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Introduction: 

The Board for Industrial and Financial Reconstruction (BIFR) was an agency of 

the Government of India, part of the Department of Financial Services of the Ministry of 

Finance. Set up in January 1987 by the Rajiv Gandhi government, its objective was to 

determine sickness of industrial companies and to assist in reviving those that may be viable and 

shutting down the others. On 1 December 2016, the Modi government dissolved BIFR and 

referred all proceedings to the National Company Law Tribunal (NCLT) and National Company 

Law Appellate Tribunal (NCLAT) as per provisions of Insolvency and Bankruptcy Code. 

The BIFR was established under The Sick Industrial Companies (Special Provisions) Act, 1985 

(SICA). The board was set up in January 1987 and became functional as of 15 May 1987. 

National Company Law Tribunal (NCLT) and the National Company Law Appellate Tribunal 

(NCLAT) would take over the functions of the BIFR and other bodies and speed up the process 

of winding down sick companies. The Companies (Amendment) Bill, 2001 was introduced 

because the government considered that the BIFR had not met its objective of preventing 

industrial sickness. 

Structure and objectives: 

The Board  has a Chairman and from two to fourteen other members, all to be qualified as High 

Court judges or else to have at least fifteen years of relevant professional experience. The Board 

only handles large or medium-sized sick industrial companies in which large amounts have been 

sunk. Under the Sick Industrial Companies Act, the Board of a sick industrial company is legally 

obliged to report it to the BIFR, and the BIFR has the power to make whatever inquiries are 

needed to determine if the company is in fact sick. Among other objectives the act was to 

provide a way to revive sick industrial companies and release public funds. If a company is 

found to be sick, the BIFR can give the company reasonable time to regain health (bring total 

assets above total liabilities) or it can recommend other measures. The board can take other 

actions including changes to management, amalgamation of the sick unit with a healthy one, sale 

or financial reconstruction. The Board can recommend a sick industrial company for winding up.  

The BIFR was intended to bridge the legal gap between sickness and revival. It would impose 

time schedules for revival related activities to be completed, oversee their implementation and 

conduct periodic reviews of sick accounts. The BIFR would provide a forum for sharing views, 

coordinating effort and developing a unified approach to dealing with sick companies, speeding 

up the start of corrective action. The BIFR was meant to either turn companies around within six 

months or order closure. 

 



Activity and Results: 

BIFR has had mixed success. Some examples of successful recoveries are the recovery of Bharat 

Heavy Electricals Limited in the 1980s, and more recently the turnaround of Arvind 

Mills, Scooters India and the North Eastern Regional Agricultural Marketing Corporation. There 

have been many more cases where attempts to revive the companies failed, including Binny and 

Co.,  Hindustan Cables, Metal Box Company. Problems have included insufficient resources, 

delays and lack of political willingness to take tough decisions. The BIFR in practice often 

became a way of prolonging the life of unviable companies for years at taxpayer expense.  

 

     Exit Policy : 
 

The companies have been arguing for a flexible Exit policy while the labor unions have 

been against such a step because of their fear of loss of job security. But a liberal policy 

towards the entry and expansion of firms would be beneficial only if it is accompanied with a 

rational policy towards the exit of unviable firms. It is a necessary condition for inducing 

competition and enhancing the efficiency of resource use. 

The term 'exit' is the obverse of the term 'entry' into industry. It refers to the right or ability of an 

industrial unit to withdraw from or leave an industry or in other words to close down. The 

proposal to introduce an exit policy was first mooted in 1991 when it was felt that without labor 

market flexibility, efficient industrialization would be difficult to achieve. The need for such a 

policy arises as a result of modernization, technology up gradation, restructuring as well as 

closure of industrial units. Such a policy will allow employers to shift workers from one unit to 

another and also retrench excess labor. In India, the Industrial Disputes Act, 1947 puts 

restrictions on employers in the matter of reducing excess staff by retrenchment, by closure of 

establishments and the retrenchment process involved lot of legalities and complex procedures. 

Also, any plans of retrenchment and reduction of staff and workforce are subjected to strong 

opposition by trade unions. 

The key consideration in evolving a practical industrial exit policy is the protection of the 

legitimate interests of workers, both in the public and the private sector. Hence, the Government 

policy has been that if a unit can be made economically viable by restructuring it and 

retraining/redeploying the labor, no efforts should be spared to do this. Only in the case of units 

where even restructuring would not render it economically viable should the option of closure of 

the unit be allowed. Even here, to minimize the adverse effects of closure of a unit on labor, 

several options like social security nets, insurance schemes and other employee benefit schemes 

as well as creation of a fund to pay retrenchment benefits to employees have been in place. Some 

of the measures introduced are:- 

 The most important measure is the introduction of Voluntary Retirement Scheme (VRS). 

