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ABSTRACT

The Insolvency and Bankruptcy Code of 2016? is one piece of legislation which has indeed changed
the whole paradigm of legal and economic policies pertaining to corporate insolvency and resolution
in India. There was an attempt to streamline the country ” s diverse insolvency system prior to IBC,
however, it resulted in a fragmented, inefficient system due to myriad reasons which ultimately led to
severe erosion of value for every stakeholder involved. With IBC came a singular process oriented
approach, centered around creditors with set deadlines optimizing value while fostering
entrepreneurship effectively enhancing credit availability. This article looks at the entire structure of
IBC including key objectives, processes as well as impacts focusing primarily on implementing it as
a game changer towards resolving corporate issues. In addition, it offers detailed analysis on other
gaps including judicial contraversies along with recent amendments discussing all changes done to

reflect its significance within economic reforms in India.

INTRODUCTION

The productivity of India’s economy has historically suffered due to the ineffective insolvency and
bankruptcy processes. It is worth noting that prior to 2016 there had been numerous conflicting
legislations such as ‘the sick industrial companies act’, ‘the Securitisation and Reconstruction of
Financial Assets and Enforcement of Security Interest Act’, and ‘the Recovery of Debts due to Banks
and Financial Institutions Act’ which together formed a sluggish, debt collecting system. Alongside

drawn out insolvency processes, there was low asset recovery and capital investment was scarce.

! Insolvency and Bankruptcy Code, 2016
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Understanding the need for change, the Indian Parliament passes The Insolvency and Bankruptcy
Code in 2016 that consolidated revised laws governing restructuring, insolvency, reorganization
proceedings for corporate entities, firm partnerships as well as individuals. This legislation is one of
the post triumphant milestones which depicts India’s legal innovation. IBC assists resolving stressed

assets swiftly while facilitating new business opportunities along with fresh entrepreneurial ventures.

HISTORICAL BACKGROUND AND NEED FOR THE IBC

Prior to the adoption of IBC, bankruptcy in India was managed based on multiple pieces of legislation
such as : The Divya Sahakari Sakhar Karkhana Ltd v/s Union of India case?, The Company’ s Act
along with Sick Industrial Companies Act (SICA), Recovery of Debts Due to Banks and Financial
Institutions Act (RDDBFI) and SARFAESI. These systems were quite rigid, leading to resolution

times averaging over four years.

The government has taken steps towards solving the problem of NPAs in banks considering their
mount in number. Thus, bringing forth the BLRC in 2014 which introduced IBC and was chaired by
Dr T. K Viswanathan.

OBJECTIVES AND SALIENT FEATURES OF THE IBC

Key Objectives :

* Streamline existing insolvency laws into a single law.

* Supply a step - by - step framework with specific timelines for insolvency resolution processes.

* Achieve the greatest possible asset value for all parties involved.

* Encourage business and easy access to capital.

* Protect all parties interests, including changing the order of priority government reimbursements

receive.

Salient Features :

1) Time bound Resolution : The IBC specifies that company - level insolvency resolutions must be
final within 180 days, with a possible extension of 90 days. For some types of smaller firms and

startups, this windows is reduced to 90 days. For some types of smaller firms and startups, this

2 Sahyadri Sahalar1 Sakhar Karkhana Ltd vs Union of India, June 6, 2025
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windows is reduced to 90 days plus an additional 45 day extension. With legal proceedings being
added, the total duration capped at 330 days due to a change made in 2019.

Creditor - in Control Model : Management authority is given over to creditors once the
appropriate insolvency frameworks are initiated under this model enabling debtor’s management
alongside a resolution professional within the committee of creditors.

Single Adjudicatory Authority : Corporate insolvencies are exclusively dealt by NCLT while

individual and partnership firm insolvent cases are split off to DRTSs.

Licensed Insolvency Professionals : Registered professionals managing corporate assets control
the operations during company’s insolvency under specific recovery planed strategies known as

resolution process integrated with transparent overhauls.

Information Utilities : These entities gather essential data relevant for the processing stage now

also assist compiling records of finances for clients undergoing involve processes.

