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'Everyone lives by selling something"”

» Forensic Audit- Trap For Corporate Debtors

IBC was framed with the motive to restructure or revive a Corporate Debtor. The
code lays down procedure to conduct resolution, insolvency and liquidation
proceeding in time bound manner. One of those includes Preferential Transactions
covered under section 43 of the IBC and other related like undervalued transactions
and extortionate credit transactions covered under section 45 & 50 of the IBC.

Every year billions are lost due to fraud and corruption which results into
inefficiencies, aborted projects, financial challenges, organizational failure, etc. Often
fraud occurs because of poorly designed controls and weak governance. However,
Due to implementation of forensic audit under Insolvency & Bankruptcy Code 2016
frauds are easily detected. Wherein, the forensic auditor does examination of the
financial statements on the basis of any kind of Preferential Transactions,
undervalued transactions or extortionate credit transactions, if any taken place in
the Corporate.

Here Preferential Transaction means:

» Where a company pays a creditor in preference of other creditors, just before going
into insolvency.

e The payment is made via transfer of property or its interest that arises from the
benefit of a creditor. The benefit could be at the cost of guarantor or surety also.
Where such transfer is taking place when an operational or financial liability already
lies with the corporate debtor;

Undervalued Transaction means:
* When a corporate debtor enters into a transaction, wherein the consideration that
the debtor pays is valued higher in comparison to the value of the asset. o Gift to

another person.

Extortionate Credit Transaction means:



* When a corporate debtor makes a transaction that violates the law of contracts.

Generally, whenever there is large advances and restructuring of accounts. Forensic
audit is conducted by the Creditor. Recently, in the matter of Corporate Debtor, M/s.
Srei Infrastructure Finance Ltd. (SFIL) undergoing Corporate Insolvency Resolution
Process in Kolkata bench of Hon'ble National Company Law Tribunal (NCLT)
Forensic Audit was conducted by KPMG, which had been appointed by the Lenders.
In the instant matter KPMG Audited the books of accounts of Srei Infrastructure
Finance Ltd. (SIFL) and its wholly-owned subsidiary Srei Equipment Finance
Limited (SEFL). As per the sources, the report has revealed evergreening of loans,
longer moratorium period, lower interest rates to related party borrowers and no
arm's length pricing followed for some related party transactions and further
potential siphoning of funds etc.

However, the report was challenged by the Promoter of Corporate Debtor, stating
certain loopholes in the report. In their submission Promoter's counsels requested
to set aside the audit process in the light of undergoing Corporate Insolvency
Resolution Process (CIRP), and further requested to restrict the lenders from
publishing any audit report to the Central Repository of Information on Large
Credits.

However, Kolkata bench of Hon'ble National Company Law Tribunal (NCLT) on
17.05.2022 dismissed a plea filed by Srei Infrastructure Finance Ltd (SIFL) founder
Hemant Kanoria contesting the forensic audit conducted by KPMG. Apart from this,
in the instant matter Promoters has also filed a contempt application against Punjab
and Sind Bank, which was dismissed by Hon'ble National Company Law Tribunal.

Thus, from the above judgment of Hon'ble Tribunal it can be determined that the
Corporate Debtor can't be avoided from any such transaction as mentioned above.

Source: Live Law

Read Full news at: https://www.livelaw.in/law-firms/law-firm-articles-/forensic-audit-corporate-debtors-
insolvency-bankruptcy-code-2016-nclt-204206

Piramal, IndusInd, Oaktree and Cosmea mull bid for Reliance
Capital
A Piramal group-led consortium, Indusind International, Oaktree Capital and

Cosmea Financial are among resolution applicants actively considering a bid for
Reliance Capital as an entire company, said two people aware of the development.

Reliance Capital’s administrator Nageshwara Rao Y has given potential applicants a
choice to either bid for the entire company or submit plans for individual
subsidiaries.

Advent International is actively considering the submission of a plan for both the life
and non-life insurance businesses, the people said. NSE 0.74 % and True North Fund
are likely to make separate bids for the life insurance unit, while Blackstone and
Zurich Insurance are likely to bid separately for the general insurance arm, the same
people said. “Although the administrator is yet to receive resolution plans, he has


https://www.livelaw.in/law-firms/law-firm-articles-/forensic-audit-corporate-debtors-insolvency-bankruptcy-code-2016-nclt-204206
https://www.livelaw.in/law-firms/law-firm-articles-/forensic-audit-corporate-debtors-insolvency-bankruptcy-code-2016-nclt-204206

drawn up a list of investors showing active interest in the bankrupt company,” said
one of the persons cited above.

The Piramal group and Oaktree declined to comment. The administrator did not
respond to ET’s queries. True North, Yes Bank, Cosmea, Advent, Zurich
International, IndusIind International and Blackstone could not be reached for
comment.

The committee of creditors has extended the deadline for receiving resolution plans
to August 12 from July 31. Those that have already submitted resolution plans can
revise them until September 11, said a third person aware of the development.

The administrator received 54 expressions of interest (Eols), including applications
for NSE 2.07 % as an entire company and individual units. The Anil Ambani-founded
company, which houses about 20 financial services companies and five associate
companies, was admitted to insolvency proceedings in December. It is estimated
that about 90% of recoveries will come from Reliance Nippon Life Insurance, in
which Reliance Capital has a 51% stake, and Reliance General Insurance, a 100%
subsidiary. Reliance Asset Reconstruction Co and Reliance Securities are among the
other units in which investors have shown interest.

Sam Ghosh, founder promoter of Cosmea Financial Holdings, was heading Reliance
Capital for almost nine years until 2017. The Piramal-led consortium includes two
funds (APAC Investment IV Ltd and APAC Investment VII Ltd), India Resurgence
Fund and PEL Finhold Pvt.

The administrator has verified claims of Rs 23,666 crore from financial creditors.
The highest claim is from Life Insurance Corporation of India, followed by Yes Bank.

Source: The Economic Times
Read Full news at: https://economictimes.indiatimes.com/industry/banking/finance/banking/piramal-
indusind-oaktree-and-cosmea-mull-bid-for-reliance-capital/articleshow/92991353.cms
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