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 DEBT RESTRUCTURING: AN ANAYLSIS OF MECHANISMS 
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ABSTRACT 

In today’s economic scenario, it is no myth that financial stress is an underlying problem in 

companies across sectors. It is essential to address this matter, not only to ensure the well-being 

of the various companies and healthy lending cycle between them and lenders, but also for the 

economy of the country.  

 

One of the most significant reasons behind the rise in Non-Performing Assets (NPAs) is the 

resistance against allowing a third party to gain control of the company which is under 

financial stress. The past decade has seen a series of developments wherein, banks and 

financial institutions have been given an increasing role of being involved in the restructuring 

of the debt of the company so as to better its financial position. This paper specifically looks 

into the provisions for Corporate Debt Restructuring (CDR), Strategic Debt Restructuring 

(SDR) and the Scheme for Sustainable Structuring of Stressed Assets (S4A), which have been 

introduced to further this objective. It seeks to trace and critically analyse these developments 

in the framework for debt restructuring in companies, and highlight the existing lacunae in this 

regard. The authors have also attempted to suggest some measures to overcome these 

shortcomings. 

 

INTRODUCTION 

 

The IMF’s Global Financial Stability Report of October 2016 states that the quantum of 

corporate leverage in most of the developing economies has been on a rise, but this opens up 

an opportunity for mechanisms such as restructuring of indebted firms due to today’s agreeable 

environment for such action.
1
 The financial crisis that hit economies distressed the corporate 

sector by resulting in a widespread loss of creditworthiness of companies worldwide. 

Insolvency laws were found to be inadequate to deal with debt distress at a time of such crisis. 

In the light of this, the need of the hour was a comprehensive debt restructuring mechanism 

which would facilitate a smooth debt-workout process, backed by an extensive legal and 

institutional framework.
2
 A noteworthy example was of the European debt crisis, wherein, an 

effective debt restructuring framework resulted in lower macroeconomic costs as a whole.
3
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If such debt-workout processes are not put in place, potentially viable corporations will cease 

to be considered as being worthy of giving credit, which will have adverse impacts in the long-

term growth of the economy.
4
 In India, there has been a steady rise for debt restructuring as a 

number of companies are unable to honour their debts or the interest payable thereon.   

 

Debt restructuring refers to an arrangement which includes recomposing the assets and 

liabilities of the insolvent company, with a view to protect the interests of both, the debtor and 

creditor. The restructuring and insolvency framework in India takes shape as either formal 

procedures which are backed by legislation or informal procedures as guidelines issued by the 

Reserve Bank of India. It is extremely common to find cases wherein companies are unable to 

service principle amounts and interest due to some internal factors beyond their control. In 

such genuine cases, banks and financial institutions assist to restructure such companies in 

order to revive the companies.  

 

A Corporate Debt Restructuring mechanism was introduced in 2001 by the Reserve Bank of 

India based on the success stories of a similar system in many countries such as UK, Malaysia, 

Thailand, etc.
5
 It is voluntary in nature and exists by virtue of notifications issued by the RBI. 

The Corporate Debt Restructuring mechanism (CDR) can be invoked only in an event where 

multiple bank accounts, syndication or consortium accounts exist, and where the outstanding 

amount exceeds Rs. 10 Crores. Corporate Debt Restructuring aims at distributing the 

obligation to repay debt over an extended period of time by ways such as conversion of debt 

into capital, lowering of interest rates, etc. It provides for an understanding between the 

company and lenders where, by way of an agreement, they resort to a transparent process of 

restructuring the assets and debt of the company as a parallel mechanism that falls outside the 

scope of legal proceedings in BIFR, DRT, etc.  

Thereafter, the Reserve Bank of India introduced a ‘Strategic Debt Restructuring Scheme’ in 

2015 which effects a transfer of equity shares to the lenders in order to give them a majority of 

the equity stake in the company, thereby increasing the involvement of the lenders in the 

management of the defaulting company. These measures have been adopted to tackle the issue 

of Non-Performing Assets and are essential to revitalise the economy. The group of banks or 

financial institutions that lend to the company form a committee known as the Joint Lenders 

Forum (JLF) who may initiate SDR proceedings once the requisite conditions are fulfilled. 

