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CHAPTER IV

Recovery of Loans and Outstandings:

4.1 Introduction:

Where there is monetary transaction, problems in respect of recovery of the debt
or money are bound to exist. But to avoid such problem any organization run for profit
earning cannot afford to strictly practice the slogan given below:

Your ask credit,
I no pay,
You get mad.
I give credit,
You no repay,
I get mad.
Better you get mad.

-- Confucius *

The corporation which has been established with the main objective of acting as a
development bank/development catalyst cannot even dream of practicing the slogan
mentioned above. At the most, it can strive hard to keep the percentage of overdues at

minimum level possible.
The discussion made may help the readers grasp the state of affairs relating to

recovery of loans. advances by MSFC. *(Above slogan was collected from counter of

shopkeeper).
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4.2 Brief Meaning of Recovery:

When the borrower fails to repay the loan on the due date a notice calling upon
him to repay their dues within a specified time should be given and if no response is
received a reminder should be send by registered post informing the borrower that the
security asset would be auctioned and after adjusting the sale proceed against the
outstanding dues to the bank the balances, if any would be paid the borrower against this

receipt.

Financial corporations, like MSFC gives loans and advances to the individuals or
industries for surviving the industry or doing any legal type of business. The
organization gives loan facilitics on time limit. That is loan is given to customers by

three types;

a. Short term loan
b. Medium term loan

¢. long term loan

The period of short term loan is one to two years. The period of medium term loan is

five to ten years. The period of long term loans is up to twenty years or even more.

When the loan given by the corporation or any institution is not refunded by the
customers within given period at that time the problem of recovery occurs. And if the
corporation fails to recover his dues from customer either directly or through the

court then the problem of recovery arises.

Credit is a very scarce resource particularly into a country like India, where
poverty, unemployment and double light inflation are pervasive phenomena. In a
prudential economy both lending and recovery are considered to be two sides of the same

coin.  While inadequate and improper allocation of credit endangers the basic socio-
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economic philosophy of the country, mounting of overdues of credit endangers the
foundation on which the banking system rests. The timely recovery of funds lent is
prerequisite for the continuous recycling of funds, which in turn has many effects on the
utilization of credit. That is non repayments of loans by the borrower lead to blocking up
of funds in the hands of a few and ultimately the benefits of credit cannot be passed on to
a large section of people who are in the need of credit. On the other hand mounting of
over dues weakens the corporate strength of the credit agencies. Sometimes, the problem
of over dues threatens the liquidity position of putting the financial planning and decision
making in disarray. Then once a loan is arrears, collection of such a loan becomes a
difficult and an ‘uneconomical task. Therefore, judicious paying of credit and also timely
repayment of credit are very important for the healthy and effective functioning of

financial corporations system.
4.3 Recovery procedure of MSFC:

When recovery problem arises then MSFC takes following some of the steps:

a. Postal reminders

b Go on personal visits

¢ Try to arrange payment through marketing agency.
d. Take help from guarantees.

¢. Seek help from block revenue authorities

f. Remind the borrower through his neighbours

g. Send reminder through the borrowers.

h. One time settlement option proposed to borrower

Fach of the above recovery measures may be set with a number of problems, but a

consorted effort by the institute may bring fruitful results. Some of the problems faced in

the recovery are:
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a. Non availability of borrower

b. Misbehaviour of the borrower

¢. Weak explanations and presumptions by the borrower

d. Refusal by the borrower to accept registered postal reminders.
e. Local leaders interference

f. Selling of hypothecated goods

g. Borrowers demand for more loan for wasteful expenditure

h. Inaccessible villages

Some of the following steps can be taken towards recovery:

1. Approach the borrower through governmental agencies.

2. Contacting the guarantors

3. Approaching through marketing agencies

4. Seeking the interference of influential and honest persons of the village.
5. Seeking the help of friends and relatives

If all these fail in recovery of the loan, the only course left is “legal action” i.e.

through court.

