( CHAPTER-3 )

Perform Receivables Collection Activities

Collections Process

Collection Supervisors had Distribute customer accounts to
to run Reports and Queries
to identify delinquent
customer accounts

T

Manually segment custorner Collection Specialists through

accounts depending on
customer category

paper print-outs or by forwarding
spreadsheets to process

Distribute
Accounts

Reports Manually
& Queries v Segment

Outstanding Payments

Prioritize

Download Accounts

Debt Recovery

Download customer Run separate set of Reports

accounts into and Queries for each
Spreadsheets customer segment to
prioritize customer accounts

Debt recovery procedure

Contact with a friendly payment reminder
Contact with an overdue payment reminder
Contact your customer with a final notice

Try to make direct contact with your customer
Send a formal letter of demand

Repossession of Security

NoukwnNe

Valuation & Sale of Property

T gl ufshar
1. TP 3 YA SJERS & 1Y TP B
2. AT YITAH SRS & Y TUH P
3. SIfTH I & ATY 370 U A TUD B
4. 3T T8 F T b §IH BT T By
5. U S=ies AT O 9ot
6. R&M BT AU
7. Ul &1 Gedich1 Td faisht
Defaults of loan (30T f¥Wiee g1)
o Improper selection of an entrepreneur (f&dt IeH &1 3frd Tg=)
e Deficient analysis of project Viability (ARTSHT agTddI &1 i faReryon)
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Inadequacy of Collateral Security/Equitable Mortgage against loan (HU & fasg Juriye
IR/ S/ B SHTTT)

Unrealistic Terms and Schedule of Repayment (G4 &1 SfaRdide Jd 3R SH)

Lack of Follow up Measures (3fad SUTd! BT 3HT4)

Default due to natural calamities (Wi UGS & HRUI {EWIe)

RECOVERY PREFERENCE OF COMPROMISE

CAMPS CLAIMS PROPOSALS

RENE

Effective Strategies
which bank follows

I
SRR

A J
'Y R

TECHNICAL WRITE

LOK ADALATS
OFF

Gross Non Performing Assets

¢ The total (Gnpas) of banks stood at Rs 5,94,929 crores as at end march 2016, over 90 per
cent of this is on the books of public-sector banks (psbs)

o« TTE 2016 & 3id 9% B! &1 A (Gnpas) 5,94,929 FRIS IUY AT, BT 90 U= I e fFwan
Tt & & dabi (psbs) & @ A B

Bank Gross NPAs in Rs Crore
PSBs Pvt banks Total

539,965

400,000 404,667

314,231
272,706 278,468 296,321

228 244 227 264 234,583 251,010

200,000

Dec-13 Mar-14 Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16

Data considered for 26 PSBs for all quarters and in case of private banks it is 14 banks up to Dec 2015 and 15 banks in
March 2016
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PSBs  Pvtbhanks Total

54,974

Dec-13 Mar-14  Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16

Data considered for 26 PSBs for all quarters and in case of private banks it is 14 banks up to Dec 2015 and 15 banks in

March 2016

PSBs Pvibanks  Total

400,000

200,000

252,275 250,643 260,582 278,458

303055 310,847

594,929

449,479

Dec-13 Mar-14 Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16

Data considered for 26 PSBs for all quarters and in case of private banks it is 14 banks up to Dec 2015 and 15 banks in

March 2016

THE MOST GENEROUS

Top 10 banks in writing off

bad debts in 2015

(inRs crore):

SBI 21,313, PNB 5,587
Indian Overseas Bank 3131
AMllahabad Bank 2,109
IDBlbank Ltd 1,609
Bank of Baroda 1564
SyndicateBank 1527
CanaraBank 1,472
UCOBank 1,401

CentralBankof India 1.386

Top 10 banks in writing off
bad debts in last 3 financial
years (in Rs crore):