 

This paper seeks to look into the institutional mechanism regarding debt restructuring as it 

exists today in India. It specifically aims to trace the development of this system by looking 

into the position of law prior to introduction of Strategic Debt Restructuring (SDR) and analyse 

the impact of the same. It then shifts its focus to the intricacies of the SDR system. The authors 

have attempted to highlight the lacunae in the mechanism and make recommendations in this 

regard. 
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The scope of this paper is limited to the debt restructuring system in India alone, and 

specifically looks into the provisions of Corporate Debt Restructuring and Strategic Debt 

Restructuring introduced by the Reserve Bank of India. It also looks into the latest 

development introduced by means of the Scheme for Sustainable Structuring of Stressed 

Assets (S4A) and analyses the same. The authors have relied on secondary sources of data for 

the purpose of this study. 

 

LEGISLATIVE DEVELOPMENTS 

 

In the earlier legislative framework, provisions for revival of indebted companies had been 

made under the Companies Act and Sick Industrial Companies Act, 1985 (SICA). The 

Companies Act described the criteria for determination of a sick company. It stated that an 

application was to be made to the tribunal by any secured creditor, who represented more than 

50% of the total outstanding debt where the company had failed to honour the debt within a 

period of thirty days from the service of the demand. The tribunal then decided on such 

application whether that company may be regarded as a sick company or not. 

 

SICA on the other hand, stated that a ‘sick company’ is any industrial company (being a 

company registered for not less than five years) that has, at the end of any financial year, 

accumulated losses equal to or exceeding its entire net worth. Both these enactments required 

that the company be declared a ‘sick company’ within the meanings of the respective acts in 

order to be eligible for revival or restructuring provided thereunder. 

 

Under the Companies Act, the appointed Company Administrator, in consultation with the 

Committee of Creditors, prepared a scheme for revival of such sick company.
6
 This scheme 

required an approval of 75% of secured creditors and 25% of unsecured creditors.
7
 Whereas, 

the SICA provides for the appointment of an operating agency by Board for Industrial and 

Financial Reconstruction (BIFR), which shall prepare a revival scheme. SICA does not require 

any approval by the secured or unsecured creditors whatsoever. 

 

In 2001, the Reserve Bank of India introduced a mechanism specifically for the purpose of 

restructuring of corporate debt called ‘Corporate Debt Restructuring’ (CDR). Detailed 

guidelines were issued by the RBI for smooth incorporation of Corporate Debt Restructuring. 

The foundation of the CDR Mechanism is laid by the Debtor-Creditor Agreement (DCA) and 

the Inter-Creditor Agreement (ICA). This was a stepping stone towards empowering the 

creditors with increased autonomy and decision-making power in matters relating to 

restructuring and revival of the debtor companies. 

The Insolvency and Bankruptcy Code, 2016 was enacted with the intention to consolidate 

insolvency laws and to make revival and rehabilitation of indebted companies more creditor-

driven. It provides for the institution of an Insolvency Resolution Process against a debt at the 

NCLT against any debtor company by either the financial creditor or the operational creditor.  

An interim Insolvency Resolution Professional constitutes a Committee of Creditors, which 

consists of financial creditors who take decisions regarding insolvency resolution. They also 

oversee the management of assets in addition to appointing a permanent Insolvency 

Professional. The Committee of Creditors act through the Insolvency Professional during the 

process of revival and restructuring and thereafter formulate a resolution plan for the company. 

An analysis of these developments over the years show a tendency of a paradigm shift towards 

a more creditor-friendly approach towards re-servicing of the debt. In cases of significantly 

higher loan amounts, it is observed that provisions ensure that greater autonomy is placed in 
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the hands of the creditors in order to redeem the sums payable in a more convenient manner. 

This shows increasing emphasis on the role of the creditor in matters of restructuring of a 

company in order to ensure creditworthiness of the company. 

