
IL&FS Scam 
How it invokes different sections under Companies Act 2013 

IL&FS stands for Infrastructure Leasing and Financial Services Ltd., which was also 

the holding company of the larger group known as the IL&FS Group, which dealt in 

investments as its core business.  

IL&FS was founded in 1987 with major equity from Central Bank of India, Unit Trust 

of India and Housing Development Finance Co to fund infrastructure projects since 

most contemporary banks of the time were focused on corporate funds rather than 

infrastructure-based funds.  

What went wrong with IL&FS? 

1. The company is a giant organisation and its debt was to the tune of 90,000 odd 

crore rupees. 

2. The size of the business and its complicated web can be imagined by the fact 

that the company operates through 256 group companies (subsidiaries, 

associates and joint ventures). 

3. In June 2018, it defaulted the payment of commercial papers worth Rs.450 crore. 

Now, this default by the major giant raised questions and the ratings of the 

company was then downgraded. This led to difficulties in raising further money 

as the trust factor of the organisation was now questioned. 

4. Again in September 2018, it defaulted in the payment of Rs.1000 crore loan from 

SIDBI. Also another subsidiary company defaulted in the payment of Rs.500 crore 

which was due to Development Financial Institution. 

 

1. Invocation of Sec 206-Enquiry by ROC 

Too much debt in the company and thus huge impact on economy –With a 

consolidated debt of around Rs 90,000 crores, the company was simply unable to 

find resources to pay its debt 



In a rating note published by ICRA, an affiliate of global rating agency Moody’s 

downgraded the company’s long term rating to AA+ from AAA . 

 

ROC initiated enquiry against the affairs of company u/s 206, which observed that 

and prima facie concluded that mis-management and compromise in corporate 

governance norms and risk management has been perpetuated on IL&FS and its 

group companies by indiscriminately raising long term and short terms 

loans/borrowings through Public Sector Banks and financial institutions. It was also 

observed that IL&FS company has been presenting a rosy picture by camouflaging 

its financial statements, and concealing and suppressing severe mismatch between 

its cash flows and payment obligations, total lack of liquidity and adverse financial 

ratios. 

 

2. Invocation of Sec 241 

Based upon this report CG moved u/s 241 against the company to Tribunal keeping 

in view the public interest involved, consequent to which an order by Tribunal was 

passed u/s 242(2) for change of directors of company 

Sec 242(2)- With order of tribunal, The government superseded the IL&FS board under 

section 241(2) of the New Companies Act, 2013.  

The tribunal approved the names of six directors, including Uday Kotak, managing 

director of Kotak Mahindra Bank; G.N. Bajpai, former chairman of the Securities and 

Exchange Board of India; G.C. Chaturvedi, chairman of ICICI Bank Ltd; former 

bureaucrats Vineet Nayyar (also a former vice chairman of Tech Mahindra); Malini 

Shankar and Nand Kishore. 

 

3. Investigation was also ordered u/s 212 by SFIO against the company   

 

4. Re-opening of Accounts-Invocation of Sec 130 



Based upon investigation report by SFIO, application was moved to tribunal stating that 

accounts are prepared fraudulently and thus request was made for re-opening of 

accounts. 

View of fraudulent accounts could not be proved in NCLT, still court ordered re-

opening based on provision of Sec 130, which states that  

A company shall not re-open its books of account and not recast its financial statements, 

unless an application in this regard is made by the Central Government, the Income-tax 

authorities, the Securities and Exchange Board, any other statutory regulatory body or 

authority or any person concerned and an order is made by a court of competent 

jurisdiction or the Tribunal to the effect that— 

(i) the relevant earlier accounts were prepared in a fraudulent manner; or 

(ii) the affairs of the company were mismanaged during the relevant period, casting a 

doubt on the reliability of financial statements: 

Since the word used is or and there were some discrepancies in accounts so maintained, 

court ordered re-opening of accounts for last 5 years u/s 130 

 

5. Second proviso to Section 140 (5) of the Companies Act empowers the Central 

government to order the company to change its auditors in case the government is 

satisfied that the auditor has acted in a fraudulent manner or abetted or colluded in any 

fraud. 

Muskuraiye Aap India mai hai 

1. Credit rating agencies rate the organisation as AAA even when the organisation was facing 

the liquidity crunch? 

It was much later when the whole episode was exposed that the ratings were downgraded.  

2. Government (SBI, LIC) or RBI or other powerful stakeholders of IL&FS couldnot realise the 

gravity of the situation much earlier? 

3. Remuneration of the senior management consisting of Ravi Parthasarthy, Hari Sankaran 

increase manifold since 2015? 

This was the same management who did not even realise that the company’s financial position 

was in a problematic phase 



4. ‘Risk Management Committee’ of such a big organisation meet only once in the past 4 years?  