THE CORPORATE INSOLVENCY RESOLUTION PROCESS (CIRP)

Initiation :

The financial creditor (section 7)3, an operational creditor (section 9)*, or the corporate debtor itself

(section 10)° may initiate the CIPR by submitting an application with the NCLT. In order to safeguard

smaller businesses during the Covid 19 pandemic, the default threshold was initially set at Rs 1 lakh,

and subsequently raised to Rs 1 crore in March 2020.°

Process :

The CIRP is a statutory process commenced under the IBC to address insolvency and corporate debt,

which is a feature of the mechanism. It is a process that permits FILF (financially distressed

corporations) to resolve their financial problems in a timely manner, providing for the rights of all

% Insolvency and Bankruptcy Code, 2016, section 7

* Insolvency and Bankruptcy Code 2016, section 9

> Insolvency and Bankruptcy Code 2016, section 10

¢ Understanding the IBC : Key Jurisprudence and practical considerations, A handbook, IFC and Insolvency
and Bankruptcy Board of India,
https://www.ibbi.gov.in/uploads/whatsnew/e42fddce80e99d28b683a7e21c81110e.pdf
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stakeholders in the process. The process provides for a culture of financial discipline, while promoting
entrepreneurial activity and sustained economic growth. The objective of this process includes,
amongst other things, restoring financially distressed corporations, maximizing the recoverable value

of the assets, providing a conducive, safe, and secure environment for economic stability and growth.

CIRP can begin either upon default of the financial obligations by the company or by operation of a
credible third party (the creditor group or the company). Once the company is admitted by NCLT, a
moratorium is imposed on all proceedings, and immedately, an Interim resolution professional (IRP)

is appointed to take over the day-to-day management or ongoing business of the company.

CIRP is determined by a combination of identification of corporate distress or default, together with
the involvement of of creditors or, depending on the nature and size of the company, the Committee
of Creditors (CoC), marketbased solutions to revive distressed corporation. The resolution plan must
be endorsed by 66% of the creditor group at the meeting, as well as be other considered in the interests
of financial and practical redevelopment of the distressed firm, the failure of the distressed firm to
have a resolution plan approved will lead the distressed market and lead to its liquidation, provided
that, if the resolution plan is proposed, then the distressed company receiving 66% of its approval
could lead to liquidation. Ultimately, CIRP aims to maximise asset value, protect stakeholder
interests, and restore economic stability by fostering a disciplined and accountable business

environment.

IMPACT OF THE IBC : A GAME CHANGER

1) Enhanced Recovery Rates and Timeliness : The IBC has led to much higher recovery rates for
creditors compared to previous regimes. Creditors have realised Rs 3.16 lakh crore out of Rs 9.92
lakh crore in admitted claims as of September 2023, with average recovery rates far exceeding
those under older laws.

2) Credit Culture Boost : The IBC has instilled financial discipline among borrowers and improved

the overall credit culture by holding defaulting companies accountable and empowering creditors.

3) Boosted India’s Global Ranking : India’s ranking in the World Bank’s Ease of Doing business
Index for resolving insolvency improved dramatically, jumping 84 places from 136th in 2016 to
52nd, largely due to the IBC.
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Reduced Resolution Time : The average time to resolve insolvency cases has dropped from over
four years before IBC to about 1.5 years, making the process much more efficient and reducing

value erosion.

Lowered Non - Performing Assets ( NPAs) : The Gross NPA ratio in Indian banks has reached a
12-year low of 2.8%’ as of June, 2024, a trend attributed in part to the effectiveness of the IBC

in resolving bad loans.

Judicial and Regulatory Developments : The Judiciary has been instrumental in interpreting and
holding the IBC. Major judgements have addressed concerns regarding the eligibility of
applicants for resolution, handling various classes of creditors, and the extent of the moratorium.
The legislature and regulators have also reacted decisively to new challenges, bringing in

amendments to clarify ambiguities and simplify the process.

CHALLENGES AND CRITICISMS

1)

2)

3)

4)

Delays and Judicial Backlogs : Despite there is a legal time course, litigation, insufficient judicial
capacity and process already means many cases have exceeded the time limit. The NCLT and
NCLAT have grappled with many case backlogs. Overall, these questions these issues in terms

of effecting timely resolution, which is fundamentally why we have IBC.

Differential Treatment of Creditors : There has been a concern with the Waterfall mechanism and
priority of financial creditors in the CoC, when considering how operational creditors and others
were treated. The Supreme Court in numerous case has played a role clarifying the rights of the

respective creditor groups.

Quality and Capacity of Insolvency Professionals : The evolving Insolvency profession in India
faces some challenges around capacity, expertise, and accountability, to deal with big,

complicated insolvencies.