SBl 40,084, PNB 2,531
Indian Overseas bank 6.247
Bankof India 4983
BankofBaroda 4,884
CanaraBank 4,598
Central Bankof India 4,442
Miahabad Bank 4243
Syndicate Bank 3,849

Oriental Bankof Commerce 3.593
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Recovery Acts
e Debt Recovery Tribunal Act 1993

e The Securitisation And Reconstruction Of Financial Assets And Enforcement Of Security
Interest Act, 2002

e ARC

gAyifa sriRrfram

o UGl TR AT 1993

o foxfto dufal 1 ufayfawsRor sk gAfufor 3k QRen fed &1 uad= sifafyad, 2002
o TR

Debt Recovery Tribunal Act 1993
e The Debts Recovery Tribunal have been constituted under Section 3 of the Recovery of
Debts Due to Banks and Financial Institutions Act, 1993

FUT aYE! AT IDH0T ST 1993
o F5UT IS ATASHRT BT 16 Sl SR it T oY 5 il o) agent siffaw, 1993 B URT 3 & dgd
far T g |
Aim
¢ To receive claim applications from Banks and Financial Institutions against their defaulting
borrowers

Sias)
o g 3R foxita T T I Tl SURSBATST & RATTH ITaT e UTed HRAT

But soon DRT saw some downside reason being
e When it came to large and powerful borrowers

e Primarily on the ground that their claims against the lenders were pending in the civil courts
(even now, more than 70,000 cases pending with drts)

e |f the debts recovery tribunal were adjudicate the matter and auction off their properties
irreparable damage would occur to them.

e As if these were not sufficient, there was clash of jurisdiction between the Official
Liquidators appointed by the High Courts and the Recovery Officers of the Debts Recovery
Tribunals.

T Seg §1 SIMRE Bl $O THRTHD HRUT SR 37T
o TF TS IR VKR HolaR H1 a1 et &
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o BT ¥U Y 3H YR R fob BUeranaii & Raeirp Ieb ard et srarerai # wifad 9 (3 i, 70,000 §
3 TS SR & Ty T ©)

o S F0T IYEl TSRO A BT Haal BT R 30! YUl &1 ar SHRar df 3= rqrufig afd
Gl

o UM vl 18T 3, I rTerdl gR1 fAgad nfiratRes uReaHTgs SR F507 aelt =fiesRor & aget
SHTIBTRGT & o SHUBR &F HTTHId Ul

Current Issues of DRT
e Bankers say that Rs 2 lakh crore of loans are stuck in DRTs. Of the Rs 2 lakh crore of suits
filed.

e Rs 1.29 lakh-crore loan recovery certificates are yet to be issued.

SRA F A TR
o I BT HEA § (b SISRCT H 2 TR IS U BT A BT §HT 6. 2 ARG BRIS $UU &b HHaH GRR [hU
|

* 1.29 ARI HRIS YT & FUT Il THTUTH SR} i S a1ept 8 1

SARFAESI ACT

e The Securitisation and Reconstruction of Financial Assets and Enforcement of Security
Interest Act, 2002 (also known as the Sarfaesi Act) is an Indian law.

e |t allows banks and other financial institution to auction residential or commercial
properties to recover loans.

e The SARFAESI Act provides for the manner for enforcement of security interests by a
secured creditor without the intervention of a court or tribunal.

e Once a loan is declared as non-performing asset, Bank can take actions under SARFAESI act,
to recover the loan money.

SARFAESI 3ifafaras
o foxfia Tufcrdl &1 ufqufaesRor oiR gAfnfor R TRem fRd UadH siffam, 2002 (SR SARFAES! Sifdfad
1t 8T 1T 8) Ueh URAI BT 7|

o TE dF 3R 3 foxfia TR & HUT o1 ageht & forg st a1 afvfoues Tufa @) Hiandt w3 3
A TR

o SARFAESI SUFTH T SIGTAd AT IATYDHRUN o SXA&Y & foT Uh YRI& FBUIGTAT gRT Y& fgdl Bl Ar]
PR B A BT UGYH FRAT G |

o TP IR 9 B B oY IR-Fremfed uRkgufy it o foar s 2, df S Bur & I &) a5 F R
SARFAES| 310 & d8d HRATS B JhdT g |
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Bank: Power to Auction

First Bank contacts the experts, gets valuation of Mr.A’s assets.