4.4 Working of MSFC to increase the rate of recovery:

For better working and increase the rate of recovery, MSFC.s all units work very
hard. 1f instaliments remain pending by the borrower then MSFC’S officers remind such
borrowers for the payment of their installment at the carliest. Following are some steps

taken by MSFC for increasing the rate of recovery:

1. Postal Reminders: Postal reminders are send to the defaulter for two or three
times.
2. Registered Postal Reminder: After sending simple postal reminder for two or

three times, if defaulter does not contact to the office, then MSFC sends registered postal

reminder to the defaulter as well as to the guarantors.
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3. Personal visit: If registered postal reminder also not works, then officers plan
personal visit to the defaulter’s residence or business place and convince him to pay their
outstanding installments.

4. Warning Notice: [f all above the steps fail, then MSFC sends notice through
advocate to the defaulter and warn them to pay the installments as early as possible.

5. Possession Notice: MSFC then sends a possession notice for non payment of
installment.  Under this notice defaulter gets warned for earliest payment of his dues. In
this notice detailed information of defaulter’s account is given. for example: details
about principal amount due, Interest payable, penal interest payable and total dues etc.

6. Notice to take over collateral security: After that MSFC sends notice to
defaulters for taking over collateral security. Notice is sent to the owner of the collateral
security and borrower also. In this notice all detailed information according to their loan
account, sccurity position, hypothecation, overdues of interest and principal amounts of
defaulter are given

7. One time settlement: MSIC offers to the defaulter one time scttlement package
for increasing the rate of recovery.  One time settlement is the scheme for defaulter
wherein some of the interest is waived.  The defaulter is suggested to pay a single

instaliment for unpaid installments/ balance.
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4.5 Advances, loans and overdues of MSFC, Kolhapur region:

Classification of Target given and actual amount recovered by MSFC, Kolhapur

(Rs. In lakhs)
' Sr. | Particulars 2003-04 2004-05

No Target Actual % Recovery | Target Actual % Recovery

1. | Principal 1137.35 ] 1119.49 98.42 | 969.41 840.15 86.66
amount

2. | Interest 343.20 |  289.51 84.35| 232.50 133.37 57.36
Amount
Total 1480.55 { 1409.00 95.16 | 120191} 973.52 80.99

and for interest amount Rs. 343.20 lakhs.

In the year 2003-04 actual target given of principal amount was Rs. 1133.35 lakhs

But actual recovered by MSFC was Rs.

1119.49 lakhs and 289.51 lakhs of principal and interest amount respectively. Total

percentage of recovery was 95.16 tor the year 2003-04.

In 2004-05 actual target given was Rs. 969.41 lakhs for principal amount and Rs.

232.50 lakhs for intcrest amount, but actual recovered by MSFC Rs. 840.15 and Rs.

133.37 lakhs for principal and interest amount. Percentage of recovery was 80.99 for the
year 2004-05.

The figures of 2004-05 show decrease in the rate of recovery compared to the
figures of 2003-04.
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Telex No. : 195 269 MSFC IN
T:lzgraxfr)x : STAFICO Telephone : 652451 - 52

MAHARASHTRA STATE FINANCIAL CORPORATION

Incorporated under State Financial Corporations Act. 1951. (No. LXIIl of 1951) »

REGIONAL OFFICE : KOLHAPUR

Udyog Bhavan
Assembly Road.
KOLHAPUR - 416 003

Pleasc address
all letters to the
Regioral Manager

‘ * L] "
Ref. - 11 305 e - Date oo
vy
Dear Sir,
Re : Loan to you - Payment of Overdues.

Account No.

It is chserved from our record that you have comitted seric
defaults 1n payment of dues of the Corporation. The overdues h:

been 1ncreagsed ta Rs. as an & unde~ -
N/ No. " Total
Re . Rs. Rz .

