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Facts of the Case

Prakash Kaur took a loan from ICICI Bank's Allahabad branch to buy a truck, a livelihood
asset for her family. When she fell behind on a few instalments, the bank did not send a legal
notice or approach a court. Instead, it dispatched recovery agents from M/s Kartik Associates
who forcibly seized the truck on July 13, 2006. Her requests for return of the vehicle were
ignored, her legal notice came back refused, and the police took no action on her complaint.
Left with no option, she filed a writ petition before the Allahabad High Court.

The High Court directed the SSP, Allahabad to register a criminal case and investigate the
bank's conduct. The bank challenged this before the Supreme Court. During the hearing, the
bank offered to waive all interest and return the truck on payment of Rs. 50,000, with the
balance principal in six monthly instalments. The Court accepted this settlement but went
further to lay down the law on coercive recovery practices.

Issues Involved

1. Can banks legally employ private recovery agents to repossess vehicles or assets
from borrowers?

2. Is the forcible seizure of property without court orders or legal procedure
permissible under Indian law?

3. What statutory mechanisms exist for banks to recover dues, and are they
actually being used?

4. Can High Courts issue criminal directions on the basis of a civil loan dispute?

Arguments of the Parties

For ICICI Bank (Appellant): Senior Advocate Harish Salve argued the dispute was purely
civil, with no criminal intent at any stage. The High Court should not have issued criminal
directions without examining the nature of the dispute. He offered the compromise settlement
as a gesture of goodwill.




For Prakash Kaur: Her counsel argued that forcible repossession without legal process was
a cognisable offence. The agents acted like hired musclemen seizing property without notice,
causing financial loss and public humiliation. The bank's conduct could not be dismissed as a
mere civil matter.

Findings of the Court

The Supreme Court allowed the appeal in part, set aside the High Court's direction to register
an FIR, and disposed of the matter on the basis of the bank's settlement offer. The Court
directed:

e The bank to release the truck upon deposit of Rs. 50,000 by Prakash Kaur.

e Accounts to be reconciled jointly, with credit given for all payments already made.

e The balance principal to be paid in six equal monthly instalments.

e The bank to waive all interest accrued on the outstanding amount.

e The writ petitioner not to encumber or alienate the truck till all dues are cleared.

e Any earlier FIR or investigation initiated under the High Court's order to stand
quashed.

However, the Court went well beyond the immediate dispute to comment strongly on the
conduct of banks in general.

Ratio Decidendi

Banks and financial institutions are bound by the rule of law. Recovery of loans or
repossession of assets must be done only through methods recognised by law. The Debt
Recovery Tribunal under the RDB Act, 1993, the enforcement machinery under SARFAESI
Act, 2002, or civil courts. Hiring musclemen or private contractors to physically seize
property is not a legal method, regardless of the borrower's default.

Important Observations
Justice Altamas Kabir, writing for the Bench, was sharp in his criticism.

e The practice of hiring recovery agents who are musclemen is deprecated and needs to
be discouraged.

e Banks should resort to procedure recognised by law to take possession of vehicles in
cases of default, instead of resorting to strong-arm tactics.

Justice A.R. Lakshmanan added a detailed supplementing opinion, a remarkable piece of
judicial writing that identifies five systemic problems and offering concrete suggestions:

On Recovery Agents:

Recovery agents are independent contractors hired to trace defaulters and physically,
mentally, and emotionally coerce them into payment. A man's dignity means nothing to an
agent focused only on numbers. When a victim complains, banks deny any connection with
the agent. If something goes wrong, the agent bears the cross while the bank walks away




scot-free. The Court recommended that agents be treated as registered agents of the bank,
subject to RBI oversight, with banks held vicariously liable for their misconduct.

On Hire-Purchase Defaults:

Banks obtain advance cheques covering 36 to 60 months of repayment, and when borrowers
default, they use these cheques as a tool to continuously harass them. Recovery agents seize
vehicles in public spaces deliberately to cause embarrassment, sometimes even threatening
school-going children of defaulting parents.

On RBI Guidelines:

RBI issued detailed guidelines on November 21, 2005, covering customer privacy,
confidentiality, debt collection practices, and grievance redressal. These guidelines exist only
on paper and are not followed in practice. The Banking Regulations Act provides no effective
enforcement mechanism, allowing banks to continue abusive practices without
accountability.

On Transparency and Consumer Education:

Every bank statement should separately disclose interest rates, default interest, and penalty
charges. At the time of issuing a credit card or loan, the bank must explain in plain language
every charge and the consequence of non-payment. A credit card should be automatically
blocked after the first month of default to prevent further misuse.

Practical Significance for Lawyers
1. Defending Borrowers Against Illegal Repossession:

If a vehicle or asset has been seized without a court order or without following SARFAESI
procedures, this judgment can be directly invoked to challenge the repossession as illegal.
The borrower's default does not justify bypassing the law.

2. Filing Suits for Harassment and Damages:

The Court's observations create a strong foundation for suits in tort or before consumer
forums claiming compensation for mental harassment, emotional distress, and loss of
livelihood caused by illegal recovery tactics.

3. Consumer Forum Complaints:

Recovery agents using abusive language, making threats, visiting at odd hours, or contacting
family members constitute deficiency in service under the Consumer Protection Act, 2019.
This judgment firmly supports such complaints.

4. Vicarious Liability of Banks:




Justice Lakshmanan's opinion explicitly recommends that banks be held vicariously liable for
the acts of their recovery agents. This can be used to implead the bank directly in criminal
and civil proceedings, rather than allowing it to hide behind the agent.

5. Writ Petitions and Police Inaction:

Where recovery agents commit cognisable offences and police refuse to register FIRs, this
judgment read alongside Ramesh Kumari v. State (NCT of Delhi), (2006) 2 SCC 677" which
supports the borrower's right to approach the High Court for a direction to register the case.

Conclusion

ICICI Bank Ltd. v. Prakash Kaur is not just a case about one woman's truck. It is a case about
what it means to live under the rule of law, and what happens when powerful financial
institutions believe that law is something only borrowers need to follow.

The Supreme Court's message is clear: in a country governed by the Constitution, no one, not
even a bank can employ muscle power to recover money. There are courts, tribunals, and
statutory mechanisms for a reason. The moment a bank steps outside those boundaries, it
becomes a law-breaker itself.

For lawyers practising in consumer law, banking law, or constitutional law, this judgment
provides not just a precedent but a template for advocacy. It reminds us that behind every
loan file is a human being, and that dignity and due process are not optional extras. They are
the foundation of a just legal system.

1 Ramesh Kumari v. State (NCT of Delhi), (2006) 2 SCC 677

4