Expert says “those assets are worth Rs.50 crores according to present market value of land/
building/ machinery.

“"

Then Bank will give advertisement in newspapers “we are auctioning xyz
land/machinary/building. Minimum bidding amount is Rs.50 crores.

Problem: sometimes, bidders do not take interest in buying such properties, factories etc.

To fix this problem, Amendment bill of 2011, makes a new provision: if no one else comes to
bid in the auction, Bank itself can buy that property.

d&: et 3t wfe

T §ob IR A WD BT 8, 2t TH! WUy BT Yed s U Ha1 g |
fIRvg ped €, “Yffl/Ha-/A=iE & IdHH TSR Jed & SER 3 Juftal &1 Jed 50 HRIS 30 g

R o THER U B fagom 3 “gH xyz YfR/ARA=RY/Mam &1 et R IR § | <gaH sl AR 50 FRIS
I B

grar: St Sicfierar 0 Juftal, erEE! onfe B wiea A s Tgi dd B

Y YU B 31 B & o7 2011 BT JMeH f38TH T 70T U DRl @ Tfe ! § ael o &
U P R 7ET 3TaT 8, Ol Sob T I HUfy &l Wi Ghal g |

Problems/Limitations

Suppose Bank attached a warehouse of Mr.A.

If the land was in good urban area, Bank could open a new branch office there (or housing
for its employees).

But if plot/factory/house is in some remote area useless for Bank’s personal business.

Under the Banking regulation Act, a bank cannot keep such immovable property beyond 7
years, (max 12 years with RBI’s permission).

1) ) Asset Reconstruction
SLSIEIEL /{ Company (ARC)
T AT 5 5 3 o T 1 U Tiem o P for B““k

H

gfe Yfir oy Tedt & H R, O 9 I8l TH T
YRAT ST (@1 30 HHARAT P T 3mar)
W g T

A afe wife/thadl/eR fadt ggr 3o d § @
o & Pl raa & Rt gg SR |

BAD LOAN
NPA
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o dfthT fafaua Siffaw & dgd, P13 dF U oraa Ul &1 7 TId (RBI BT 3IART I SHfAFHAT 12 I §
31 T T THhar 2|
Asset reconstruction company (ARC).
¢ They buy NPA (Bad loans) from Banks and try to extract maximum money out of it profit.

e They’ve to register with RBI.

ufeeuf gafafor ot (gemd) |
o ISP Y TAUIT RaRTE HUY) Wl & R ST 31T | i TH1 TATHT HHM B IR R 3
o 3% SREISATS & 1Y USIHRUl HRIAT R |

Examples:
¢ ARCIL (India’s first and largest asset reconstruction company (ARC))
e Reliance Asset Reconstruction Company Limited.
e Bank has NPA worth Rs.40 crores.
e ARC will buy the NPA file from Bank at a lower rate say 35 crores.

e Besides, banks have hundreds of bad loan cases, they donot have time or manpower to
pursue individual case, sometimes no bidders are interested in auction. All the file work and
donkey labour, In such cases, it’s better for bank to transfer NPA to ARC.

e But that doesn’t mean ARC will give 35 crores to the Bank from its own pocket!

e Then how will the Asset reconstruction company (ARC) arrange for the money?