Principal

Interest
(Cal. upto
due on

Expengex
«Deoitea upto =)

Total

Furtihier, the next Princioal /7 1nterest i1nstalment wilil be <

0n L

DPecwite o repeateg rem.inders and personal contacts by o
recovery iiicer you nave neitner made the payment nor submitt
any  concrete  oropocal for pavment of dues o7 the Corperazic
Deriod. tn order to avorld furtner unpleasant action to be  tvak
ag3:inst  veou, we  hereby call upon you to pay the substant.
overduecs and gl submit concrete proposal acceptanle to
Corporaticn  for  payment a7 balance ogues. In case we do n

recelve  any favourable response from yvou within a period of
days fram the date of this ltetter, the Corporation shall
constrained to anitiate suitable  legal action sgainst  you 7
recavery of dues entirely at your risks, as  teo the cost @
consequences therteol © wnich a4y nlease He noted.

Yours Taitnhfully,

Cmge e N
Y L nAINAG L A (HJ\I v> .



Teieqram:STAF.CC Telephone:6324631 /057
MOHARASHTRA STATE FINANCIAL CORPORATION

?\

Irccrparated under State Financial
Coroorations Act 1951, (No..XIII OF 1931)
REGIONAL OFFICE = WL HEFLUR

Pleacge adcress "UDYOG BHAVANY
all lerters to Assembly Road
trne Reg:ona!l MOLRAPUR-41460835
Manager

BY RZGD.A.J/7U.C.P LV /0RDINARY POST

PocseSsIgn NITICE

WIT-0J45 "REJEDUCE

Ref nNo.“RO/RCYsSYY Date
M/,
Dear Sir,

RE: RECOVERY OF LOAN TT WOL.

A5 you ara  aware tnat outr of taral loan/s af Rs.
sanctioned to you, the Corporation nas disoursed to you o an

aggregate loan/s ot s, y 3Q31mnst which you have

executed & Martgage dated _ang further charge cate
ander Ecurtacie Yortvgege created on and Letter

of Hypotneczt:ion rereinafter collectiveliy referreg

to a8s  tne 33ai1d "loan secur:ty documents” dated

SRCUrING <0 aun Corporation tohe assetes tnerein mentionecd.

renoay to the ZaoroTra:icn twa said sanctioned agqregate sum of
Rs.

other moneys 1n the ~ann
foan secur:ty coc.mnmentsz.

Under the =a:d loz~ sesurity decuments you have agreed to

lments with 1npterest at the rate anag
“woon thne dates mentioned 1n tne sa1d

fa¢3
5
m "’

for tne cans:de

ravion sYoressid, you nave oy the saild taan
Secur:ty Documenta/ mourigagec oy way ot first charge all your land
and oul .cing/E sltuadted at

angd all the olant fixed andg
unfixea macnimery, fiwtures, 1molements, fittings and other

installat:1ons  3nc all ctﬁer articies chattels ang things whether
fixed or lyirmg 10 the s3id nremises Or any gaocown of your caompany/
corcert descridel 1n snart jarticulars of the main 1tems where of
are described 1 trhe scnedule to the sa:d lcan security documents
wnicn  were  tnen  or wnhigch way tnereafter from time to time be
brougnt in/oougnt 1n or o0 oalacec 1n the sald premisas as JECUPIQ¥
for repayment of tne saic lgans tc the Coarporation,




By the said loan security documents the Corporation 1s
entitled to enter into possession of the martgagea and
hypothecated property and also has a power to sell the mortgaged
and hypathecated property or give it on lease for realising the
dues from you.

It is further provided i1in the sald loan security documents
that over and above these rights and powers, the Corporation 1is
entitled to take possession of the assets mortgaged and
hypothecated to the Corporation by virtue of the State Financial
Corporations Act 1951 (hereinafter called SFC Act.)

In the Clause No. of the said Mortgage dated
Letter of Hypothecation dated Equitable
Mortgage and Letter of Hypothecation it is inter alia provided
that the principal moneys or any balance thereof and all other
moneys due thereunder shall become immediately payable and
security thereby constituted shall become enforceable forthwith 1n
case of any of the events mentiocned thereunder.

