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Book Extract/Guest Column 

IL&FS: Never too big to fail  
In this guest column Sandeep Hasurkar weaves extracts from his just 
published book on ILFS ‘Never too big to fail,’ with lessons the collapse holds 
for boardrooms.  
 
The dramatic failure of Infrastructure Leasing & Financial Services Ltd. (IL&FS), the 
infrastructure to financial services behemoth, in September 2018 was as unexpected 
as it was seismic.  
 
Its sudden collapse triggered shock waves that ripped through financial markets 
and the economy, throwing the NBFC/shadow banking sector into crisis and 
significantly slowing down growth even well before the current pandemic.  

 
As among the largest bankruptcies in India to date – at 
nearly Rs ten trillion– the failure of IL&FS raised several 
questions regarding the roles of multiple stakeholders. It’s 
management, auditors, credit rating agencies, shareholders, 
lenders, regulators and the government. But above all, after 
the management, were questions regarding the role played 
by its board of directors.  
 

IL&FS’s Board of Directors in 2018 comprised shareholder 
directors - nominees of the public sector Life Insurance 
Corporation, State Bank of India and Central Bank of India, 

and those of the private sector Orix, Japan and Abu Dhabi Investment Authority; 5 
independent directors; and executive directors - Ravi Parthasarathy, Chairman (till 
his resignation in July 2018), Hari Sankaran, Vice Chairman and Managing Director, 
Arun Saha Joint Managing Director and CEO. HDFC, a private sector shareholder 
whose nominee stepped down in 2017 and was not replaced, was not represented 
on the Board. 
 
By the time of its collapse in September 2018, Michael Pinto a retired senior 
bureaucrat had been independent director for nearly 14 years, SB Mathur, former 
Life Insurance Corporation Chairman had served as an independent director for 
about 13 years and Jaitirth Rao, for about 6 years. R.C. Bhargava, a former senior 
bureaucrat turned industry professional, had been independent director for nearly 

https://www.amazon.in/NEVER-TOO-BIG-FAIL-Trillion-Rupee/dp/9389967538/ref=tmm_hrd_swatch_0?_encoding=UTF8&qid=1604584031&sr=8-1
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28 years. The executive directors on the Board, Ravi Parthasarathy, Hari Sankaran 
and Arun Saha had been with the Company since its early years. 
 
Even by lax Indian standards of corporate governance, the failure of the Board to 
read the alarm signs over the years leading up to the default, and take steps to rein 
in the management while taking regulatory authorities into confidence, was 
spectacular. 
 
An independent director has been quoted as saying that it was in the knowledge of 
everyone for years that the company had a serious asset-liability mismatch and 
there would be a default. Yet the question is what did the Board do about it?  Did it 
rein in the unbridled expansion of IL&FS and its subsidiaries across multiple 
infrastructure sectors, recognising the equity deficit nature of financing and the risk 
it posed to the organisation as a going concern? Did it recognise that the liabilities 
of interest and repayment that were growing, were being replaced increasingly by 
market borrowings on a credit rating that was increasingly looking dubious? That 
post the collapse of the Piramal deal in 2015, for nearly two years, when none of the 
asset monetisation plans promised by the management significantly fructified, did it 
begin discussions with regulatory authorities pointing out the precarious position of 
the group and the risk of default? Surely such an experienced board would have 
been aware of the systemic implications of a default by a group as large as IL&FS? 
 
The Risk Management Committee of the board was tasked with reviewing the risks 
of the group and its operations, its asset-liability management, liquidity and market 
risk, its capital adequacy. In a high-risk infrastructure finance and development non-
banking finance company, where the risks were already identified, the importance 
of the functioning of this Committee as an oversight of management actions cannot 
be overemphasised. Yet the Risk Management Committee, comprising R.C. 
Bhargava, Michael Pinto - both independent directors, Arun Saha - executive 
director, and S. Bandyopadhyay, LIC nominee who resigned in April 2017 and was 
replaced by Hemant Bhargava, Managing Director, LIC, reportedly last met in July 
2015. 
 