3qIg UL

o TIHRIIATSTS (R P Ugalt 3R Jad Fot Jufty gAfafor ot (wemsh))
o Ramde e RagaH Hu fefes |

o % P UM 40 FRIS IUY HITIUN &.

o TR § J TIHT WISd Bl HH &, T TITE 35 HRIS TR WIS |

o TP 3dTA], Sl P UMY TWRIE U P Jbs| AHA &, 31 UIY AR HIHS Y 31 g & T 7T a1
S et 8, HH-pH B +f Siefierar ard 7 3f 78 dar g1 I s Bt 3R T 4H, VI A
H dp & forg TiiT &) TR & RHidaRd ST sgaR 7

o WP TR Hadd T8 ol & fob TR 3T SIF Q §b B 35 HRIS ST
o O iR Tle Rerear Hu-t (TRl U &1 Saoy & it
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Security Receipts (SR)
¢ In above example, ARC needs Rs.35 crores to buy a Non performing asset from Bank.
e So ARC will issue “security receipts (SR)” worth Rs.35 crores.
e Only Qualified Institutional buyers (QIB) can buy these security receipts (SR).
e SR are not “bonds”, they do not carry fixed interest rate.
e ARC will promise to pay money on SR, when it gets money the bad loan.

e Although, ARC usually promise 9% profit on “security reciepts (SR)”

R WIS (THIR)

o IWIF IR H, TR B §cp F TR-Frerfed uRgufy wien & o 35 1S $ud o1 axgwdr g |
1 TSR 35 RIS 3T Pt "IR&M TG (THIHR)" AR HH |

e UG TR WRIGR (FG3MTel) B 37 YR&T ST (THSAR) bl TRIe Hebel 8 |

THR "ais" & €, 3 Fifdd soe R e wad €1

TSR THHR TR U BT YA H= BT ATel BT, 6 I BRI F507 6T 4T B |

BTciiTch, TSHRHT STHAR TR "GRE(T TaT (THSR)" TR 9% TTH P 1T BT |

Three possible situations:

e (Qualified institutional buyers (QIB) buy those security reciepts (SR). So Rs.35 cr cash goes
from QIB -> ARC -> Bank.

e Bank itself recieves SR worth Rs.35 crores for free. (that means ARC will gradually pay the
money to Bank).

e Combination of both: QIBs buy SR worth 30 crores + Bank recieves free SR worth 5 crores.
A= Hurfaa fRufaar:
o TG IYRITTA WRIER (FIATSEN) I JR&M IIa! (THSHR) B WG ¢ | dl 35 HRIS $YY T&H¢ QIB -> ARC ->
JH AT
o dF W 35 FRIS IUY HT TIHR Jud | U HaT ¢ | (STHT HIAd & b TR dR-eR dF 31 4 &
YA B |
o Sl BT YUISH: FYSMES 30 PG Hed BT THIHR TG § + 5 5 DRIS Hed BT YU THIR YT BRaT g |
Qualified Institutional Buyer (QIB)
e Scheduled Commercial Banks
e Foreign Institutional Investor

e Mutual Funds
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e Venture Capital Investors
e |nsurance Companies

e Pension/ Provident Funds

T HRITTE Sl (RS
o IIYfad anforfoues o
o fae=h dRirTd fFawrs

o WA BEY

o 3T Yol A

o SHTHT

o UM yfasa fAfY

Problem
¢ Indian QIBs do not invest much in ARCs.
e Therefore ARC’s capacity to buy NPA is very low.

e And bank themselves don’t have enough expertise or manpower to dispose those NPAs
quickly.

e Previously Foreign investors could invest only up to 49% in ARC minority shareholder cannot
influence company decisions.
e
o YRATE RIS TR § el PRy T A B
o SR TR T we @t e g wH 3|
o 3R dPI P U I AU &I 2o & e & R vait fa=iwsrar a1 se=ifad Tei & |

o Ugd faexh Rowe TRt & Sadt 49% b g1 RO R Thd 3, TP AWRYRP ST & (Huial B
UHIAd g1 R I&hd |

ARC'’s aim
e Extract maximum money out of this investment.
e Auction the assets fully or partially.
e Sell the property in combination with other NPA properties of other defaulters.
e Restructure the EMIs of Mr.A.
¢ Change the Management of that asset, appoint its own directors/officers.

