms often exhibit significant resistance to adopting legal tech due to concerns about disruption
and resource diversion. For instance, more than half of small firms surveyed cited these concerns, with
fears of operational upheaval outweighing the perceived benefits of new technology. Training challenges
are particularly pronounced in larger firms, where the complexity of workflows necessitates significant
investment in employee upskilling.

2. Administrative Burden

Manual processes remain a significant bottleneck. In-house legal teams reportedly spend over 30% of their
time on routine administrative tasks, such as managing invoices and approvals. This inefficiency translates
into financial losses—for instance, a team of ten wasting three hours daily on manual tasks costs businesses
nearly $817,500 annually.

3. Fragmented Technology Ecosystems

Legal teams frequently rely on multiple software solutions, leading to inefficiencies. A 2024 report
showed that 42% of in-house teams use four or more tech tools, causing issues like platform-switching and
underutilization of available features. Consolidating these tools remains a challenge due to concerns about
compatibility and data migration.

4. Ethical and Security Concerns

Legal professionals are cautious about using artificial intelligence (Al) and other tools due to ethical, privacy,
and security concerns. For example, 65% of UK in-house teams now use Al for routine tasks, but only 15%
employ it for complex use cases. This disparity highlights the lingering unease about Al’s capacity to handle
nuanced legal issues.

5. Budget Constraints

Budget limitations, especially for small firms, are a recurring issue. Around 85% of firms with fewer than
three employees allocate $10,000 or less annually to technology, focusing on affordable solutions rather
than comprehensive systems. Larger firms, on the other hand, often invest up to $50,000 in tech solutions,
but still face resistance due to high upfront costs and the need for long-term ROI.

Study shows that firms adopting case management systems experience tangible benefits, including improved
client satisfaction. For example, 62% of firms using such systems reported better workflow transparency,
enhanced billing processes, and reduced time on administrative tasks. These outcomes suggest that
technology can directly address client-centric needs when effectively implemented.
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ADDRESSING THE CHALLENGES

The adoption of legal technology promises a more efficient, transparent, and accessible legal system.
However, the journey toward widespread implementation is fraught with challenges, such as resistance
to change, high costs, ethical concerns, and inadequate infrastructure. To overcome these hurdles,
collaborative efforts involving governments, legal institutions, and technology providers are crucial. Recent
research, case studies, and global initiatives highlight effective strategies and practical solutions to address
these barriers.

1. Skill Gaps and Technological Competency

Training and educational programs tailored for lawyers and judges are essential. For instance, the Law
Society of England and Wales has introduced a Technology Competency Framework to provide lawyers with
the necessary skills to use Al and blockchain tools effectively.

According to a 2022 study by McKinsey, organizations that invested in regular tech upskilling programs for
their staff saw a 40% higher adoption rate of new technologies. The study also found that tech-savvy lawyers
were 30% more productive compared to their peers who lacked training. Example: In the U.S., partnerships
between the Legal Services Corporation (LSC) and universities have resulted in Al-based training modules
for legal aid attorneys, enabling them to serve clients more efficiently.

2. Resistance to Change and Cultural Barriers

To combat this, leadership in law firms and judiciary systems must emphasize technology as a complement
rather than a replacement. Appointing “tech champions” to advocate for change within organizations has
proven effective. Additionally, creating platforms for lawyers to experiment with tools in a controlled
environment can reduce apprehension.

A survey by the American Bar Association (2023) revealed that firms with internal “tech ambassadors”
experienced 50% smoother transitions to digital platforms compared to firms without such roles. In India,
the e-Courts Project has introduced digital filing and virtual hearings, demonstrating that technology can
coexist with traditional systems. This has led to a 15% increase in the resolution of long-pending cases.

3. High Costs and Financial Barriers

Public-private partnerships and government subsidies can make legal technology more accessible. Initiatives
like Singapore’s Tech Access Program and India’s Startup India Scheme provide financial support and
infrastructure to reduce entry costs.

A 2023 report by PwC highlighted that subsidized legal tech tools led to a 25% increase in adoption rates
among small law firms globally. Additionally, affordable SaaS (Software as a Service) models for legal
management systems have reduced upfront costs for firms by 40%.

4. Ethical and Regulatory Concerns

Governments and organizations must establish ethical frameworks and ensure regulatory compliance. The
European Union’s Al Act and India’s Personal Data Protection Bill (2024) are examples of policies aimed at
regulating Al systems and safeguarding user data.

