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Abstract: The introduction of the IBC has been critical in encouraging companies to
adopt more responsible financial management and governance standards, and by
prioritizing creditor rights and instituting a structured, time-bound resolution process,
the IBC has not only helped to reduce NPAs but has also promoted a culture in which
resolution is preferred over liquidity. This transition has resulted in increased
examination of business management by the Committee of Creditors (CoC), improving
accountability and transparency. Significant case laws, such as Essar Steel, which
emphasized the CoC's jurisdiction, Swiss Ribbons, which supported the corporate veil
concept, and Innoventive Industries, which clarified the beginning of proceedings, have
all helped shape the IBC's legal environment. However, challenges remain, including
delays caused by backlogs at the National Company Law Tribunal (NCLT), questions
about the qualifications of insolvency professionals, and the IBC's impact on SMEs.
To address these issues, the paper proposes reforms such as increasing the NCLT's
capacity, improving oversight of insolvency professionals, and creating provisions to
assist SMEs through the insolvency process. By resolving these issues, the IBC may
continue to improve and play an important role in boosting India's corporate
governance framework and financial sector stability, eventually contributing to the
country's economic growth.
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1. Introduction

Corporate governance, or the framework that directs and controls businesses, is critical
to economic stability and investor trust. Corporate governance has received a lot of
attention in India in recent years, especially in light of high-profile corporate scandals
and the buildup of non-performing assets (NPAs) in the banking industry. The
implementation of the bankruptcy and Bankruptcy Code (IBC) in 2016 represented a
fundamental change in India's approach to corporate bankruptcy and governance. The
IBC was created to unify and alter current laws governing bankruptcy resolution for
businesses, partnerships, and individuals, with the main goal of resolving insolvency
in a timely way. The IBC's principal emphasis is bankruptcy resolution, but its
ramifications for corporate governance are significant. The legislation established a
creditor-driven insolvency resolution procedure, incentivizing businesses to have better
governance measures to avoid bankruptcy proceedings. This study looks at the
influence of the IBC on Indian corporate governance standards, with an emphasis on
how it improves accountability, transparency, and risk management. The research also
explores the IBC's obstacles and complaints, and it offers modifications to meet them.

2. Literature Review:

The convergence between bankruptcy law and corporate governance has been a subject
of significant academic interest. Numerous studies have shed light on the ways in which
legal frameworks impact the conduct of corporations and the institutions that regulate
them.
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With a particular emphasis on India's bankruptcy and Bankruptcy Code (IBC) and the
consequences it creates, this literature review dives into the theoretical and empirical
research that underlie the relationship between bankruptcy law and corporate
governance.

2.1 Theoretical Foundations

The theoretical foundations of corporate governance place an emphasis on the agency
dilemma, which is characterized by the emergence of conflicts of interest between
shareholders (principals) and managers (agents). According to Jensen and Meckling's
agency theory, when managers are not the residual claimants, their interests may
diverge from those of shareholders. As a result, governance procedures are required to
align these interests in order to minimize the potential for conflict. Insolvency
legislation, and the Insolvency and Bankruptcy Code in particular, plays a significant
role by changing management incentives and bolstering the rights of creditors, so
functioning as an instrument for governance and Creditor protection theories suggest
that powerful creditor rights contribute to improved corporate governance practices.
The International Business Council (IBC) aligns itself with these ideas by giving
creditor-driven procedures priority. In their 1998 study, La Porta and colleagues claim
that legal regimes that provide robust safeguards for creditors have improved financial
growth and governance. It is possible to interpret the framework of the IBC as an
endeavor to reduce the difficulties that are associated with the agency and to improve
governance standards.

2.2 Empirical Studies on Insolvency and Governance

Empirical research has repeatedly shown that there is a connection between insolvency
frameworks and the quality of corporate governance. Djankov et al. (2008) conducted
research that suggests that efficient insolvency procedures are responsible for a
decrease in the number of defaults and an improvement in the rate of creditor recovery,
both of which have a favorable influence on governance practices. The focus that the
IBC places on time-bound remedies and the empowerment of creditors is consistent
with these results, which suggests that there is room for improvement in the governance
regulations that are in place in India and Research conducted by Armour et al. (2012)
sheds insight on the ways in which bankruptcy rules may have an impact on the
behavior of managers by enhancing accountability and decreasing moral hazard. With
the help of instruments like the Committee of Creditors (CoC), the International
Business Corporation (IBC) increases the level of scrutiny that is applied to
management decisions, therefore fostering accountability and ethical behaviors inside
firms.