e Order Mr.A to outsource or lease his business to a another company
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TR BT 3=

o U Maw T 31 T 31fie T AT |

o ufrl @ qul a1 $fife &0 § Franft & |

T ®T o= fSWieex] Bt 3= TAUTT Hufdl o wr firame o |

ot T Bt STHSME HT GHTaH B

3 URufy &1 UeeH ded, 3% W & FeRrl/Sifieiial o fFgfad #31

o STHAM TP 30 FI DI el 3 HT DI SIS DR AT Ug TR G BT TSGR |

ARC New Power: convert Debt into equity

e |f company starts making more profit in future, ARC will receive more share from that profit.
(because more profit more dividend to shareholders.)

e |f price of company’s shares go up in the share market, ARC can sell those shares to third
party and make decent profit.

TR 9% fe: BT B sfddt A gea

o e HU HiTS | 34f¥p U HHM T 8, O TR I I <14 T 31f¥res fewam ured givm | (ifes 3ifde
ATH, TIRYURB] D1 3B ATHR )

o I IR IR T HUT B AR B B 1Ad 9 St 8, o TR I VIRI P AW Tef T 971 Fobell § 3R
33T ATH HHTIHA g |
Central Registry

e Previously, borrowers used to forged property documents and get loans from multiple banks
by giving them duplicate property documents as security.

e So when borrower refuses to pay up loan, many banks would make claim for the same
property

e To fix this problem, Reserve Bank of India (RBI) setup Central Registry in 2011, under
SARFAESI.

e This central registry has details of all properties against which loans have been taken.

e Official name: Central Registry of Securitisation Asset Reconstruction and Security Interest
of India (CERSALI)

Fita IR}
o UEd, YRG! SITcht HURT GXATAS ST ¥ 3R I Y&l & ¥4 H GiWdhe WUl axardel GihR $s shi o
0T U Hd U
o 3N STE FURBAT 0T BT YA B T STHR BT 8, Al B3 dcb I Fufy & oy grar w37t
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T G B 31 HRA & o1y, URH RoTd da (Re1) 7 2011 H SARFAES| & T8d Sed IOTCT BT R B |
39 S IR o 39 o ft Tt o1 faaror § oM SR sl e mar g

o IR 1. YR B ufyfaeor ufuf gariaion ofk qren fd &) Feta IRt (A emuauars)

RBI unveils new scheme to tackle bad loans of big firms

Corporate debt restructuring (CDR), (2001)
Joint lenders forum (JLR), (April 2014)
Strategic debt restructuring (SDR),(June 2015)
5/25 Scheme (June 2016)

S4A Scheme (June 2016)

Schemes For Sustainable Structuring Of Stressed Assets

RAIATS A TS HUf-al & g2 BN A fFae= & g 1€ giormr &1 sFmavvr fHar
o HIURE BTG (FSl3R), (2001)

T BUIGTAT T (STTASMR), (31 2014)
UFA® H01 JA 16 (THSISR), (S 2015)
5/25 IS (S 2016)

S4A TISHT (S 2016)

AU Uil &1 Acfd YT b fod rerTg

Liabilities
Sustainable Unsustainable

Effect of Demonetization on NPA’s

RBI Allows both individuals and companies with loans up to Rs 1 crore an additional grace
period of 60 days to repay their loans (Tue, 22 Nov 2016).

Demonetization may help banks turn profitable in third quarter.

ICICI Bank has lowered the interest rate by 0.15% for deposits between 390 days to two
years while HDFC has cut its interest rate by 0.25% on deposits ranging between one to five
crore.