A Stanford Law School study (2023) found that firms using ethically governed Al tools reported a 60%
improvement in client trust levels compared to those that did not prioritize transparency and data
protection. The UK’s judiciary has integrated ethical guidelines into its Al-assisted decision-making systems,
ensuring fair and unbiased outcomes in civil cases.

5. Infrastructure and Integration Challenges

Governments must invest in building infrastructure. For instance, India’s Bharat Net Initiative is expanding
high-speed internet access to rural courts, enabling them to utilize the e-Courts platform effectively.
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According to the World Bank, countries that invested in digital infrastructure for their judiciary systems
reduced average case resolution times by 30%, demonstrating the importance of foundational readiness.

6. Fragmentation in Legal Tech Ecosystems

Developing integrated legal tech ecosystems is key. The UK’s HMCTS Reform Program created a centralized
digital case management system, streamlining workflows across courts and tribunals.

Singapore’s Integrated Dispute Resolution Platform combines mediation, arbitration, and litigation processes
into a single platform, significantly reducing resolution times for commercial disputes.

While the challenges in adopting legal technology are multifaceted, ongoing global efforts offer promising
solutions. Governments, legal firms, and technology providers must collaborate to address skill gaps,
affordability issues, ethical concerns, and infrastructure deficits. Success stories like India’s e-Courts
Project, the EU’s Al Act, and Singapore’s integrated platforms highlight the transformative potential of
legal tech when coupled with proactive policymaking and strategic investments.

FUTURE TRENDS IN LEGAL TECHNOLOGY: ANALYSIS AND WORLD INSIGHTS

The landscape of legal technology is undergoing rapid evolution, driven by advancements in artificial
intelligence (Al), machine learning, and other emerging technologies. Here’s an in-depth look at the future
trends in legal technology, bolstered by real-world data and insights:

1. Al and Machine Learning in Legal Operations

Al tools are reshaping legal workflows, particularly in areas such as legal research, contract management,
and predictive analytics. For instance: Al-powered predictive analytics can assess historical data to
predict case outcomes, enabling better decision-making. Tools like SUPACE in India help judges analyze
case data and draft judgments. Research suggests that tools like LexisNexis and Bloomberg Law have
integrated such capabilities, increasing efficiency by over 30% for some firms. Al tools such as Law Geex
automate contract reviews, reducing time by up to 80% while maintaining accuracy levels higher than
manual reviews.

Al-driven platforms in the U.S., like ROSS Intelligence, assist lawyers in legal research. The Do Not Pay chat
bot in the U.S. helps users fight parking tickets through Al-powered assistance. The U.K. has piloted Al for
streamlining small claims cases, reducing resolution times by 30%. China’s Al-powered judge, deployed in
select courts, handles minor disputes with significant efficiency.

2. Virtual Reality (VR) and Immersive Courtrooms

Emerging technologies like VR are being piloted for virtual courtrooms and mock trials. These tools provide
lawyers with an immersive environment to prepare cases, interact with evidence, and simulate real-life
scenarios. Although still in its infancy, trials in jurisdictions like the UK and Singapore show promise for
broader adoption.

The COVID-19 pandemic highlighted the importance of video conferencing in ensuring continuity of legal
proceedings. India conducted over 18 million virtual hearings during the pandemic. Rural courts in Kenya
used video conferencing to connect litigants with judges, reducing delays.

3. E-Discovery and Legal Analytics

E-discovery tools enable firms to manage large volumes of electronic evidence efficiently, which is
increasingly critical as more data is stored digitally. Tools like Relativity and Everlaw use Al to sift through
electronic evidence, cutting down discovery times by nearly 60% compared to traditional methods.

4. Blockchain for Smart Contracts and Data Security

Blockchain technology is being integrated into legal systems to ensure transparent and tamper-proof
transactions. Smart contracts, which execute automatically when predefined conditions are met, are
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revolutionizing industries like real estate and intellectual property law. Governments like Estonia have
implemented blockchain-based systems to manage legal documentation securely.

5. Cloud-Based Solutions and Remote Accessibility

Cloud technologies are becoming a mainstay in legal practice, facilitating remote work and collaboration.
Platforms such as Clio provide secure storage, case management, and client communication tools. This
trend has gained traction post-pandemic, with a reported 70% of law firms adopting cloud-based solutions.

6. Legal Design and User-Centric Interfaces

Legal design focuses on simplifying legal documents and processes, making them more accessible. According
to the Nielsen Norman Group, user-centric legal tech designs can significantly reduce errors and enhance
user satisfaction, especially for self-represented litigants.