2.3 The IBC’s Impact on Indian Corporate Governance

The Indian commercial Council (IBC) has been an influential entity that has brought
about changes within the setting of the Indian commercial sector. In the years leading
up to the enactment of this legislation, India's bankruptcy system was plagued by a
variety of inefficiencies and drawn-out remedies. The implementation of the
International Business Code (IBC) marked the beginning of a more balanced approach
that was more friendly to creditors. This was a departure from regimes that were
favorable to borrowers.
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Furthermore, this change has significant repercussions for corporate governance and
the management of financial resources, in addition to fostering a culture of
responsibility and cautious financial management. There have been a number of studies
that have investigated the impact that the Indian Business Code (IBC) has had on the
administrative structure of corporations in India. For instance, Chakrabarti et al. (2019)
found that businesses that were exposed to IBC inspection had more robust governance
systems. This was one of the findings that they made. A greater degree of transparency
and improved sharing of financial information were among these practices. The
structure of the International Business Corporation (IBC) compels firms to adhere to
sound financial practices in order to avoid the process of filing for bankruptcy. This, in
turn, has an indirect impact on the governance standards that are in place.

2.4 Challenges and Criticisms in the Context of the IBC

There are obstacles that the IBC confronts that might potentially hinder its effect on
governance, notwithstanding the good benefits it has had. Subramanian's research
(2020) sheds light on a number of problems, including delays in settlement, capacity
restrictions of the National Company Law Tribunal (NCLT), and discrepancies in court
interpretations. The potential for these problems to compromise the efficacy of the IBC
in fostering good governance is a concern and In addition, problems about the
credentials and integrity of insolvency practitioners raise doubts regarding the ability
of the IBC to sustain and maintain governance norms. Several studies have shown that
insufficient supervision and training for these specialists might result in resolution
results that are less than ideal, which would have an impact on corporate governance
procedures.

2.5 Role of Case Laws in Shaping the IBC’s Influence

The interpretation of the IBC and the formation of its influence on corporate
governance, case laws have been of critical importance. Essar Steel and Swiss Ribbons
are two examples of landmark cases that have helped clarify essential sections of the
International Business Code (IBC), therefore strengthening the rights of creditors and
ensuring that resolution procedures are fair. These legal precedents lead to a business
climate that is more predictable and stable, which in turn enhances governance
procedures across the organization.

The literature underscores the significant role that insolvency laws, particularly the
IBC, play in shaping corporate governance practices. While the IBC has introduced
much-needed reforms in India, challenges remain. Addressing these issues through
targeted reforms can enhance the IBC's effectiveness as a governance tool, ultimately
fostering a more resilient corporate sector. Future research should continue to explore
the dynamic relationship between insolvency frameworks and governance, particularly
in the context of emerging economies like India.

3. Methodology:

To conduct an in-depth investigation on the influence that the Insolvency and
Bankruptcy Code (IBC) has had on corporate governance in India, this study makes
use of a collection of different research approaches. In order to achieve its goal of
providing a comprehensive knowledge of the impact that the International Business
Council (IBC) has had on financial practices and corporate management, the study will
use both quantitative and qualitative research approaches.

PAGE NO: 3



KRONIKA JOURNAL(ISSN NO-0023:4923) VOLUME 25 ISSUE 3 2025

1. Data Collection:

o Quantitative Data: The study collects data from official sources such
as the Ministry of Corporate Affairs, credit rating agencies, and financial statements of
companies undergoing insolvency proceedings. This data includes corporate
governance ratings, financial performance indicators, and timelines of insolvency
processes.

o Qualitative Data: In-depth interviews are conducted with key
stakeholders, including insolvency professionals, corporate executives, creditors, and
legal experts. These interviews aim to gather insights into the practical challenges and
implications of the IBC on corporate governance.

2. Quantitative Analysis:

o Statistical Techniques: The study employs statistical methods to
analyze the relationship between the implementation of the IBC and changes in
corporate governance ratings. It examines financial performance indicators pre- and
post-IBC to assess improvements in financial management and reduction in non-
performing assets (NPAs).

o Comparative Analysis: A comparative analysis of resolution timelines
and outcomes before and after the introduction of the IBC is conducted to evaluate its
effectiveness in timely insolvency resolutions.