Which would indicate that post the collapse of the Piramal deal in mid/late 2015, the 
Risk Management Committee did not deem it necessary to meet and review the 
position, a period during which the market borrowings of the IL&FS Group, based 
on the ‘AAA’ national rating of the parent IL&FS and IFIN, shot up significantly? 
Independent directors refer to the veto right and the requirements of an affirmative 
vote by shareholder nominees on the board, and point to the collapse of the 
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Piramal deal due to LIC as a key shareholder not agreeing to the price offered. Yet 
there are no reports of their taking any alternative steps to rectify the equity deficit 
situation at the group.  
 
They further reportedly inform a lack of briefing from management, which would 
evidently directly brief shareholders/ shareholder directors, while also pointing out 
that if the auditors and credit rating agencies could not ascertain the true state of 
affairs, how could the independent directors be expected to? They claim efforts 
being made for management succession planning, only to be ignored or neglected 
by shareholder directors. Yet there are no answers why this was not brought to 
public or regulatory attention even as the situation at the conglomerate went from 
bad to worse, or even highlighted by their resignation over reportedly being 
ignored by management or shareholders regarding their suggestions. 
 
The claim of concealment of information and inability to detect the situation when 
even the auditors and credit rating agencies were unable to, does not stand up to 
scrutiny. The auditors and credit rating agencies were retained by the Company 
management in practice and being paid by it, while the management, in theory at 
least, was meant to be reporting to the Board of Directors. 
 
The growing debt position of the Group was evident from even a cursory glance at 
the annual accounts of the company, as was the increasing dependence of the 
group on market borrowings instead of bank loans. That the IL&FS group had not 
undertaken any significant expansion of its portfolio of projects since 2015 even as 
its debt had nearly doubled in the same period, render claims of the previous Board 
to have initiated corrective mechanisms of a forensic audit to determine the real 
assets underlying the liabilities and an asset monetisation program, as doubtful and 
a case of too little too late. 
 
So the question arises, why did a Board with such eminent personalities of integrity 
and reputation, fail?  
 
The answer lies in the same bureaucrat-banker-corporate network of relationships 
hangover of the command economy, translating into post retirement sinecures of 
directorship or employment for bureaucrats or bankers, most of whom may have 
dealt or facilitated the company’s growth at some point of time and continue to 
have valuable influence in their organisations and departments. 
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A former Chairman of its largest public sector shareholder being nominated as 
independent director speaks to the comfort of the relationships built by IL&FS 
management over decades. That in recent years directors remuneration had 
increased from the pittance paid as sitting fees to a quite handsome remuneration - 
in some cases reportedly as much as Rs.5 mn per year - did not seem to raise any 
concerns of conflicts of interest. 
 
The modus operandi was replicated across subsidiaries. 
 
At IL&FS Financial Services Limited, the annual report for the financial year 2018 
states that the non-executive directors on its Board were S.S. Kohli, former 
Chairman and Managing Director, Punjab National Bank and India Infrastructure 
Finance Company, Shubhalaxmi Panse, former Chairman, Allahabad Bank, Executive 
Director, Vijaya Bank and General Manager, Bank of Maharashtra, Renu Challu, 
former Managing Director at State Bank of Hyderabad, Deputy Managing Director 
at State Bank of India, and Uday Ved, a former senior partner at KPMG, one of the 
Big Four audit and consultancy firms. 
 
At IL&FS Transportation Networks Limited, the annual report for the financial year 
2018 states that the independent directors on its Board were Deepak Dasgupta, 
retired Indian Administrative Services (IAS) officer and former Chairman, National 
Highways Authority of India, R.C Sinha, retired IAS officer and former Vice Chairman 
and Managing Director of Maharashtra State Road Development Corporation, 
Maharashtra Airport Development Company, City Industrial Development 
Corporation of Maharashtra (CIDCO) among others, H.P Jamdar, retired Principal 
Secretary, Govt. of Gujarat, where he was appointed Chairman of various State 
owned corporations, especially in the roads and ports sector, and Neeru Singh, IAS 
officer. 
 