 

Thereafter in 2015, the mechanism of Strategic Debt Restructuring (SDR) was introduced, 

which aims to resolve the rampant problem of Non-Performing Assets (NPAs) by conversion 

of debt into equity. The unique feature introduced by the SDR mechanism is the transfer of 

management of such company into the hands of the the Joint Lenders Forum (which is a 

committee comprised of all lending banks and financial institutions). This ensures complete 

autonomy in the hands of the creditors for restructuring of such companies in order to revive 

the company and promote the interests of the debtor as well as the creditors. 

  

 CORPORATE DEBT RESTRUCTURING SYSTEM 

 

Restructuring is resorted to where a company faces an economic downturn or distress due to 

some factors beyond its control. Debt restructuring stands distinct against insolvency 

procedures as its main objective is to revive and stabilize the financial health of the company. 

The mechanism emphasizes upon revitalizing of the company in a sustainable manner.  

In India, the first step towards debt restructuring was taken in 2001 when the RBI issued 

guidelines regarding the mechanism of CDR. The RBI attempted to make a voluntary, creditor-

oriented and non-statutory system which would bring down the losses incurred by creditors, 

prevent liquidation of debtor companies which are otherwise viable and to provide continuous 

financial support to the borrowers.
8
  

 

The Corporate Debt Restructuring Framework 

The foundation of the CDR system is a three-tier structure consisting of the CDR Standing 

Forum and its core group, the CDR Empowered Group and CDR Cell. The Standing Forum 

consists of representatives of all banks and financial institutions that take part in the CDR 

system. It further lays down guidelines and oversees the functioning of the Empowered Group 

and CDR Cell in addition to overall monitoring of the entire process. 

 

The Empowered Group handles individual cases that are subject to Corporate Debt 

Restructuring, decides on their feasibility and then gives a final approval after which the 

company is considered to be on ‘restructuring mode’. The Empowered Group also has the 

responsibility to classify the borrowers on the basis of varying priority.  

The third tier consists of the CDR Cell, whose primary function is to assist the Standing Forum 

and Empowered Group with their respective functions. Based on the reports submitted by the 

EG, the CDR Cell scrutinizes the proposals and works out a detailed restructuring package. If 

the circumstances require it, experts are engaged in the process of formulating the restructuring 

plan.  

 

The RBI has issued guidelines on the eligibility to initiate restructuring under CDR.
9
 It states 

that the CDR mechanism may be invoked only in instances where the outstanding debt stands 

to multiple accounts of financial institutions or banks. A reference for CDR may be made by 

any of the creditors who holds a minimum of 20% of the working capital or term finance in the 

company. The total outstanding aggregate exposure of the company shall be Rs. 10 crore or 

more in order to initiate the CDR process. Such a CDR proceeding shall be resorted only when 

                                                           
8
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9
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there exist Debtor-Creditor and Inter-Creditor Agreements to this effect. The scheme needs to 

be approved by the 75% by value and 50% by number of the creditors. The option of resorting 

to CDR is not ousted based on the sole reason of ongoing recovery or BIFR proceedings. 

 

Tracking the Progress  

The CDR mechanism as introduced by the RBI was a welcome move due to the bouquet of 

unique features it offered. Earlier, restructuring of a company was resorted to only when the 

company was insolvent, usually declared by way of legal proceedings. Corporate Debt 

Restructuring offers an out-of-court restructuring program as a pre-emptive step to protect the 

interest of both, the debtor and creditors involved. This approach intends to focus on the 

revival of the company and stabilize its financial position, rather than repayment of the debt 

alone.  

 

The CDR system ensures that all the creditors come together and work out a structure by which 

not only are their respective debts recovered, but also promotes the well-being of the company. 

This ensures a more stabilized position for both the parties involved, mutually serving each 

other’s interests. Resultantly, such a system would decrease the overall number of cases of 

liquidation and bad debt, which in turn would only strengthen the economy.  