3. Qualitative Analysis:

o Case Study Approach: Significant case laws, such as Essar Steel,
Swiss Ribbons, and Innoventive Industries, are analyzed to understand their role in
shaping the legal interpretation and application of the IBC. These case studies highlight
the practical challenges and successes encountered in implementing the IBC.

o Thematic Analysis: Interviews are analyzed using thematic coding to
identify common themes and perspectives on the IBC's impact on corporate
governance. This includes examining stakeholder views on accountability,
transparency, and creditor rights.

4. Integration of Findings:

o The study integrates findings from both quantitative and qualitative
analyses to draw comprehensive conclusions about the IBC's role in improving
corporate governance. This approach ensures that both numerical data and stakeholder
experiences are considered in evaluating the IBC's effectiveness.

By employing this mixed-methods approach, the study provides a nuanced
understanding of how the IBC has reshaped corporate governance practices in India,
highlighting both its strengths and areas for improvement.

4. The Insolvency and Bankruptcy Code (IBC): Key Provisions and

Objectives

The Insolvency and Bankruptcy Code (IBC) of India, enacted in 2016, represents a
comprehensive reform in the landscape of insolvency and bankruptcy laws in the
country. It was introduced to address the growing concerns regarding non-performing
assets (NPAs) and the inefficiencies in the insolvency resolution processes within the
Indian corporate sector. The IBC aims to create a robust framework that not only
resolves insolvency issues promptly but also enhances the overall corporate governance
environment. Below are the key provisions and objectives of the IBC:

1. Time-Bound Resolution:

o The IBC mandates that insolvency resolution processes must be
completed within a specified time frame of 180 days, which can be extended by an
additional 90 days if necessary.

PAGE NO: 4



KRONIKA JOURNAL(ISSN NO-0023:4923) VOLUME 25 ISSUE 3 2025

This provision is crucial as it aims to address one of the major criticisms of previous

insolvency regimes, which was the inordinate delays in resolving cases. By setting a

clear timeline, the IBC seeks to bring about swift resolution, thereby minimizing the

erosion of asset value and ensuring that stakeholders receive timely outcomes.

2. Creditor-Driven Process:

o A significant shift brought about by the IBC is the empowerment of
creditors through the formation of the Committee of Creditors (CoC). The CoC is
composed primarily of financial creditors and plays a central role in the insolvency
resolution process. It is responsible for evaluating and approving resolution plans, thus
ensuring that the interests of creditors are adequately represented. This creditor-driven
approach encourages better financial discipline and enhances the accountability of
corporate borrowers.

3. Promotion of Resolution over Liquidation:

o The IBC emphasizes the restructuring and revival of distressed entities
rather than their liquidation. The primary objective is to preserve viable businesses and
jobs, which is beneficial for the economy as a whole. By prioritizing resolution, the IBC
aims to maximize the value of assets and ensure that stakeholders, including creditors
and employees, can derive greater benefits compared to liquidation.

4. Strengthening Creditor Rights:

o The IBC strengthens the rights of creditors by allowing them to initiate
insolvency proceedings against defaulting debtors. Financial creditors, in particular,
have the authority to trigger the insolvency process, thereby providing them with a
powerful tool to address defaults. This empowerment of creditors is expected to lead to
better financial practices among companies, as they strive to avoid the repercussions of
insolvency proceedings.

5. Reduction in NPAs:

o One of the overarching goals of the IBC is to reduce the level of NPAs
in the banking sector. By providing a clear and efficient mechanism for resolving
insolvency, the IBC helps in the recovery of distressed assets, thus improving the
balance sheets of banks and financial institutions. This reduction in NPAs is critical for
maintaining the financial stability of the banking sector and, by extension, the economy.

Overall, the IBC seeks to create a more predictable and transparent insolvency
framework that aligns with global best practices. Its focus on timely resolution, creditor
empowerment, and the promotion of a resolution culture has significant implications
for corporate governance in India. By fostering a more disciplined and accountable
corporate environment, the IBC contributes to economic stability and investor
confidence.

However, the successful implementation of the IBC's provisions requires ongoing
reforms and enhancements to address existing challenges and ensure its long-term
effectiveness and The IBC was enacted in 2016 to address the inefficiencies in India's
insolvency resolution process. Prior to the IBC, the insolvency framework in India was
fragmented, with multiple laws and overlapping jurisdictions. The IBC consolidated
these laws into a single, comprehensive framework, with the following key objectives:

5. Impact of the IBC on Corporate Governance
The IBC has had a profound impact on corporate governance practices in India. By

introducing a creditor-driven insolvency resolution process, the IBC has incentivized
companies to adopt stronger governance mechanisms to avoid insolvency proceedings.
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The following sections explore the key areas where the IBC has influenced corporate
governance.

