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CHAPTER - 2 

Perform Pre-recovery Activities 

1. Debt 

Debt refers to money that is borrowed and must be repaid, 
typically with interest. It's a financial obligation that can be 
incurred by individuals, businesses, or governments.  

Debt is an amount of money borrowed by one party from 
another.  
Debt is used by many corporations and individuals as a 
method of making large purchases that they could not 
afford under normal circumstances.  
A debt arrangement gives the borrowing party 
permission to borrow money under the condition that it is to be paid back at a later date, 
usually with interest. 
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Types of Debt: 

o Secured Debt: Backed by collateral, such as a mortgage (which is backed by the house) 
or a car loan (backed by the vehicle). 

o Unsecured Debt: Not tied to any specific asset. Examples include credit card debt and 
student loans. 

Interest Rates: The cost of borrowing money, expressed as a percentage of the amount 
borrowed. It can be fixed (stays the same over time) or variable (can change over time). 

Repayment Terms: The conditions under which the debt must be repaid, including the 
duration of the loan and the payment schedule. 

Debt Management: Strategies for handling and repaying debt, which might include 
budgeting, debt consolidation, and negotiating with creditors. 
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Impact on Credit: Managing debt responsibly can improve credit scores, while 
mismanagement can harm them, affecting future borrowing capabilities. 

Debt Recovery: The process of collecting owed debts, often involving collection agencies, 
legal actions, or restructuring agreements to recover the outstanding amounts. 
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Buckets 

Collection methods are based upon the type of debt and the debtor's past payment 
history.   

Debts are divided into "soft" and "hard" buckets.   

Soft bucket items include most unsecured debts. 
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Payment History 

Many debt collection companies categorize their clients by past payment history. 

Category 1 includes people who get occasionally behind on payments. 

Category 2 includes people who are often behind on monthly obligations. 
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Category 3 includes people who are consistently behind on payments and have defaulted 
on some of their loans or credit cards. 
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Delinquent Customers 

Who do not pay their installments in time. 

When the customer crosses 90 days delinquency, legal action is initiated. 

  

       

  90            ,        

Span of Analytics Deployment 
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Reporting of the key parameters 

 
Buckets 

Delinquency Current 
Bucket 

No. of cases Total POS POS realised %POS 
realised 

30 days delinquency Bucket 1     

60 days delinquency Bucket 2     

90 days delinquency Bucket 3     

120 days delinquency Bucket 4     

150 days delinquency Bucket 5     

180 days delinquency Bucket 6     

Skip cases 

Skip cases where there is no record of the customers. 

Original documents are retrieved from the data house. 
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Loan Defaults 

Loan defaults occur when a borrower fails 
to meet their debt obligations, typically by 
missing one or more payments. This can 
happen with any type of loan, such as 
mortgages, auto loans, or personal loans. 
Here’s a breakdown of what happens 
during a loan default: 
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Default Stages: 

Grace Period: After missing a payment, borrowers usually have a grace period during 
which they can catch up on payments without facing severe consequences. 

Early Delinquency: If payments continue to be missed, the loan enters the delinquency 
stage. Lenders may charge late fees and start contacting the borrower to discuss 
repayment. 

Formal Default: After a certain number of missed payments (often 90 days or more), the 
loan may be classified as in default. This stage usually triggers more severe actions by the 
lender. 
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Consequences: 

Credit Score Impact: Defaults 
significantly damage the 
borrower’s credit score, 
making it harder to secure 
loans in the future. 
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Legal Action: Lenders may initiate legal proceedings to recover the owed amount. This 
could involve debt collection agencies or court judgments. 

Asset Repossession: For secured loans (e.g., mortgages or car loans), the lender might 
repossess the collateral (house, car) if the borrower defaults. 
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Prevention and Management: 

Communication: Borrowers should communicate with their lenders if they’re having 
trouble making payments. Lenders might offer repayment plans or other forms of 
assistance. 

Refinancing: In some cases, borrowers can refinance their loans to reduce their monthly 
payments and avoid default. 

Financial Counseling: Seeking advice from financial counselors can help borrowers 
manage their debt more effectively and avoid default. 
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Types of Loan Defaults 
Loan Default 

Means a borrower has not fulfilled the conditions in repayment of a debt 

1) Debt Service Default 3) Sovereign Default  

2) Technical Default  4) Strategic Default 
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Debt Recovery Management in Banks 
A debt from a loan, credit line or accounts receivable that is recovered either in whole or in part 
after it has been written off or classified as a bad debt. 
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Debt Collection Procedures: Banks typically have a structured approach to collect overdue 
payments. This includes sending reminders, calling the borrower, and sometimes involving 
third-party collection agencies. 

Customer Communication: Effective 
communication with customers is 
crucial. Banks often send notices or 
letters informing borrowers of their 
outstanding debts and the 
consequences of non-payment. 