 

CDR has a well formulated structural framework for restructuring and revival or a company, 

which gives it an edge over other alternatives for restructuring. The mechanism laid down by 

the RBI is wholesome and is very well established. The autonomy as well as it being a 

voluntary mechanism helps better the attractiveness of CDR towards the creditors. CDR was 

introduced keeping in mind the underlying value of bank assets and the increasing debt in 

larger enterprises, hence a lower limit for outstanding aggregate exposure of Rs. 10 Crore has 

been fixed. Therefore, the number of cases approaching the CDR Forum is limited and this 

increases the emphasis on each case, which in turn increases the chances of a successful debt 

restructuring.  

 

The CDR Cell receives references of cases for restructuring under the CDR mechanism. Since 

the inception of CDR, a total of 655 cases have been referred to the CDR Cell.
10

 81% of the 

total referrals were accepted by the CDR Cell and only 27% cases have exited the CDR 

mechanism successfully. On closer examination, it is seen that out of the total amount of debt 

referred to CDR, only 36% has been repaid back to the creditors by the company. The total 

failure rate has nearly doubled in the last three years
11

 and furthermore, the net worth of debt 

pending with the CDR Cell is of  Rs. 2,07,060 Crore. Over the last year, out of the total 74 

cases closed, only 12 were successfully restructured and an approximate value of Rs 32,000 

crore of debt recast through CDR turned into Non-Performing Assets. The low success rate of 

the CDR Mechanism is alarming and indicates towards a lacuna that lies within itself.  

 

A Critical Analysis 

It may be said that the primary objective of CDR, which was to protect the underlying value of 

bank assets, has failed. According to a survey, 72% creditors believe that one of the reasons 

behind such rampant failure of CDR is because of the misuse of restructuring norms by the 

borrowers.
12

 A common tool used under CDR is the postponement of the date of repayment of 
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 Vishwanath Nair, CDR failure rate points to limitations of approach, Livemint, Sep 15 2016  
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the debt and waiving off the interest that has accrued. This approach is redundant as it merely 

postpones the date on insolvency; as the ex-RBI Governor Raghuram Rajan puts it, “This is a 

wrong way to resolve a problem. Postponing recognition will not help. It is not paying today 

and it will not pay tomorrow”.
13

  

 

The non-statutory nature of the CDR mechanism renders the restructuring unenforceable. 

Despite the existence of an Inter-Creditor Agreement and a Debtor-Creditor Agreement, the 

restructuring cannot be enforced due to lack of statutory backing. As a result of this, a lot of 

CDR referred cases exit unsuccessfully.  

 

Approval to initiate CDR proceedings by the creditors requires consent of their respective 

boards. The delay in acquiring such consent leads to postponement of initiation of the 

proceedings thereby worsening the condition of the company and the debt. Resultantly, 

restructuring becomes more difficult. Many other factors also play a role in the increasing 

number of failures of restructuring cases.  

 

However, CDR remains a beneficial option for creditors as it is a safety step prior to 

insolvency and liquidation. It acts as a machinery for helping out viable corporates to generate 

profits and retrieve themselves from the financial crisis faced by them due to some external 

factors. The problems giving rise to the number of unsuccessful exits need to be resolved for 

the smooth and successful functioning of the mechanism.  

 

The RBI has recently introduced another mechanism to fall back upon, for those cases that 

require special focus as they are extremely close to the stage of liquidation. This mechanism is 

called Strategic Debt Restructuring.   

 

STRATEGIC DEBT RESTRUCTURING 

 

The global financial crisis in 2009 led to the introduction of numerous mechanisms to prevent 

bankruptcy in corporations and revitalise them in times of financial instability. One of the 

mechanisms that has come into existence is a debt-equity swap in a company that is unable to 

pay its creditors, so as to transfer certain level of control to the creditors.  

The Reserve Bank of India introduced the Strategic Debt Restructuring (SDR) Scheme in 

2015. The umpteen number of failures under the CDR package and the increasing amount of 

debt of the public sector banks has led to the introduction of this scheme. The object of SDR is 

to shift the management of the company to the creditors. Exercise of control in the 

management of the company opens up more prospects to the creditors and it helps them 

restructure the company in a manner that it generates more profits, thereby escaping the 

financial crisis.  