7. Regulatory Compliance and Cybersecurity

With the rise in cyber threats, advanced cybersecurity measures such as encryption and multi-factor
authentication are becoming standard in legal tech platforms. Tools for compliance with GDPR and other
regulations are also evolving to help firms manage data breaches effectively.

8. Government Initiatives and Policies

Governments worldwide are encouraging tech adoption in the legal sector. Digitizing court records has been
a critical first step in modernizing the judiciary. In India, the E-Courts Project has digitized over 70 million
case files, enabling faster resolution.

The UK has completed trials of Al-based risk assessment tools for bail decisions, improving transparency and
reducing biases.

Estonia, a pioneer in digital governance, has fully digitized its court systems, enabling seamless case tracking
and online filings.

9. Online Dispute Resolution (ODR)

ODR platforms facilitate resolution of disputes without requiring physical appearances. India’s NITI Aayog
has proposed a national ODR system, leveraging platforms like Sama and Agami for resolving disputes in
areas like e-commerce and banking. Platforms like Sama and Agami have successfully resolved over 10,000
disputes in India, including cases involving rural litigants. However, awareness about ODR remains low
among small-scale businesses and rural populations.

The European Union’s ODR platform facilitates cross-border consumer dispute resolution.

WORLD DATA AND REFERENCES

A study by Gartner indicates that Al in legal tech has led to a 25% increase in task automation across firms
globally. The World Justice Project highlights that courts adopting user-friendly digital platforms experience
increased engagement from underserved populations. According to the American Bar Association, 40% of
firms using cloud-based solutions have seen productivity improvements.

CONCLUSION

The future of legal technology is marked by its potential to enhance efficiency, accessibility, and fairness
in legal processes. As technology continues to evolve, it is critical for legal professionals and policymakers
to embrace these tools while addressing challenges such as algorithmic bias and data security. These
advancements are not just theoretical but are backed by measurable improvements and ongoing research,
positioning the legal industry for a transformative decade ahead.
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INTRODUCTION

Environmental, Social, and Governance (ESG) is a framework that evaluates an organization’s impact and
performance across three critical dimensions: Environmental: This focuses on how a company performs as
a steward of nature. Climate Change, Resource Depletion, Waste and Pollution, Deforestation, Renewable
energy. Social: This evaluates how a company manages relationships with employees, suppliers, customers,
and the communities in which it operates. Working Conditions, Local communities, Conflict, Health and
Safety, Employee Relations and Diversity, Product Safety and Quality, Privacy & Data Security. Governance:
This looks at the internal systems, policies, and procedures that ensure a company is run ethically and
transparently. Executive Pay, Bribery and Corruption, Political lobbying and Donations, Board Diversity and
Structure, Tax Transparency and Reporting.

WHAT ARE ESG COMPLIANCES?

ESG compliance means adhering to the principles of the environmental, social, and governance (ESG)
guidelines established by ESG compliance frameworks and regulatory bodies which could be both voluntary
or mandatory by statute. ESG compliance criteria aim to ensure companies operate responsibly and
sustainably in policy and practice.

WHY ESG MATTERS?
1. Investor demand

Investors are increasingly incorporating ESG factors into their decision-making processes. Companies
with strong ESG practices are viewed as more resilient and better positioned for long-term growth.
As a result, ESG-conscious investing is on the rise, with a increasing number of funds dedicated to
ESG-compliant businesses. This shift is driven by the belief that sustainable businesses are less likely
to face significant risks, such as regulatory fines, reputational damage, or environmental disasters.

2. Risk Management

Companies that actively manage ESG risks tend to have better risk profiles. For instance, environmental
risks such as natural resource depletion and climate change can have a direct impact on a company’s
operations. By addressing these risks proactively, companies can avoid potential disruptions. Likewise,
strong governance can help prevent ethical issues and corruption . Focus on social issues can lead to
better employee retention and stronger community relations.

3. Reputation and Brand Value

As consumers become more conscious of social and environmental issues, they are increasingly
making purchasing decisions based on a company’s ESG performance. Businesses that demonstrate
a genuine commitment to sustainability, fair labour practices, and ethical governance tend to
enjoy stronger brand loyalty and enhanced customer trust. Companies that fail to prioritize ESG
may face backlash, boycotts, or negative publicity, which can significantly impact their bottom
line.
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4. Regulatory Compliance

Indian regulations, Companies law and SEBI have mandated ESG disclosures for certain type of
companies. Governments worldwide are implementing regulations that require companies to disclose
their ESG performance. In some cases, companies are mandated to reduce their carbon emissions,
promote diversity and inclusion, or ensure fair treatment of workers. By staying ahead of these
regulations, companies can avoid fines and ensure smoother operations, besides several other benefits.