While the respective Boards were self-evidently conducive to the business by these 
companies in providing guidance to obtaining business on government contracts 
and the raising of funds, the profile of the directors all point to administrative and 
public sector banking experience. A career environment of public service that was 
not given to detailed investigation; asking questions or rocking-the-boat in any 
manner; of operating in a carefully delineated role within a systemic framework; a 
role which perhaps did not adequately prepare for shouldering the responsibility 
that being a director on the Board of companies in a large conglomerate private 
sector group enjoined. Of a requirement for a nuanced understanding of accounts; 
of risk; of audit; of asking questions on inspection reports and answers from 
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auditors and management  as to the true and fair picture not only of the overall 
company but of individual loan accounts and projects; of loans to group companies 
and violations of regulatory norms; of market intelligence, of exercising an 
independent check on management ambitions and actions; and  of a fiduciary 
responsibility to stakeholders. A cosy and mutually beneficial relationship, but not 
one in which the responsibilities of Directorships were either quite understood or 
discharged. 
 
Many independent directors subsequently claimed to “not being informed” and 
being effectively reduced to a rubber stamp to management decisions. Underlying 
this seeming neglect too was likely the same belief and comfort that permeated the 
internal and external perception of the group. That it was too large to fail, that it 
was a part of the quasi-official establishment, and that eventually the government 
would step in with a rescue package and correct the imbalances that had built up. 
 
Even post default by the group, there were some directors who believed it was a 
simple case of “asset-liability mismatch”, not recognising that there were now 
substantial borrowings on the books that were not backed by assets of equal value. 
Borrowings that had been made to repay interest and fund cost overruns on the 
unbridled borrowings to fund an unprecedented expansion spree both domestically 
and abroad; borrowings that had then compounded over the years even as the 
group searched for a buyer for its assets. 
 
The background of the directors also perhaps explains why none seemingly 
recognised the enormously higher risk of a default in the capital market 
borrowings, as against defaulting on a bank loan. The risk of public panic, of 
outrage, of forcing political positions and administrative action. Their administrative 
experience informed them of genteel practices of debt restructuring, where 
bankers would be invited to conferences and asked to reschedule payments on 
loans and take “haircuts'' to match the repayment capacity of the project or 
company, even as the government stepped in through some public sector 
institution with rescue funds. That they failed to recognise the changing times from 
2015 onwards with both tightening action on non-performing assets with banks and 
the enactment of the Insolvency and Bankruptcy Code and were overtaken by 
events, would seem evident in retrospect. 
 
Yet it is equally true that the group architecture of IL&FS was a “fragmentation” of 
structures of checks and balances that further aided an entrenched management 
and its decision making.  It was a pattern that was evident from the early 
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beginnings of the group, one that only grew as the group spawned over many 
subsidiaries and intermediate holding companies, growing to over 340 by the time 
of the default. 
 
The fragmentation of Board power was  aided by a large scale subsidiarisation, with 
its independent Boards - mostly of similar pattern of eminent retired senior public 
sector personnel or bureaucrats but minus the institutional shareholder 
representation - of vertical sector holding companies and subsidiaries. With each 
subsidiary/intermediate holding company having its own Board of Directors, there 
was a potential for ‘forum shopping” of decision-making approval.  
 
A sale of a project company or an acquisition could be approved in principle by the 
Board of Directors at parent company level in broad strategy, but approval for the 
price taken at the Board of a subsidiary holding company level with an entirely 
different set of Directors. The matter may be then subsequently a part of the 
agenda to the parent company Board for information and not as a decision-making 
item. As a result, neither the parent company nor the subsidiary holding company 
Board of Directors may have full information or ownership of the process of 
decision making in the transaction. 
 
The complexity and scale of operations of the sprawling conglomerate was cited as 
cause for delegation of power to Committees of Directors, sub-committees of the 
Board comprising executive Directors, to facilitate quick decision making. Over a 
period of time, most decisions got delegated to this “CoD” with little Board 
oversight of its decisions. With the passage of time and the comfortable relationship 
between the various Boards and the management, the Boards became complacent 
to review and content be informed, rather than being proactive or to question and 
guide strategy. So why did this massive failure of corporate governance happen?  
 