Car loan and home loan EMI’s could fall.
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TIHE IR Aead) &1 3RR

RS 1 PRI IUY I & HU dTal Afdad 3R HUFT ST BT U= HUT oA & I 60 &1 Bt
SffaRad ge 3afy B SAfT &dl § (HTAAR, 22 TR 2016) |

e d) A §b] 1 R el 7 71 H o # A et b g |

TSNS §b 7 390 T A APBR &) Il T B! FTHI W A & 0.15% HH R I 7, Safp
TISIUHA! 3 T I U RIS b I STHT TR TSl &2 | 0.25% P deldl bl gl

PR A 3R 1 A B STHATS °I¢ Johelt 2|

Advantages & Disadvantages of recovery

Advantages:

The process of assigning debt collection to outsides enables officials from Banks to develop
more remunerative new business.

Third party involvement in debt collection has proven time and again to improve the
chances of recovering bank dues as these people are specialists in negotiating with debtors
and the result usually speak for themselves;

A skillfully negotiated debt collection could mean saving on litigation cost.

The process of assigning debt collection to outsides enables officials of non-Banks. Cost to
develop more beneficial new business.

Ty & iR g1

TH:

HUT GG BT HTH STET AN DI Ta= B UichaT sl o SHISTRGT o e R a1 sgawry s
B H GaH S g |

B0 gt § TR e Bt YiiieRt ¥ IR-aR Wifad {3 8 {6 S8 o ShTa1 &t agelt &1 GHIEAT § gur
B3 S N A AT STERI & 1Y ScTd B 7 faRios & SR ufRoms 3mydR W Ye &) died &;
FIAAYI ST &b SIRT FT Gl BT AT Gherarsi arRTd IR §9d 81 9hdl g |

HUT el BT HTH STE ATl Bl Wia B Ufehar TR-db! & feTiRal &1 Tem 941t §1 31fid arHeRt
TI1 AT faHRId HRA B AN |

Disadvantages:

Debt collection does cost money.

The debt collection agency will be establishing a relationship with the banks customers,
which could be potentially harmful if they sour that relationship by not dealing with
customers in a courteous manner.
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RCGIRE
o BU T H I T BT R

o FUI IS TOIT S & MEH! & 1Y Faie R Hft, St Gurfad =0 I gIeRS 81 Gl § IS d ATgh!
P 1Y fa5 i T TI8R 7 PP 39 R H Werg o1d g

Conclusion

Performing receivables collection activities is a critical function of a Debt Recovery Agent,
encompassing a range of strategies and techniques designed to recover outstanding debts
efficiently and effectively. These activities not only require a thorough understanding of the
legal framework and ethical practices but also demand strong communication and negotiation
skills. The process involves systematically tracking overdue accounts, initiating contact with
debtors, and employing various collection strategies tailored to individual circumstances.
Successful debt recovery can significantly improve cash flow for businesses, reduce financial
strain, and maintain positive relationships with clients. By adhering to best practices and
leveraging advanced tools and technologies, Debt Recovery Agents can enhance their
effectiveness and contribute to the overall financial health of their organization.

frepd

THE BT ol BI TafafrT T 01 I Tole $T Teayul BRI §, S SHT1 BN Bl HAAYED SR YU
T ¥ gAY R & forg fafier Yoot sk deeiie! ot wnfird ot €1 37 fafafiat & e e ek
Afw guTel o e TH B MaIHT Bict ©, WY Bl Aolgd YR 3R dIddid & B it o1awass g1 39
Ufehar & R F YT fPT T WIdt BT HafRUd =Y I T AT, STER! ¥ Juds WITIT HAT 3R e
Tug Yoo 1 afdard aRfUf & SUR @R &A1 M g1 81 Thd BUl age Saardl & fag
JHd! TaT8 ®I Hedqul U § YUR Gh«i! €, foxiia ara & HH HR Tabval o 3R D & Y FHRIAD
S TTY G Fhll & | TaTaH TUI3T T UIe B 3R Iad IUBRUN 3R Wil &7 Ty IoTde, BT
TGN Toie SR THTaRNed ) a1 Tahd & SR U e B wHy iy R & Grer o) 9ea B
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