5.1 Enhanced Accountability and Transparency

One of the most significant impacts of the IBC on corporate governance is the
enhancement of accountability and transparency. The IBC places a strong emphasis on
the role of the Committee of Creditors (CoC) in the approval of resolution plans. This
ensures that financial creditors have a considerable influence in the insolvency
resolution process, shifting the balance of power from corporate management and
promoters to creditors. This shift has led to increased scrutiny of corporate management
and promoters during insolvency proceedings. Companies are now more accountable
to their creditors, who have the authority to approve or reject resolution plans. This has
resulted in a greater emphasis on transparency and ethical practices within
corporations, as companies seek to avoid the negative consequences of insolvency
proceedings.

5.2 Strengthening Creditor Rights

The IBC has significantly strengthened the rights of financial creditors. Under the IBC,
financial creditors have the authority to initiate insolvency proceedings and approve
resolution plans. This has shifted the power dynamic between creditors and corporate
management, ensuring that the interests of creditors are prioritized. The strengthening
of creditor rights has had a positive impact on corporate governance.

Companies are now more likely to adopt sound financial practices and maintain healthy
balance sheets to avoid defaulting on their obligations. This has led to a reduction in
risky financial behavior and an overall improvement in corporate governance
standards.

5.3 Impact on Promoters and Management

The IBC has also had a significant impact on the role of promoters and management in
corporate governance. The code includes provisions that hold promoters and
management accountable for their actions, particularly in cases where the company is
in financial distress and led to a greater emphasis on ethical practices and responsible
management within corporations.

Promoters and management are now more aware of the consequences of poor
governance and financial mismanagement. The threat of insolvency proceedings has
incentivized companies to adopt stronger governance mechanisms and maintain
financial discipline. This has resulted in a shift in corporate culture, with companies
placing a greater emphasis on preserving their financial health and avoiding insolvency.

5.4 Reduction in Non-Performing Assets (NPAs)

One of the primary objectives of the IBC is to reduce the level of non-performing assets
(NPAs) in the banking sector.
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5.5 Encouragement of a Resolution Culture

The IBC encourages a culture of resolution over liquidation. The code aims to preserve
the value of companies in financial distress by promoting their restructuring or revival,
rather than liquidation. This approach protects the interests of all stakeholders,
including employees, suppliers, and shareholders. The emphasis on resolution over
liquidation has had a positive impact on corporate governance. Companies are now
more focused on maintaining their financial health and avoiding insolvency. This has
led to a shift in corporate culture, with companies placing a greater emphasis on sound
financial practices and responsible management.

6. Significant Case Laws Under the IBC

The interpretation and application of the IBC have been shaped by several significant
case laws. These cases have provided clarity on key provisions of the IBC and have
influenced corporate governance practices in India. The following sections discuss
some of the most important cases under the IBC.

6.1 Essar Steel India Ltd. vs. Satish Kumar Gupta & Ors. (2019)

The Essar Steel case is one of the most significant cases under the IBC. The case
highlighted the importance of the Committee of Creditors (CoC) in the approval of
resolution plans. The Supreme Court emphasized that the CoC's decision should be
based on commercial wisdom and should not be subject to excessive judicial scrutiny.
The Essar Steel case reinforced the creditor-driven nature of the IBC and underscored
the importance of protecting the interests of financial creditors. The case also
highlighted the need for a fair and transparent resolution process, ensuring that all
stakeholders are treated equitably.

6.2 Swiss Ribbons Pvt. Ltd. & Anr. vs. Union of India & Ors. (2019)

The Swiss Ribbons case emphasized the importance of maintaining the corporate veil
and ensuring that the resolution process does not unfairly disadvantage any
stakeholders. The Supreme Court upheld the principle that the corporate veil should
not be pierced unless there is a clear case of fraud or malpractice. The Swiss Ribbons
case reinforced the importance of protecting the interests of all stakeholders in the
insolvency resolution process. The case also highlighted the need for a balanced
approach to insolvency resolution, ensuring that the rights of all stakeholders are
safeguarded.

