@ INTERVIEW: MS SAHOO, chairman, Insolvency and Bankruptcy Board of India

‘Surge in IBC cases unlikely once Covid subsides’

Even as a debate rages on the
desirability of the suspension of
insolvency proceedings for Covid-

related default for up toa year,
MS Sahoo, the chicfof the insol-
wvengy regulator IBBI, defends the
move, saying the likelihood of
Sfindinga“whiteknight "torescue
failing firms is remote at this
time, when every company and

every industryis under stress. In

an mmeF’SBanikm]mr
Pattanayak, Sahooalso explains
whyit'simportantto havea spe-

cial insolvency mechanism for
MSMEs and why the country
badly needs an institutionalised
frameworkforthevaluation pro-
Sfession. He also says work has

startedonapre-packinsolvency
mechanism. Edited excerpts:

Some analysts, including for-
mer RBIdeputygovernor Viral
Acharya, have saidsuspending

insolvency proceedings for
fresh defaultsforup toayearis
abad idea; at best,the

sion should have beenlimited
tothree months. Will it delay
an earlyresclution of bad debt
in the banking system?

It is important to under-
stand the nature of suspension.
It is not a suspension of the
Insolvency and Bankruptcy Co-
de(IBC)forayear,assomebelie-
ve.ltis akeyhole surgery to sus-
pendatinypart ofthe Codefora
shortperiod.It doesnotsuspend
(a) filing of application foriniti-

ating insolvency proceeding
against a company for defaults
committed before March 25,
2020 or defaults arising after
expiryofthe Covid period,(b) the
applicationsalready filed before
the adjudicating authority for
the initiation of insolvency pro-
ceeding and pendingfor admis-
sion, and ongoing corporate
insolvencyproceedings(resolu-
tion and liquidation),includi
voluntary liquidation, and (c
provisionsrelating toandongo-
ing proceedings against per-
sonal guarantors and financial
service providers.

Also, the likelihood of find-
ing a white knight to rescue a
failing firm is remote at this
time, when every firm andevery
industryis reeling under stress.
If all failing firms were to
undergo insolvencyproceeding
(aroundthe same time), most of
them may end up with liquida-
tion forwant of saviours tores-
cue them. Rescuing lives of
firms being the prime objective
ofthe Code, it cannot be taking
away their lives prematurely.
What characterises Covid as
compared to any othercrisisis
the uncertainty surroundingit.
The law,therefore,enables sus-
pensionup tooneyearbasedon
assessment of groundrealities.

The RBI’s latest Financial Sta-
bility Report has forecast a
spike in bad loans to as much
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as14.7%byMarch 2021 from
8.5% in March 2020 if the
economy goes through a
severestress.Isthe IBCeco-sys-
tem strong and mature
enough to handle a potential
floodofcasesoncethe suspen-
sion islifted?

Thesurge of insolvency pro-
ceedingsontheotherside of the
Covidisveryunlikely,given that
the stakeholders have many
optionsduring the Covid period
for the recoveryofloanaswellas
for resolution of stress. The
period of suspension is being
utilised to ease the pain in the
systern. RBI has come out with
accommodative frameworks
for Covid-related stress.The gov-
emnment isworking onaspecial
resolution framework for
MSMEs.The work has begun on
pre-pack framework Thenum-
ber of insolvency proceedings
could be less, as the companies
willhave normalbusinessoper-
ations after Covid subsides.

Higher threshold of default (Z1
crore,against ¥1lakhearlier)for
theinitiation of insolvencypro-
ceedings will keep MSMEs out
ofthereach astheyresolveinsol-
vency under the special frame-
work. And the Covid period
default would remain outside
insolvencyproceedings forever.
Further, with the maturing of
theecosystemand resolutionof
contentiousissues, the disposal
ofan insolvency proceedingwill
be faster,

What wasthe need fora special
resolution framework forMSM-
Es?Whenisitexpected to come?

MSMEs are different from
companies in many ways as
regards resolution. These are:
MSMEs generally have loans
from informal sources,whichdo
not have access to resolution
frameworks as available to
banks; many of them do not
have stamina to sustain afull-
fledged CIRP-style resolution
process; the value of an MSME
firm often lies in informal
arrangements, making it diffi-
cultfor a third party toharmess
value througha resolution plan;
the market for resolution plans
foran MSME firmis local, while
the entire globe isthe marketfor
abiggerfirm;etc.In recognition
of their uniqueness, a frame-
work prepared in consultation
with stakeholders isunder con-
sideration. It is difficult to indi-

catea firmtimeline.

that the government bring in
anew law to set up a national
bodyforvaluation profession-
als. Whatwas the idea behind
such a move and what is the
progressonthe recommenda-
tions?

Different statutes—bank-
ing, securities, tax, company,
insolvency—require valuation
for avariety of purposes.Each
statute, acting as a separate
island,focuseson whatneedsto
bevalued,who canrendervalu-
ation services and themanner of
suchvaluation. Several self-reg-
ulating organisations have gen-
erally tried to build expertise to
meet the needs of users. This
arrangement catered to the
immediate needs but did not
engender holistic development
of the profession. The commit-
teeof expertshas,inter-alia, rec-
ommended the enactment of
an exclusive statute to provide
for the establishment of the N-
ationalInstitute of Valuers to pr-
otecttheinterestsof usersofva-
luation services and to promote
the development of, and to reg-
ulate theprofession of valuersa-
ndmarketforvaluation services.
This should ensure that valuers
enjoy an enviable reputation of
the stakeholders while being
accountable fortheirservices.
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