It was introduced as an alternative legal solution to solve this problem. It is the most 

humane technique to provide overall reduction in the existing strength of the employees. 

It is a technique used by companies for trimming the workforce employed in the 

industrial unit. It is now a common method used to dispense off the excess manpower and 



thus improve the performance of the organization. It is a generous, tax-free severance 

payment to persuade the employees to voluntarily retire from the company. It is also 

known as 'Golden Handshake' as it is the golden route to retrenchment. 

VRS allows employers including those in the government undertakings, to offer 

voluntary retirement schemes to off-load the surplus manpower and thus no pressure is 

put on any employee to exit. These schemes are also not subjected to vehement 

opposition by the Unions, because the very nature of its being voluntary and not using 

any compulsions. It was introduced in both the public and private sectors. Public sector 

undertakings, however, have to obtain prior approval of the government before offering 

and implementing the VRS. 

A business firm may opt for a voluntary retirement scheme under the following 

circumstances:- 

 Due to recession in the business. 

 Due to intense competition, the establishment becomes unviable unless 

downsizing is resorted to. 

 Due to joint-ventures with foreign collaborations. 

 Due to takeovers and mergers. 

 Due to obsolescence of Product/Technology. 

 

National Renewal Fund (NRF): 

In order to protect the interest of workers, Government had set up a National Renewal 

Fund (NRF) in 1992.  

The objectives and scope of the National Renewal Fund were:-  

(a) To provide assistance to cover the costs of retraining and redeployment of employees 

arising as a result of modernization, technology up gradation and industrial restructuring. 

 (b) To provide funds, where necessary, for compensation of employees affected by 

restructuring or closure of industrial units, both in the public and private sectors.  

(c) To provide funds for employment generation schemes both in the organized and 

unorganized sectors in order to provide a social safety net for labor needs arising from the 

consequences of industrial restructuring. 

 

The National Renewal Fund had two constituents:- 

 National Renewal Grant Fund (NRGF) dealt with the immediate requirements of 

labor arising from the revival or closure of sick units. The funds were disbursed in 

the form of grants for funding approved schemes relating to retraining, 

redeployment, counseling and placement services of employees affected by 

technology up gradation, modernization, restructuring and revival of industrial 

undertakings. These funds were also utilized for 

compensation payments to employees affected by rationalization in industrial 

undertakings and parts thereof. 

 Employment Generation Fund (EGF) disbursed grants for approved employment 

generation schemes for both the organized and unorganized sectors. It included 



schemes such as: - (a) Special program designed to regenerate employment 

opportunities in areas affected by industrial restructuring. (b) Employment 

generation schemes for the unorganized sectors in defined areas. 

Though this fund was dissolved, but the Government has been continuously making 

efforts in this direction. 

Scheme of Counseling, Retraining and Redeployment (CRR) of rationalized employees 

of Central Public Sector Undertakings (CPSUs) 

The objective and scope of the scheme is to provide opportunities of counseling, 

retraining and redeployment to the rationalized employees of Central Public Sector 

Enterprises (CPSEs) rendered redundant as a result of modernization, technology up 

gradation and manpower restructuring in the Central PSEs. It consists of three main 

elements:- 

 Counseling:- is the basic pre-requisite of the rehabilitation program of the 

displaced employees. The displaced employees need psychological counseling to 

absorb the trauma suffered by them due loss of job and the resulting challenges 

both for himself and for the members of his family. He needs to be made aware of 

the new market opportunities so that he may, depending upon his aptitude and 

expertise, take up suitable economic activities. 

 Retraining:- It is to help the rationalized employees in rehabilitation. The 

trainees will be helped to acquire necessary skills/expertise/ orientation to start 

new activities and re-enter the productive process after loss of their jobs. 

 Redeployment:- of such rationalized employees in the production process 

through the counseling and retraining efforts. At the end of the program they 

should be able to engage themselves in alternate vocations of self-employment. 

Whereas there cannot be any guarantee that the rationalized employee will be 

assured of alternate employment, yet possible help from the identified nodal 

training agencies as well as from the concerned Central Public Sector 

Undertakings (CPSUs) would be extended to them for starting new avocations. 

The scheme was introduced by the Department of Public Enterprises (DPEs) and has 

been assigned the responsibility of implementing the scheme through its CRR Cell. For 

carrying out various activities for implementation of the CRR Scheme, many nodal 

training agencies have been set up which have several Employees Assistance 

Centers located all over the country to meet the training needs under the Scheme. 
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