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The Perspective

Death is inevitable to life. Nevertheless, it is possible to mitigate death to a great extent, provided
one consciously avoids all the causal risks such as tobacco or drugs. Likewise, a company can face
several risks to its life. In order to mitigate such risks, the promoters and managers have to actively
anticipate such risks and work against it. Business stress is prevalent, subject to the market
conditions. The company has to accordingly develop a rescue plan at the earliest indication of
stress.
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Concept of Resolvabilit

ent in the
of

Resolvability of a business is the ability of a business to remain viable and financia
face of economic and market forces. This includes the ability of a business to absorb tt
market volatility, cultural shifts, and other changes that occur in the business environment.
includes having enough funds available to cover operational costs and debt obligati
being profitable. )
In order to assess a business's resolvability, it is important to consider its financial health.
includes analysing its balance sheet, income statement, and cash flow statement to assess its current
financial position and performance. It is also important to consider the business's debt-to-equity
ratio, liquidity ratio, and other ratios to see how efficiently the business is operating. The other
important factor to consider is the business's market position.

Apart from the financial angle, it is also essential to understand the legal framework within which
the business operates. This will involve an analysis of the business’s structure, as well as any
applicable regulations and laws. Furthermore, it is important to study the management of the
business. This includes the ability of the management to make sound decisions and the management
style of the business. It is also important to understand the relationships between the stakeholder
in the business and how they interact with each other.

Finally, it is important to consider the market conditions and the co
which the business operates. This includes understanding t
markets and customers, and the potential risks
need to be taken into account in or
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Objectives of Resolvability Index

The Resolvability Index is a tool used to measure the success of insolvenc
proceedings under the Insolvency and Bankruptcy Code of India (IBC). The
conceptualised as part of the government’s concerted efforts to improve the efficier
effectiveness of the IBC’s insolvency resolution process. The Resolvability Index take

various parameters that measure the success of insolvency proceedings, such as the
cases resolved, the return to creditors, and the amount of losses the creditors have to bez
index is calculated by multiplying the value of the average return to creditors by the number of cz
resolved and then dividing the total by the total value of the losses incurred.

The Resolvability Index should be designed to be an objective measure of the efficiency of the
insolvency resolution process. By tracking the progress of insolvency proceedings over time, the
index can provide valuable insights into the effectiveness of the IBC in delivering timely resolution
of insolvency cases. The index can also be used by the Insolvency and Bankruptcy Board of India
(IBBI) to assess the performance of insolvency professionals. By providing an objective measure of
the success of insolvency proceedings, the Resolvability Index can help to improve the overall
efficiency of the IBC and the insolvency resolution process. It can also help to ensure that creditors
receive the best possible return on their investments, while minimising the losses they suffe

Developing Resolvability Index

In order to arrive at the “Resolvability Index
financial, legal, and other relevant per
external factors.

Internal Factors

bility and transparency of
dustry risk. This risk also depends
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Restructuring a firm

Financial Policy: The cash flow/leverage score, in particular, will typ1ca1
operating and cash flows metrics observed during the past two years and
trends for the current year and the following two years based on operating assu
predictable financial policy elements, such as ordinary dividend payments or
acquisition spending.

Liquidity: Liquidity is an important component of credit risk across the entire rating
spectrum. Unlike most other rating factors within an issuer's risk profile, a lack of liquidity
could precipitate the default of an otherwise healthy entity. Liquidity is an independent
characteristic of a company, measured on an absolute basis. The quantitative analysis of
liquidity focuses on the monetary flows--the sources and uses of cash--that are the key
indicators of a company's liquidity cushion.

Management and governance: The evaluation of management and governan
the broad range of oversight and direction conducted by an
representatives, executives, and functional an

operational effectiveness, and ability to man
in the marketplace and credit profi
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the unique demands of resolution, considering how different stakeholde s

oss the world can be
best served, and how communications plans across other barriers should be ]

External Factors:

Pestle Analysis is a concept developed by Francis Aguilar a Harvard professor in t
the nascent stage of developing, it was called PEST analysis, and in very recent tir
Environment factors was included and is called as PESTLE analysis. It is a strategic tool ¥
used to assess markets for a particular product or a business at a given timeframe. Most compani
employ this tool to track environments they are operating on or planning to operate. It is also one
the most essential framework that helps businesses and organizations to understand the various
external factors that can impact their operations and performance.

To formulate a “Resolvability Index” of a company it is important to consider and evaluate both the
internal and external factors associated with the company. This tool serves in evaluation of the
external factors associated with the product or company as a whole. The factors employed in the
tool are explained hereby:

1.Political Factors: Political factors address various laws including political stabilit
taxation, trade disputes, fiscal policy, trade barriers and potential corruption whi

proportional to the changes which can be anticipated to be brough
government. This indicates significant impact on company.