Some point to the long tenure of leadership of management that builds an 
entrenchment of power and interests, particularly in so called “professionally 
managed” companies. While such leaders undoubtedly have superior skills and 
bring significant value to the companies they manage in challenging environments 
and markets, the challenge lies in building systemic checks and balances to their 
power and judgement. Given the nature of corporate rule, the alpha rarely gives up 
leadership till he - and it is typically male and behavioural given the limited gender 
diversity in leadership positions in the corporate world - it is taken away from him in 
battle. 
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As with other forms of organisation, power has a natural tendency to get 
entrenched, even as it then feeds and propagates itself. With other powerful 
executive organisations, like the Government or the public sector, this is kept in 
check by a defined retirement age, a policy of rotation of jobs, and a strong line of 
cross functional succession. In promoter run companies, this question does not 
arise as typically promoter interests are also usually majority equity shareholders 
and therefore in perpetual management. Though decisions there too are now being 
increasingly questioned if detrimental to minority shareholder interests. In most 
“professionally run” companies with long serving leaders and no identified 
promoter group of shareholders however, the succession plan ends up being 
controlled by the leaders themselves, often pushing out those who may challenge 
their unquestioned control while retaining only those who would perpetuate their 
role in servile deference. 
 
The selection of the Directors of the Board in these companies too is often 
dependent on the leader’s choice, to be recommended for appointment to the 
Annual General Meeting of shareholders and elected in the absence of any 
opposition. Independent directors selected in this manner, well aware of which side 
of their directorial bread is buttered, then show little desire to ask tough questions 
or be seen rocking the management board, easily and comfortably mollified by the 
perks and respect the position brings to often retired personages, and secure in 
being part of privileged coterie of crony patronage and networks. 
 
Nominee directors of public sector financial institutions and banks having 
shareholding in the Company too often fall under a similar spell, wary of the reach 
of the leader to his or her political or bureaucratic bosses, waiting for “government” 
directions or instructions, not wanting to ask uncomfortable questions, and happy 
to be part of that charmed circle and a patronage that might extend to helping 
further their career with a good word being put in at the highest echelons of the 
administrative decision making apparatus in the country. In some instances, the 
Nominee Directors of these institutions continue as Independent Directors on these 
companies even after retirement, a sinecure of a comfortable relationship - and 
equation - established with the management. 
 
In certain instances, in deference to growing age or statutory requirements, the 
leader may agree to relinquish an executive role and accept the role of Non- 
Executive Chairman. Yet, much as bull elephants in the boardroom, they continue to 
dominate discussion and decision making at the Company that they identify as their 
alter ego.  
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While quality leadership is a challenge to identify and groom, such a long 
uninterrupted tenure for leaders has its own challenges, entrenching individual 
driven strategy and decision making while establishing a hegemony and an 
unquestioning and stunting obedience or concurrence not only in the organisation 
but also in the board and other stakeholders that are tasked with keeping checks 
and balances on management. 
 
The IL&FS story is not very different. In its early years it had a high-powered board 
of directors, comprising heads of banks and institutions and senior retired 
bureaucrats who helped it navigate its initial infrastructure projects and troubles - 
like the NOIDA Toll bridge and Tirupur water projects - under the public private 
partnership format of bilaterally negotiated projects. The board served its purpose 
well then, assisting in providing the bridge between government perspective and 
institutional finance in a policy driven initiative in the fledgling years of 
liberalisation. Yet over the years, even as the nature of the company and the 
markets changed, the board did not keep up with the changing trends, having 
established a comfortable equation with delegation of power to the long serving 
Chairman and Managing Director. An easy relationship for retired bureaucrats 
serving as independent directors with the occasional Board meeting to peruse 
agenda items put forward by the management, ask a few desultory questions, an 
occasion to chat about government policy and network, put in some minor requests 
promptly attended to by the management, and the occasional request from 
management to “put in a word” to some old colleague in some ministry or state. 
For the public institution representatives, it is telling that for most of the existence 
of IL&FS since its inception in 1987, there was no head of a shareholder public 
institution represented on its Board after its initial years. All were represented by 
the second in command, in some by the third, and in another, by none at all. 
 
Ayn Rand, describing her ultra-individualist view of the corporate form in her book, 
“The Fountainhead”, said : “ All I mean is that a board of directors is one or two 
ambitious men - and a lot of ballast. Great big empty nothings. They say we can’t 
visualise a total nothing. Hell, sit at any committee meeting. The only point is only 
who chooses to fill that nothing.  It is a tough battle. The toughest.” 
 