6.3 Innoventive Industries Ltd. vs. ICICI Bank & Anr. (2017)

The Innoventive Industries case clarified the scope of the IBC and the circumstances
under which insolvency proceedings can be initiated. The Supreme Court held that
insolvency proceedings can be initiated based on default in payment, even if the default
is relatively small. The Innoventive Industries case reinforced the creditor-driven
nature of the IBC and underscored the importance of protecting the interests of financial
creditors. The case also highlighted the need for a timely and efficient resolution
process, ensuring that insolvency cases are resolved quickly and effectively.
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7. Challenges and Criticisms

Despite its successes, the IBC faces several challenges and criticisms. These challenges
must be addressed to ensure the continued effectiveness of the IBC in shaping corporate
governance practices in India.

7.1 Delays in Resolution

One of the most significant challenges faced by the IBC is delays in the resolution
process. While the IBC mandates that the resolution process be completed within 180
days, with a possible extension of 90 days, many cases have taken much longer to
resolve. These delays have resulted in uncertainty for stakeholders and have impacted
the effectiveness of the IBC.

7.2 Capacity Constraints

The existing institutional capacity, including the National Company Law Tribunal
(NCLT), has struggled to handle the increased volume of insolvency cases. The NCLT
has faced issues related to backlog, delays, and lack of adequate infrastructure. These
capacity constraints have impacted the timely resolution of insolvency cases and have
undermined the effectiveness of the IBC.

7.3 Concerns About the Role of Insolvency Professionals

There have been concerns about the qualifications and integrity of insolvency
professionals, who play a crucial role in the resolution process. The regulatory
framework for insolvency professionals needs to be strengthened to ensure their
competence and integrity.

7.4 Inconsistencies in Judicial Interpretation

The interpretation of the IBC by various judicial forums has sometimes been
inconsistent, leading to legal uncertainties. This has affected the predictability and
consistency of the insolvency resolution process.

7.5 Impact on Small and Medium Enterprises (SMEs)

The IBC has been criticized for its potential negative impact on SMEs, which may find
it difficult to navigate the complex insolvency process. The code needs to be more
inclusive and supportive of SMEs to ensure their survival and growth.

8. Reforms and the Way Forward

To address the challenges and criticisms faced by the IBC, several reforms have been
proposed and implemented. These reforms aim to strengthen the institutional capacity,

improve regulatory oversight, and enhance the effectiveness of the IBC in shaping
corporate governance practices in India.
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8.1 Strengthening Institutional Capacity

Enhancing the capacity of the NCLT and other adjudicating authorities to handle
insolvency cases more efficiently is crucial. This includes increasing the number of
benches, improving infrastructure, and reducing backlog.

8.2 Improving Regulatory Oversight

Strengthening the regulatory framework to ensure better oversight of insolvency
professionals and the resolution process is essential. This includes stricter
qualifications, continuous training, and monitoring of insolvency professionals.

8.3 Enhancing Transparency and Fairness

Ensuring transparency and fairness in the resolution process by providing clear
guidelines and procedures is critical. This includes setting up an independent
ombudsman to address grievances and ensure compliance with the code.

8.4 Supporting SMEs

Introducing specific provisions and support mechanisms for SMEs to navigate the
insolvency process more effectively is necessary. This includes simplifying
procedures, providing financial support, and creating awareness programs.

8.5 Addressing Legal Uncertainties

Promoting consistency in judicial interpretation by providing clear guidelines and
precedents is important. This includes issuing detailed judicial interpretations and
ensuring uniformity in the application of the code.

9. Conclusion

The Insolvency and Bankruptcy Code (IBC) has been a transformative piece of
legislation in India, significantly impacting corporate governance practices. By
introducing a creditor-driven insolvency resolution process, the IBC has enhanced
accountability, transparency, and risk management within Indian corporations. The
code has also strengthened creditor rights, reduced non-performing assets (NPAs), and
fostered a culture of resolution over liquidation. The IBC faces several challenges,
including delays in resolution, capacity constraints, and concerns about the role of
insolvency professionals and adressing these challenges through reforms and
improvements will be crucial in ensuring the continued effectiveness of the IBC in
shaping corporate governance practices in India.

The success of the IBC will depend on its ability to evolve and adapt to the changing
needs of the Indian economy. By strengthening institutional capacity, improving
regulatory oversight, and addressing the specific needs of SMEs, the IBC can continue
to play a significant role in shaping corporate governance standards in India and
contributing to the country's economic growth.
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