 

In 2014, the RBI had suggested that in order to revive stressed assets of viable corporations, a 

change in management must be done.
14

 Eventually, the RBI laid down guidelines for the 

conversion of debt into equity via the SDR Scheme. SDR provides for transfer of equity shares 

of the company to the lenders, thereby giving them majority equity in the company and in turn, 

the management of the company.  
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Strategic Debt Restructuring Framework  

A provision to opt for SDR must be present in the Restructuring Agreement (between the 

lenders), and it can only be implemented upon failure of CDR or when the debtor is unable to 

either (i) achieve the milestones or (ii) adhere to ‘critical conditions’ that have been laid down 

in the restructuring plan.
15

 In an event an account is reported by a lender to the Central 

Repository of Information on Large Credits (CRILC) as a SMA-2 account
16

 and the aggregate 

exposure of lenders in the account exceeds Rs. 10 Crore, it is essential to form a JLF.
17

 The 

JLF formulates a Corrective Action Plan that shall be implemented to rectify, restructure and 

recover distressed assets.
18

 The guidelines require 75% of the creditors by value and 60% by 

number to approve the CAP for SDR. Post-conversion, the JLF shall hold a minimum of 51% 

shares in the company. The RBI has addressed all concerns of delay as each step of the scheme 

is time bound; post conversion, the JLF shall hold the shares for 18 months for restructuring 

and thereby transfer it to another promoter. 

 

Critical Analysis of the Scheme  

Conversion of debt into equity for revival of the company is a concept that is relatively new as 

countries have started implementing such schemes only after the global financial crisis of 

2009. The SDR Scheme developed by the RBI further strengthens the existing restructuring 

mechanism by making it all the more extensive. It is expected that most restructuring 

agreements will contain a provision for SDR in case of failure of the restructuring package.
19

  

SDR is a creditor-oriented scheme which prevents the conversion of viable assets of a 

company into Non-Performing Assets (NPA). Taking over the control of management of the 

company provides the creditors with autonomy in decision-making and implementation, which 

furthers the revival of the company. To ensure smoothness, efficiency and participation of all 

lenders in the SDR process, the scheme provides an exit option to those lenders who do not 

wish to participate in the restructuring. Furthermore, it is not required for the JLF to convert 

the entire debt into equity, even a part of the debt may be converted if such conversion 

amounts to at least 51% of the equity in the company.  

 

The RBI has attempted to create an extensive and wholesome scheme for restructuring in the 

form of SDR, but the question remains as to whether it has been as effective as was foreseen. 

Up till the completion of the first fourteen months of its introduction
20

, JLFs decided to opt for 

Strategic Debt Restructuring in 21 cases but conversion and restructuring was initiated in only 

4 of these cases.
21

 This clearly indicates some existing pitfall in the mechanism that hinders the 

proceeding at the initial stages itself. SDR is to be implemented only when it is likely to 

‘improve the economic value and enhance the prospect of recovery’
22

 of the company and not 

in every case of default. The decision to opt for SDR is extremely subjective as there is no set 

benchmark or standard, against which the case can be compared to judge the effect of this 

mechanism in restructuring of stressed assets. Hence, in a number of cases, such a decision of 
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 Strategic Debt Restructuring Scheme, June 8, 2015, https://rbi.org.in/Scripts/NotificationUser.aspx?Id=9767.  
16

 Banks are required to identify stressed accounts and classify them into categories. SMA-2 is the last category 

where principal or interest payment is overdue between 61-90 days. 
17
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19
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the JLF to adopt SDR is under question.
23

  It has been found that the interest accrued on the 

debt increases the amount payable by 70% from the initiation of CDR Mechanism to the 

conclusion of the SDR Scheme. This nearly doubles the debt of the company and renders the 

restructuring as an unfruitful exercise if the company is not revived.    