Those who recognise the multiple stakeholder responsibilities of companies and 
corporate governance, also recognise the key role of the board of directors in it. Of 
a need for checks and balances, of a collective balanced and risk mitigated strategy 
for the company as against the unbridled views of “one or two ambitious men.” And 
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corporate governance is a tough battle. The toughest. The problem is when the 
ballast too is missing. And an ambitious Icarus soars unrestrained and unchecked to 
dangerous skies only to, predictably, crash and burn. 
 
 
 
 

 

 Sandeep Hasurkar has been an investment banker, term lender and policy 
advisor with leading institutions. Over the last thirty years he has worked at 
ICICI Securities, the ICICI group, ARCIL and with IL&FS where he was associated 
with developing and operating renewable energy projects for the last 12 years. 
He is a regular speaker at seminars, guest lectures at leading management 
institutes, and sits on the board of several renewable energy companies. 

 

Contact 
Email:  
hasurkarsandeep@gmail.com 
Blog: 
sandeephasurkar.com 
Twitter: 
@SandeepHasurkar 
 

 
 

You can use the following 
link to buy the book: 
https://amzn.to/3eqVCGe 
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Disclaimer 
This document has been authored by Sandeep Hasurkar. The views expressed in the document are personal to the author and 
do not necessarily reflect the opinion of IiAS. IiAS shall not be in any way responsible for any loss or damage that may arise to 
any person from any inadvertent error in the information contained in this report. This document is provided for assistance 
only and is not intended to be and must not be taken as the basis for any voting or investment decision and/or legal 
opinion/advice. The user assumes the entire risk of any use made of this information. Each recipient of this document should 
make such investigation as it deems necessary to arrive at an independent evaluation of the individual resolutions referred to 
in this document (including the merits and risks involved). The discussions or views expressed may not be suitable for all 
investors. The information given in this document is as of the date of this report and there can be no assurance that future 
results or events will be consistent with this information. This information is subject to change without any prior notice. IiAS 
reserves the right to make modifications and alterations to this statement as may be required from time to time. However, 
IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS is committed to providing 
independent and transparent recommendation to its client and would be happy to provide any information in response to 
specific client queries. Neither IiAS nor any of its affiliates, group companies, directors, employees, agents or representatives 
shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may 
arise from or in connection with the use of the information. The disclosures of interest statements incorporated in this 
document are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed 
in the report. 
 
Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not 
be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in 
whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity 
who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, 
publication, availability or use would be contrary to law, regulation or which would subject IiAS to any registration or licensing 
requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and 
persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. The 
information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design, original 
artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any 
form or for any purpose whatsoever by any party without the express written permission of the copyright holders. 
 
Other Disclosures 
IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) dedicated to providing 
participants in the Indian market with independent opinions, research and data on corporate governance issues as well as 
voting recommendations on shareholder resolutions of about 750 listed Indian companies (https://www.iiasadvisory.com/iias-
coverage-list). Our products and services include voting advisory reports, standardized services under the Indian Corporate 
Governance Scorecard, and databases (www.iiasadrian.com and www.iiascompayre.com). There are no significant or material 
orders passed against the company by any of the Regulators or Courts/Tribunals.  
 
This article contains excerpts of the book - ‘Never too big to fail’ and is a commentary on the general trends and 
developments witnessed in the securities market. 
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About IiAS 
Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated to 
providing participants in the Indian market with independent opinions, research and data 
on corporate governance issues as well as voting recommendations on shareholder 
resolutions for about 800 companies that account for over 95% of market capitalization.  
 
IiAS provides bespoke research, valuation advisory services and assists institutions in their 
engagement with company managements and their boards.  

 
IiAS has equity participation by Aditya Birla Sunlife AMC, Axis Bank, Fitch Group 
Inc., HDFC, ICICI Prudential Life Insurance, Kotak Mahindra Bank, RBL Bank Limited, Tata 
Investment Corporation, UTI Asset Management Company Limited and Yes Bank.  

IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024). 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