In the past you had committd defaults and taking into

consideration representation and solely relying on your
representation the Corporation had considered reschedulements in
payment af dues an on on .

In spite of reschedulements granted to you by the

Corporation, you have once again committed defaults in payment of
dues as per reschedulement/s and you had no concrete scheme/plan
for payment of dues of the Corporation. (Please narrate
reschedulement, time granmted, other reliefs given to the concern
in details 1f any).

Ingpite of latitude shown to you and repeated reminders sent
by the Corporation to you, you have failed and neglected to honour
the commitment given by you from time to time. The cheques 1issued
by you as per your commitments returned dishonoured far
times, hence a warning letter was sent to you on
communicating the intention of the Corporation to tnitiate
suitable action against you, for recovery of the dues.

In addition to this you have also committed following
shreaches :

1) The unit is 1ntermitently working/ closed and its
production is very much below the breakeven level.

Ki) You have not furnished the audited accounts
despite of spec:ific condition to this effect as
contained 1n the said loan security documents.

«ii)  The cnter~linking af funds in sister
institution/concern,

v Continuous lousses for last three years.
} Not renewing 1nsurance palicies.
1) Given misleading 1nformation.

11} The assets shifted without permissin of
Corporation.
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(In case the machinery i1tems are missing. [t should
specifically mentioned about the name.)

In gpite of repeated request made by the Corporation to you,
ou have failed and nenqlected to pay the following dues of the
.orporation.

(Incorporate the Overdues)

‘rincipal : Rs.
.nterest : Rs.
(Calculated upto
Ixpenses : Rs.
(debited upto

Total : Rs .

SEZTIEZISRERSRE=SRE

Under the circumstances the Corporation has become entitled
Ro recover forthwith from you the entire outstanding loan together
wNith compound interest as well expenses till receipt aof payment.

The Corporation has therefore decided to call upon you to
forthwith repay to the Corporation the total outstanding loan of
3s. as due as on as detailed below together

myith future compound i1nterest tnereon and expenses as per the said
g oan security documents and in case you fail to do so to take over
mossession of your assets mortgaged pursuance af the powers vested

Ai1th the Corporation under the said SFCs Act.
(Please give outstandinn)
BPrincioal : Rs.
Interest : Rs.

(Calculated upto
)

BExpenses (Debited
upto )

e
']

e i — — o oy o o — "ty

p e
n

Total

TZDZExmImoTozmITIRSREXx

We are accordingly hereby calling upon you to forthwith
repay the Corporation the said cutstanding loan of Rs.

with future expenses and future compound interest as¢ aforesaild.
BPlease note that 1n case you do not repay the entire loan oy
y then the Authorised Officer of the Corporation will
be coming to vyour factory premises on to take over
possession of all your assets mortgaged and hypothecated to the
Corporation which assets will be disposed off pursuant to the
powers vested in the Corporat:ion by virtue of provision of Section
29 of the sald SFCs Act, 1951 as well the said loan security
documents entirely at your risk as to the cost and consequences.
We hereby further call upon you to remove the raw materaials, all
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types aof qoods and wmaterials which are not wmartgaged and
hypothecaed to the Corporation an or before from the
factory proemises failing which the Corporation will remove and
keep the ¢ me outside the factory prmises entirely at your risk as
to the loss and damages 1f any caused there to.

We have therefore to advice you that in case Yyou fail to
repay the entire dues of the Corporation you may kKeep your

representative present 1n your factory premises on at
a.m./ p.m. to handaver the possession of your mortgaged
and hygpothecated property to our Corporation after joint

inventory.

In case you or vour representative fails to remain present
at the time of taking over the possession, the Authorised Qfficer
of Corporation will break open the locks and take possession of
the wunit as per the provisions of Section 29 of the 8FCs Act,
1931.