Information Gaps and Disputes : Information utilities are of limited use, as disputes about claims
and ownership of assets arise all the time.

"IBC’s Eight Years : Research and Analysis, PIB Delhi, October 2, 2024,
https://www.pib.gov.in/PressReleasePage.aspx?PRID=2060974
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Sectoral and Legal Complexities : Certain sectors such as real estate and infrastructure create
complications in relation to the vast number of stakeholders and overlapping regulations in
different sectors. There have also been interpretation issues and disputes between the IBC and

other laws such as tax, labor, and environmental regulations.

Evolving Jurisprudence and Amendments : The IBC has continuously evolved through changes
to the law and judicial interpretation. 2019 Amendments - The maximum time for completing the

CIRP has been increased to 330 days, including litigation.

Supreme Court Rulings : Important judicial authority has clarified the hierarchy of CoC decisions,

the rights of dissenting creditors and operational creditors.

Pre - packaged Insolvency : A pre - packaged insolvency resolution process has been introduced

for MSMEs to streamline the process.

CASE STUDIES :

Essar Steel Case 20198

One of the largest and most complex cases under the IBC, Essar Steel’s resolution saw the recovery

of over Rs 42,000 crore for creditors, demonstrating the Code’s potential for value maximization and

timely resolution.

Swiss Ribbons v. Union of India case 20192

In this case, the Supreme Court upheld the constitutionality of the Insolvency and Bankruptcy Code,

2016 that was challenged by applying through 10 separate Writ Petitions including a Special Leave

Petition and a combined Order was reserved and passed by Hon’ble Supreme Court of India on 25th

January, 2019. The Hon’ble Court put the Last Nail in the Coffin while passing this judgement stating

8 CoC of Essar Steel India Ltd. Vs. Satish Kumar Gupta & Ors. 2019, https://ibclaw.in/summary-of-
landmark-judgment-of-supreme-court-in-committee-of-creditors-of-essar-steel-india-limited-vs-satish-
kumar-gupta-ors-under-ibc/

® Swiss Ribbon Vs Union of India, 2019, https://blog.ipleaders.in/swiss-ribbons-pvt-Itd-and-anr-v-union-of-
india-and-ors-comprehending-the-underpinnings-of-the-insolvency-and-bankruptcy-code-2016/
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that “The Defaulter’s Paradise is lost and, in its place, the economy’s rightful position has been
Regained.”

Bhushan Steel Case, 2025%°

The takeover of Bhushan Steel by Tata Steel under the IBC framework demonstrated the process’s

effectiveness in reviving large struggling assets and protecting jobs.

WAY FORWARD : RECOMMENDATIONS AND FUTURE DIRECTIONS

* Developing Institutional Capacity : Developing the capacity and resources of the NCLT, NCLAT
and insolvency professionals is critical if resolution is to be effective and timely.

* Developing Information Systems : Developing information utilities to ensure the availability,
accuracy and accessibility of information will lead to fewer disputes and, expedited claim

verification.

* Balancing Stakeholder Interests : It is important to periodically take stock of what is fair and
inclusive of the different classes of creditors including operational creditors in terms of their rights

and treatment.

* Facilitating Informal Restructuring : Facilitating or promoting, pre - insolvency workouts or

mediation can ease the burden on tribunals and help achieve consensual resolutions.

* Responding to New Issues : The IBC must plan and expect reasonable responses to sector specific
issues including cross - border insolvency and issues created by macro - economic shocks like
COVID 19.

CONCLUSION

The economic and legal advancements in India can be attributed to the Insolvency and Bankruptcy
Code that was put into place in 2016. India's approach towards corporate insolvency and resolution

has completely shifted with the introduction of IBC because it gathers a previously scattered legal

19 Kalyani Transco Vs. Bhushan Power and Steel Ltd, 2025
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system into one orderly, effective, and timely process. Rising recovery rates, increased investor trust,
improved credit discipline along with making India a preferred business hub are some of the

advantages achieved after implementing IBC.

Thanks to proactive measures from regulators, lawmakers, and judges, practical gaps are continuously
being addressed - this offers room for improvement even if challenges persist. Because we need more
time for the Code to fully develop along with further strengthening of institutional capability, there

is so much potential to bolster India’ s entire economy and its stability.

In conclusion, it's quite clear how IBC transformed resolving corporate issues by not only simplifying

processes but elevating them beyond Indian borders as well benefiting everyone involved.
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