ESG REPORTING AND FRAMEWORKS

As ESG considerations become more integral to business strategy, there is a growing demand for standardized
reporting. Several frameworks and guidelines have been developed to help businesses disclose their ESG
practices in a consistent and transparent manner. Some of the more widely used standards are:

® Global Reporting Initiative (GRI): A widely used framework for sustainability reporting that covers
environmental, social, and governance topics.

e Sustainability Accounting Standards Board (SASB): Provides industry-specific standards for ESG
reporting that focus on financially material issues.

® Task Force on Climate-related Financial Disclosures (TCFD): Focuses on reporting climate-related
financial risks. Tata Steel was one of the founding members of TCFD.

® Integrated Reporting Framework (IR): A comprehensive approach to reporting that integrates
financial and non-financial parameters.

RATIONALE OF CSR REPORTING
Key reasons for CSR reporting:
e Transparency and Accountability:

O CSR reporting promotes transparency by disclosing a company’s non-financial activities and
impacts.

O Transparency encourages businesses to improve social and environmental practices by holding
them accountable.

® Reputation and Brand Building:

O CSR reporting enhances a company’s reputation and brand image, attracting customers,
investors, and talented employees who align with their values.

O By implementing CSR initiatives, companies can differentiate themselves in the market and
attract customers.

® Benchmarking and Performance Improvement: CSRreporting helps companies measure performance,
benchmark against industry standards, and identify areas for improvement in their strategies.

® Legal and Regulatory Compliance:

O CSR reporting helps companies comply with legal requirements and regulations related to
social and environmental issues.

O Mandatory reporting frameworks require companies to disclose certain non-financial
information, ensuring compliance and minimizing legal or regulatory penalties.

® Risk Management: CSR reporting helps companies identify and manage social and environmental
risks by assessing impacts and taking appropriate measures to mitigate them.

BRSR (Business Responsibility & Sustainability Reporting)

“ BRSR Reporting requirements introduced by SEBI vide its circular dt May 10, 2021(Subsequent circular
dt Jul 12, 2023 - BRSR Core)
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® The Circular is accompanied with a format of BRSR, and guidance note to fill the format.

® BRSR seeks disclosures from listed entities on their performance against the National Guidelines
on Responsible Business Conduct.(NGRBC). NGRBCs are a set of nine principals and issued by
Ministry of Corporate Affairs. The highlights of BRSR reporting are as under:

O Each NGRBC principle is divided into essential and leadership indicators
QO Essential indicators are mandatory for reporting.

O Leadership indicators are voluntary, however, It is expected that eligible listed entities
endeavor to report on voluntary indicators also

BRSR reporting is mandatory for top 1000 companies (by market capitalisation) and BRSR reports remain
available in public domain. It is a useful mechanism for maintaining, tracking and benchmarking performance
of top 1000 companies against ESG parameters.

ESG AND VALUATION

ESG principles are becoming essential for successful business. Progressively, more and more stakeholders as
well as providers and users of capital, seek clarity on how ESG is affecting their investments and the value
of a company

In relation to ESG (Environmental, Social, and Governance), valuation refers to the process of assessing a
company'’s or asset’s financial worthwhile considering ESG factors. Conventionally, valuations were based
purely on financial metrics, but now, an increasing number of investors, analysts, and businesses are
incorporating ESG considerations into their valuation models to better understand the long-term risks and
opportunities related to environmental, social, and governance factors.

INVESTOR MINDSET:

Investor mindset regarding ESG hovers around following fundamental questions which can be leading
indicators of financial performance:

1. Does the company have a resilient business model which can overcome threats in regard to climate
changes and regulations?

2. Are the social practices and policies of the company optimised to appeal and retain customers and
human capital?

3. Is the governance in place capable of sustaining any emerging risks or unforeseen challenges that
undoubtedly exist beyond near term line of sight?

4. |s the ESG reporting satisfying the needs of the investment community and other stakeholders?