2.Economic Factors: Economic factors in
economic growth or contraction .
supply, unemployment re ation on
the economy, he indication of
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communication costs, rising demand for new technology product. Th
the company operates and the product and services it offers.

5.Legal Factors: Legal factors includes the laws and legal framework that affect t
environment such as health & safety laws, employment law, consumer law, discrimi
copyright protection. .

6.Environmental Factors: Environmental factors are any of the trends or impacts of the
environmental policies, natural disaster to climate change, pollution and sustainability from
environmental regulations to rising demand for eco-friendly “green” products. By determining this
we can understand the reputation and brand image of the company.

Altman Z-Score

In the late 1960s a financial metric was developed by Professor Edward Altman, which is now
known as Altman Z-score. It is very nuisance and advanced formula that combines five financial
ratios to provide an overall assessment of company’s financial health and the likeli
experiencing financial distress or bankruptcy.

Z-score =1.2A + 1.4B + 3.3C + 0.6D + 1.0E
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a company and make informed decisions about lending, investing, or purchasing
submitting a resolution plan. Using this score can be a precautionary step for the
reconsider lending money to a company or for investors in submitting the resolution plan i
an indication of low Z-score.

In terms of the promotor, the Altman Z-score can be used by the management of the company’s
management to assess their company’s financial health and identify areas that need improvement.
By monitoring the Z-score of a company periodically the company can have a check on their financial
health and take proactive steps to avoid bankruptcy. Ultimately, this score helps promoters and
investors to evaluate a company’s financial health and make informed decisions.

International Experience - United Kingdom

The UK’s resolution framework is a core part of the response to the glok
08 and the approach to overcome the problem of firms bein
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clarifies firms’ responsibilities concerning resolution and sets out how the.Bank and Prudential

Regulation Authority (PRA) will increase transparency and accountability.

The RAF draws together Bank and PRA policies into three outcomes which firms need
achieve so they are prepared for a resolution. The three outcomes’ firms must achiey

A. having adequate financial resources in the context of resolution;
B. being able to continue to do business through resolution and restructuring; and
C. co-ordinating and communicating effectively internally and with the authorities and marke

so that resolution and subsequent restructuring are orderly.

1. Adequate Financial Resources: To meet the Adequate Financial Resources outcome, firms need
to ensure that they have resolution-ready financial resources available to absorb losses and
recapitalise them without exposing public funds to loss. Firms must also have access to sufficient
liquid resources to meet their financial obligations in resolution. Both are necessary to keep the
firm operating. Firms need to:

1. meet the ‘minimum requirement for own funds and eligible liabilities’ (MREL) and to.e
that these resources are appropriately distributed across their busine

2. be able to support a timely assessment of their capital posi
(Valuations); and

3. be able to analyse and mobilise lig
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n_restructuring
ate, serve

Firms also need to be able to plan so that they can execute post-resc
effectively (Restructuring Planning). Firms should be capable of continuing
their clients and customers, and return to long-term viability as a restructured b

Restructuring a firm following resolution is an inherently complex task anc
uncomfortable decisions, potentially including significant changes to its business
structure in order to address the causes of failure. Firms need to understand the differen 7
challenges and potential context-specific implications of a resolution, including for the
identification of restructuring options to support the restoration of a viable business model that
is sustainable in the long-term.

3. Co-ordination and Communication : To meet the co-ordination and communication outcome,
firms need to have capabilities, resources, and arrangements in place to meet the objectives.
Firms should be able - during the execution of a resolution - to ensure that their key roles are
suitably staffed and incentivised, that their governance arrangements provide effeeti
oversight and timely decision-making, and that they deliver time
communications to staff, authorities, customers and other extes

Firms should ensure that these capabiliti

considering how different

communications plan

Some firms k : early their internal
om  trigg

-t k d to ensure that they

— PP

interact with a Bail-in- Administrator
i ———

- hav

(BIA) appointed by ns to considese
that the BIA could potentially perfor

and support is provided to_thesB

IPA ICAI JOURNAL | FEBRUARY & MARCH ’ 23



and expansion. Overall, PESTLE analysis is a valuable tool for busines:
and industries to better understand the external factors that can i
performance.

The resolvability Assessment framework has evolved in the banks of the UK for t

restructuring of the firms. Under this framework, each firm'’s structure and business

into account as well as the preferred resolution strategy set for each firm, by

arrangements and capabilities against the Bank’s resolution policy expectations to

or weaknesses in firms’ ability to achieve the three outcomes in the event of their resoluti

the current Indian Regime of the IBC, there is no such resolvability Index framework to assess the
resolvability of the distressed company. The lawmakers must build a index by considering both the
Internal and External Factors to resolve the distressed companies in the time bound manner. This
will help the Insolvency Professional and the Resolution Applicant to resolve the company earliest.

R
e T N e P

IPA ICAI JOURNAL | FEBRUARY & MARCH “’ 23