Risk Assessment: Banks assess the 
risk of default when lending and set 
up strategies for debt recovery based 
on the likelihood of repayment. This 
might involve analyzing the 
borrower’s financial status and 
payment history. 

Legal Actions: If standard collection methods fail, banks may take legal action to recover 
debts. This can involve filing lawsuits, obtaining court judgments, and garnishing wages or 
seizing assets. 

Negotiation and Settlement: Banks may negotiate with borrowers to reach a settlement 
or repayment plan that is manageable for the borrower. This could involve reducing the 
total amount owed or extending the payment term. 

Credit Management: Proper credit management helps in minimizing bad debts. This 
includes evaluating creditworthiness before lending and setting appropriate credit limits. 
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Regulatory Compliance: Banks must adhere to regulations and guidelines related to debt 
recovery to ensure that their practices are fair and legal. 

Technology and Automation: Many banks use technology and automation to track 
overdue accounts, manage communications, and streamline recovery processes. 
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Debt Recovery Management 

A company or agency that is in the business of recovering money that is owed on delinquent 
accounts.  

Many debt collectors are hired by companies/Banks to which money is owed by debtors, 
operating for a fee or for a percentage of the total amount collected.  

Some debt collectors are debt buyers; these companies purchase debt at a fraction of 
its face value and then attempt to recover the full amount of the debt. 
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Defaults Classification 

Defaults are classified into two baskets – Soft and 
Hard. 

The borrowers are segregated into baskets on the 
basis of the time period of default.  

The baskets are usually on the basis number on the basis of number of days i.e. 0-30, 0-60, 
0-120 and so on. 

The soft basket is when the default is at early, usually below 90 days. 

The default shifts into hard basket if it is beyond 90days. 
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Engagement of Recovery Agency 

The Bank may utilize the services of recovery agencies for 
collection of dues and repossession of securities. Recovery 
agencies will be appointed as per regulatory guidelines issued 
in this regard.  

The name and address of all Recovery Agencies on the Bank’s approved panel will be 
placed on the Bank’s website for information. 

Only recovery agencies from the approved panels will be engaged by the Bank. 
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Employees of the recovery agencies, after completing the mandatory Debt Recovery 
Agent (DRA) training, will be issued valid ID cards authorising them to collect dues from 
the Bank's customers. 

In case the Bank engages service of such 
recovery/enforcement/ seizure agencies for any 
recovery case, the identity of the agency will be 
disclosed to the borrower. 

The recovery agents engaged by the Bank will be 
required to follow a code of conduct governing 
their dealings with customers.  
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Purpose and Need: Businesses often engage recovery agencies when they face difficulties in 
collecting overdue payments from customers or clients. These agencies specialize in 
recovering debts and can employ various strategies to recover the funds. 

Types of Recovery Agencies: 

o Collection Agencies: Focus on recovering overdue payments from debtors. 

o Debt Recovery Agencies: May handle more complex cases, including legal proceedings. 

o Specialized Agencies: Focus on specific industries or types of debt. 

Contractual Agreement: The engagement typically involves a formal contract outlining the 
terms of service, including: 

o Scope of Work: Details on the types of debt and the methods to be used. 
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o Fees and Commissions: Payment structure for the agency’s services, which can be a flat 
fee, percentage of the recovered amount, or a combination. 

o Duration: Time frame for the agency’s involvement. 

o Legal and Compliance Issues: Adherence to laws and regulations governing debt 
collection practices. 

Selection Criteria: 

o Reputation and Experience: Agencies with a good track record and relevant experience 
are preferred. 

o Methods and Approach: Agencies should use ethical and legal methods for debt 
recovery. 

o Fee Structure: Should align with the business’s budget and expectations. 

Process: 

o Initial Assessment: Evaluation of the debt and the debtor’s situation. 

o Communication: Contacting the debtor through letters, phone calls, or visits. 

o Negotiation: Arranging payment plans or settlements. 

o Legal Action: If necessary, initiating legal proceedings to recover the debt. 

Monitoring and Reporting: Regular updates on the recovery process and outcomes should 
be provided by the agency. This helps the business stay informed about the status of their 
debts. 

Outcomes and Resolution: Successful recovery of the debt or resolution of the case, which 
may include partial payment or a negotiated settlement. 
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Conclusion 

Pre-recovery activities are fundamental to the success of a debt recovery agent's role. By 
thoroughly assessing and analyzing the debtor's profile, including their financial status and past 
payment behavior, agents can develop a well-informed strategy tailored to the specific 
circumstances of each case. Establishing clear lines of communication and ensuring compliance 
with legal and regulatory requirements further enhance the efficacy of the recovery process. 
Additionally, employing negotiation tactics and setting realistic recovery goals contribute to a 
more structured and efficient recovery effort. Ultimately, a meticulous approach to pre-recovery 
activities not only increases the likelihood of recovering outstanding debts but also fosters a 
professional and ethical recovery process that upholds the interests of both the creditor and the 
debtor. 
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