Yours faithfully,

REGIONAL MANAGER
c.C.70:

1. M/s,

2. Partners / Diractors

3. The Branch Manager,

With 3 reguest to advise your Officer to remain present at the
‘actaory site of company/ concern on the date and time wmentioned

bove for taking custody of gooos/ hypothecated/ or charged to
‘our bank.

<4. Shri (Advocate)

.. wWith a request to file caveat i1n appropriate
Court.

5. The General Manager,
District Industires Centre,

... for information.



&. The Area Manager,
mM.1.D.C.,
... for i1nformation.

7. The Managing Director,
W.m.D.C. Ltd.,
Kubera Chambers,
Dr. R.P. Road,
Shivajinagar,
PUNE. ... Tor information.

8. The Executive Engineer,
M.5.€E.8B.,
... for 1nformation.

9. The District Cullector,
for information.

18. The Superte~dent of Police,
for information.

11. The Police Inspectoar,
Police Statiocn,

... For information.

12. The General Manager (Zone-I1I11),
M.5.F.C.,
Head Office,
MUMBAI . .. far information.

13. The Manager (Tech.),

M.S.F.C.,

KOLHAPUR . ... for information.

14. The Manager (Law),
M.S.F.C.,

KOLHAPUR . ... far information.

15. The Branch Manager,
M.S.F.C., SATARA/GANGLT.

aoHe  is advised to deliver the enclosed copies of the notice to
respective authorities. He is further advised to deliver copy of

the notice to the concern/Company and abtain acknowledgement
thereof.

PNOTICE/RUKADE/ND. 4.



wlex No. 199 26% MSFC IN ‘ Telephone No.'bs.'?q';_
elegram : STAFICO ' : ' - Fax Na. : 652)8u
HthRPFNWRA STATE FINANTIN Cﬂﬂ?ﬂﬂﬂ!lﬂﬂ
lncorporatcd under State Financial Corporations Act’ 1951)'(No LXIII of 1%
'REBIONAL OFFICE s XKOLHAPUR

rease address Udyog Bhavan,
Rl lerters tq the Assembly Road,
e ional Manager ' KOLHQPUR - 81& 893,

WITHOUT PREJUDICE

f No.KRO/RCY-1/2004/ o S Date :

BY REGD.A.D./U.C.P.

1) OWNER OF THE COLLATERAL SECURITY

27 BORRDWER
M/s.

Duar Sir,

Re: Loan to M/s.
Possession of your
(Collateral security)

S — - S - - - o - Ty S i NS o il W S Y Y DD T e Y Sy T s . VR S T S

You are awuere that in consideration of an aggregate term

loan of Rs. sanctioned by the Carporation to M/s.
: {(hereinafter called
"BORROWER") the said Borrower has by a Deed of Mortgage dated
/ 'Equitabie Mortgage by deposit of Title Deeds and

Letter of Hypothecatinon both dated (hereinafter called
“LOAN DOCUMENTS"™) agreed / covenanted with the Corporation to repay
the said term 1loan amount of Rs. to the Carporation

togetherwith interest, costs other charges e¢tc. thereon and
mortgaged all the asscets i.e. land, building, plant and machinery
ete. situated at '

in favour of the Corparation,

You are also aware that in consideration of aforesaid
term loan you have by l'red of Mortgage dated / Equitable
Mortgage by deposit of title deeds dated / revised letter
of sanction dated and undertaking dated __________ created

charge over all that _ standing
on Gat No. admg. _ area of
e within the limits of
, Tal. s District

in favour of the Corporation as a collateral security (hereinafter
referred to as “the Collateral Security") for the due repayment of
said term loan by the borrower to the Corporation.

Under the said loan documents the Corporation has lent
anc advanced a total suw of Rs. to the Borrower,

——
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2
Since, the Borrower failed to repay the amounts fallan
- due for payment under the said loan documents, & notice dayed
__ was issued by the Corpmration to the Borrower calling
upon, him 7/  them to repay the amounts. outstanding to the
Corporation. S

(17} Tie borrower did not respond “to the wmsame and hence the
possession of the mortgaged assets was taken on .. by
the Corporation :n exercise of the powers vested in it U/S 29
of SFC's .Act, 1951 after giving due notice dated .