5. What are the ESG risks, and how well they are being managed by the organisation.

VALUATION METHODOLOGIES FOR CAPTURING ESG IMPACT

There is no straight answer to integrating ESG into valuation models, but certain methodologies are emerging
as best practices:

1. Adjusting Cash Flows One of the most direct ways to incorporate ESG factors into valuation is by
adjusting projected cash flows. Environmental initiatives such as adopting renewable energy sources
or improving energy efficiency can reduce operating costs in the long run. Social improvements
like fair labour practices or workplace diversity programs can enhance employee productivity and
customer loyalty, leading to better revenue growth.

2. Modifying the Discount Rate Another approach is to adjust the discount rate to reflect ESG risks.
Companies with weak ESG practices may face higher future risks—be it regulatory penalties,
environmental cleanup costs, or reputational damage—that necessitate a higher discount rate to
account for this uncertainty.
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3. Industry-Specific Adjustments Each industry faces unique ESG challenges. For instance, steel &
energy companies are grappling with decarbonization and the impact of carbon pricing, while tech
firms are increasingly focused on data privacy and cybersecurity.

4. From Qualitative to Quantitative Metrics A major challenge for CFOs is how to quantify ESG metrics,
particularly qualitative factors like corporate culture or ethical governance. Tools like the Sustainable
CAPM (SCAPM) are helping bridge this gap by adjusting traditional financial models to account for ESG
performance.

HOW ESG IMPACTS VALUE CREATION:

1. Top line growth; development of new products and services in line with customer trends, trapping
into new markets which accords premium to transparent and sustainable products and practices.

Consumer Demand and Preference: Social Responsibility, Consumers are attracted to products
that are produced under fair labour conditions and contribute positively to communities.
This aligns with ESG’s social factors. Environmental Concerns, Consumers increasingly seek
products that have a lower environmental impact, such as those with reduced carbon emissions,
sustainable sourcing, or minimal waste.

Innovation and Competitive Advantage: Market Differentiation, Sustainable products can
set a business apart from competitors by addressing environmental and social challenges in
unique and innovative ways. Early Adopter Advantage, Businesses that pioneer sustainable
solutions may capture a first-mover advantage, gaining loyal customers who appreciate their
commitment to ESG.

Market Expansion: The market for sustainable products is expanding as consumer awareness
increases. Offering products that cater to this segment can open up new revenue streams.
Further, Sustainable products can resonate with diverse audiences globally, allowing businesses
to tap into new markets.

Brand Image and Loyalty: Customer Loyalty, Consumers who resonate with a brand’s
sustainable values are more likely to become repeat customers, contributing to steady revenue
growth. Brand Reputation, developing sustainable products demonstrates a company’s
commitment to responsible practices, enhancing its reputation and attracting customers who
value such initiatives.

Risk Mitigation: Environmental and Regulatory Risks, developing sustainable products can
mitigate risks associated with changing regulations and consumer preferences, ensuring
continuity of revenue streams. Reputation Management, avoiding negative environmental or
social impacts linked to products can protect a business’s reputation and maintain consumer
trust.

2. Cost reduction; This could happen on account of factors such as energy efficiency, lower emission
and waste management & recycling.

Improved Profit Margins

Cost reduction helps to increase profit margins by lowering the variable or fixed costs associated
with production, operations, or service delivery. If a company reduces its costs without reducing
its revenue, the difference between income and expenses (profit) increases.

Freeing up Capital for Investment

Lower costs mean that a company can free up capital that was previously allocated to overheads
and use it for reinvestment in growth opportunities leading to higher valuations.

Competitive advantage: Cost reduction can give a company a competitive edge by allowing it
to offer lower prices to customers or invest more in marketing, innovation, or customer service,
without sacrificing profitability. Companies with lower costs can undercut competitors’ prices
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while maintaining healthy margins, thus gaining market share.

® Increased ROI on Investments: cost reduction improves the return on investment (ROI) on
both tangible and intangible assets. When a company can generate the same or higher revenue
with lower costs, the return on assets increases.

® Attracting Investors and Raising Capital: Acompany that demonstrates strong cost management
and profitability through cost reduction may be seen as more attractive to investors. Strong cost
control can indicate that a company is capable of maintaining profitability even in challenging
market conditions, which reduces risk for investors. This can lead to:

O Higher stock prices
O Easier access to funding (lower borrowing costs with more favourable lending terms)
QO Stronger investor confidence in the company’s long-term stability

3. Reduction in regulatory and legal costs:

® Avoidance of fines and penalties: Regulatory compliance is an area where costs can be
drastically reduced by adopting proactive measures to avoid fines, penalties, or sanctions.
Non-compliance with laws can lead to substantial financial penalties, so reducing the risk of
these costs can significantly enhance profitability.