 

The optimal solution for avoiding any bad debts in a company is to detect its traces in the early 

stages and adopt protective measures to prevent losses. In order to promote such a 

precautionary approach, the RBI has recently introduced the Scheme for Sustainable 

Structuring of Stressed Assets (S4A). 

 

SCHEME FOR SUSTAINABLE STRUCTURING OF STRESSED ASSETS 
 

Scheme for Sustainable Structuring of Stressed Assets (S4A) is the latest addition to the 

comprehensive restructuring framework that the RBI is building. S4A was introduced by the 

RBI on June 13, 2016, to “strengthen the lenders’ ability to deal with stressed assets”
24

 This 

scheme aims at identifying debts that are becoming uncertain and protecting the interest of the 

lenders. The operational framework of the scheme requires classification of the company’s 

liabilities as sustainable or unsustainable and then conversion of the unsustainable debt into 

equity. This in turn, provides manageable sustainable debt to the new owner of such equity 

share capital. The whole process will be carried out by an independent committee that shall be 

set up by the Indian Banks Association (IBA). It excludes the direct involvement of the 

creditors in the process of overseeing the system, and ensures a transparent and prudent 

process. 

 

S4A requires that sustainable debt of the company not be less than 50% of the current funded 

liabilities for it to be eligible for the scheme. Assessment of sustainability of a debt is done 

through the techno-economic viability that the experts carry out. The debt is then classified as 

Part A – those debts that are sustainable and Part B- those debts that did not classify for Part A 

and shall be considered as unsustainable debt.  

 

Although S4A does not involve creditors in the process, it requires the approval of 75% and 

50% of lenders by value and number, respectively. Only those entities which have commenced 

their commercial operations may opt for this scheme and not those which are under 

construction. Therefore, the applicability of the scheme can be said to be limited to such an 

extent. Another possible outcome of this system is where the market value of the company is 

lower than the converted debt value itself. Here, banks will have to bear the haircut.  

 

The entire process devised under S4A has dual effect, it lessens the debt of the company and 

also reduces the stake of the promoter. This scheme is a pre-emptive step towards ensuring that 

a company does not need to go through the process of restructuring and revival, therefore 

acting as a lifeline to stressed corporates. 

 

CONCLUSION 
 

The past few years have seen a wave of change in the tools available to concerns to address the 

increasing challenge of stressed assets. Emphasis has been specifically laid on developing 

preventive measures well before large corporates turn bad, rather than curative ones. 

                                                           
23
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The landmark development that was brought into the picture in the early 2000s was the 

Corporate Debt Restructuring system, which was one of the first few creditor-based 

mechanisms used to revive a company. Although the CDR system did not prove to be a 

complete success, it paved the way for a series of developments wherein the process of 

redemption of loans via revival of a stressed company became increasingly creditor-friendly. 

The Strategic Debt Restructuring mechanism laid down a clear process for transferring the 

management and control of the company to the lenders by way of swapping the debt for equity, 

as provided for in the Restructuring Agreement. Therefore, this gives more power to the 

lenders due to change in ownership. This served the purpose as a fall-back for cases where 

Corporate Debt Restructuring fails to suffice and a more definite route of restructuring is 

required. 

 

 The RBI’s latest Scheme for Sustainable Structuring of Stressed Assets acts as a protective 

shield wherein any unsustainable debt is recognised in the early stages and thereafter converted 

into equity. The one who purchases this equity, now has control over an enterprise with 

sustainable and manageable debts. 

 

The RBI has created a comprehensive, integrated network with these mechanisms, which 

serves the purpose of a safety net in different stages of financial instability in a company. 

Although these non-statutory systems show an extremely beneficial approach, especially 

towards the creditors, the question remains whether this is only on paper or if it has led to the 

desired outcomes. In the instance of Corporate Debt Restructuring, a number of flaws have 

been found in the mechanism which have led to a high number of unsuccessful exits from the 

system. In cases that resort to Strategic Debt Restructuring or S4A, although the initially 

expected outcomes have not showed yet, only time will show a clearer picture of the progress 

as these systems are relatively newer. 

 

 