(2) The assets were advertised: for sale for times but there
was no response to the advertisements.

(3 The wvarious offers received by the Corporation were intimated
to the borrowers but the borrower did not submit better offer.

e
(&) The' assets were sold for Rs. after giving due
intimation to the borrower.

(5) The borrower filed civil suit against the Corporation against
action u/s 29 of the SFC’s Act and hence possession action was
postponed. o

(6) The borrower promised to pay Rs. y however failed
to honour his commitment.

(7) The baorrower vide our letter dated was informed to

e

pay the shortfai: amount after sale of assets, however, we dacd
not response thereto.

(8) The borrower paid Rs, _ .. by cheque, however, the cheque

was returned unpaid by the bank. The borrower failed to remit
the amount,

(9) It was observed that the borrower shifted the plant aid

machinery without permission of the Corporation and committed
breach of terms & conditionec.

(18) You were also advised by our letter dated that 1in
failure of the borrower making the payments of dues of the
Corporation, the Corporation would take possession.of the
Corporation, the Corporation would take possession of the

assots, mortgaged as coliateral security to the Corporation,
you failed to respond to the sume.

(Specia) desiiopmenis to be added)

The Borrower vidc our ‘Y:‘ter dated __.11.2081 was

formed about the Non-Discrel.onary and Non-discriminatory Scher-
One Time Settlencatc of the dues of the Corparation. The
rrower was contacted personally, on telephone to avail himself of

e benefite under the scheme. Inspite of this the borrower failed
respond to our various appeals.



3

In the circumstances aforesaid the Corporation ha
_decided to recover the entire outstanding amount with futur:
compound interest, expenses, aother charges etc.

There 1is now due and payable a sum of Rs. /- a
on ___ by the Borrower to the Corpaoration under the =ai.
loan documents details of which are as unders~—

(Position as on __ )
Rs.

Principal

Interest (Cal. upto 31-1-2002) :

Expences

- Y " V" t— - -

Total

SExssERIIIEERS

Kindly note that under the said loan documents executed
by tne Borrower and you in favour of the Corporation, the
Corporation is entitled to enter into and take possession of the
Mortgaged assets and has got power to sale, lease, transfer the
¢ame for realisaticn of its dues, by virtue of State Fihancial
Corporation’s Act, 1951.

However, as a final opportunity, we advise to arrange
payment of our dues as above with future interest and expenses
therdon from at the contractual rate till payment on or
before failing which the authorised afficer of the
Corporation will take possession of the property viz.

mortgaged to us by vyou as collateral security on and
dispose off the same pursuant to the powers vested in us u/s. 29 of
Btate Financial Corporations Act, 1951 entirely at your risk, costs
and consequences thereof.

We also advise you to remove the household material, if any,
to it's safety and hand over vacant and peaceful possession of the
waid property to the Corporation. In case you fail to romain
mresent at the time of taking over the possession, the authorised
wfficer of the Corporation will break open the locks and take
Jossession of the said collateral security mortgaged by you to the
lorporation as per the provisiong of Section 29 of the SFC’'s Act,
R9751 on cand thereafter sell the same pursuant to the
“OWers available to the Corporation under State Financial
-orporation Act, 1931 as also under loan documents.

Yours faithfully,

REGIONAL MANAGER.
.c.to:

) The Dy.General Manager (Z-11),
M.S.F.C., Head Qffice,
MUMBAI-1, -

3 8r. Police Inspector,

«+«.With a request to depute pollce help at the time
f taking over the possession.

* The Branch Manager, M.5.F.C., SANGLI / SATARA.

reves With a reguest to file caveat in the Court.

g \wpdl\posnotis\colposs no.50208361 .
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