® Long-Term Sustainability: By establishing a strong compliance culture and reducing legal risks,
companies position themselves for sustainable, long-term growth. Fewer legal and regulatory
hurdles allow the company to focus on building its brand, expanding into new markets, and
creating value for stakeholders, rather than constantly managing legal issues.

4. Increased labour productivity: Enhancing employee morale and attraction of top talents.

® Increase output without cost addition: Increased labour productivity means that the same
number of employees (or fewer) can produce more goods or services, leading to higher output
without a proportional increase in costs. This improves overall efficiency, as companies are
able to generate more revenue without incurring significant additional labour expenses.

® Higher Profit Margins: When labour productivity increases, a company can reduce the cost per
unit of output. Lower labour costs per unit increase profit margins because the company is able
to produce more with less labour, enhancing overall profitability.

5. Better capital allocation and asset optimisation; Via allocation of capital for long-term, sustainable
investment opportunities, resulting in enhanced investment returns.

Increased operational efficiency: Asset optimization focuses on making the most out of existing resources,
whether it’s equipment, inventory, technology, or human capital. By optimizing how assets are utilized,
companies can reduce waste, improve productivity, and lower costs, which directly boosts profitability.

Strategic growth and expansion: Allocating capital effectively allows the company to fund strategic growth
opportunities such as entering new markets, acquiring other businesses, or developing new products. This
helps create long-term value by expanding the company’s revenue streams and market presence.

INCORPORATING ESG FRAMEWORK INTO BUSINESS VALUATION

Despite the importance of ESG to businesses, progress in developing globally accepted standards for
integrating ESG considerations into valuations is still in its infancy. There is a common misconception that
ESG disclosures are non-financial by nature, and therefore, have no financial impact. It ignores the fact
that ESG encompasses a wide range of factors that determine an organization’s long-term viability and
sustainability. In assessing these factors, we must move away from the conventional “multiple based”
analysis and examine how they enable enterprises to create value over the long-term.

The integration of ESG factors into investment valuation signifies an important and complex shift in the
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financial landscape. There is a definite need for regulatory support in standardising ESG reporting and
valuation. There is a growing demand from investors and valuers for accurate and transparent data in ESG
impact.Independent studies have indicated that companies at the forefront of ESG transformation enjoy a
valuation premium.

The impact of ESG on valuation can be categorised into ‘hard’ and ‘soft’ impacts. Hard impacts directly
influence cash flows through identifiable risks or opportunities. Soft impacts, however, involve the difficult
task of appraising investor sentiment towards ESG-positive businesses, which might not be directly reflected
in valuations.

The Market Approach -According to the market approach, the following should be considered when valuing
ESG considerations:

® Analyse and compare ESG practices among comparable companies and industries.
® Using such criteria, evaluate the performance of the subject company.

® Using comparable companies’ performance as a comparison, calibrate the market inputs to the
subject entity.

The primary disadvantage of this approach is that ESG data, disclosures, and rating systems are still in
their infancy. Therefore, a company’s ESG factors and practices would be scored based on judgment, with
different practitioners possibly assigning different weightings/scorings.

The Income Approach - The income approach should incorporate ESG considerations into its discount
rate or cash flow valuation. IVSC recommended avoiding double counting certain ESG factors implicitly
incorporated in valuations.

CONCLUSION

ESG factors are increasingly integrated into the valuation of companies as investors and stakeholders
recognize their impact on long-term sustainability and performance. A strong ESG performance can lead
to enhanced reputation, access to capital, customer loyalty, and talent attraction, all of which contribute
to a higher valuation. Companies that prioritize ESG considerations and integrate them into their core
business strategies are more likely to create value for all stakeholders, positioning themselves for long-term
success in an evolving business landscape. As a result, ESG factors have become a critical aspect of company
valuation in today’s investment landscape, shaping the broader understanding of ‘ESG Impact on Valuation.’

More often than not, the ESG compliance will result in additional costs in the short term and drag the cash
flows down. On a longer term basis, the benefits of ESG compliances manifest in ways described above and
the resulting effect is higher valuation.

However, it will take continuous effort to achieve consensus on the standardized approach for incorporating
ESG into valuation. In order to achieve this, regulations are rapidly evolving towards a more homogenized
ESG measurement and reporting framework, which will aid practitioners in better capturing and quantifying
ESG considerations in valuations.

*ekdkk
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