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The Loan Life Cycle

What is a loan life cycle?

The loan life cycle describes the sequential stages through which a loan

progresses, from initial application to complete repayment. This

framework facilitates systematic monitoring and management of loans,

thereby minimizing risks and ensuring clarity for both lenders and

borrowers.

Stages of the Loan Life Cycle

1. Pre-Disbursal Phase

Loan Application: The process begins with the submission of a
formal application, accompanied by requisite documentation such
as proof of address, income, and KYC details. Accurate and complete

documentation is vital to facilitate subsequent processing.

Application Processing: When the application is received, an officer
of the financial institution reviews it to ascertain whether it is
complete for processing. If it is incomplete the borrower is asked to
provide the required additional information. When the application
is considered complete, the financial institution prepares a ‘flash

report’ which is essentially a summarization of the loan application.

Underwriting: This critical stage involves rigorous evaluation of the
applicant’s creditworthiness, including assessment of credit history,
credit score, and risk profiles. Based on these evaluations, the

application is either approved, rejected, or returned for additional
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information. This stage directly affects the terms and conditions of

the proposed loan.

Loan Approval and Agreement: Upon satisfactory evaluation, the
lender issues an approval, often accompanied by a Letter of Offer or
sanction letter, which functions as a binding contract detailing loan
terms, obligations, interest rates, and penalties. Borrowers are

advised to scrutinize these documents carefully.
. Disbursal Stage

Loan Disbursement: Post-approval, the lender disburses funds
either in a lump sum or tranches, depending on the nature of the
loan (e.g., personal vs. home loan). The disbursed amount may be

net of administrative charges or processing fees.
. Post-Disbursal Phase

Loan Servicing/monitoring: This phase commences once the loan
funds have been disbursed. The lender actively monitors the loan
account, manages instalment payments, provides periodic
statements, and offers customer support. This ongoing
management ensures timely repayments and addresses borrower

quertes.

Loan Payoff: The conclusion of the loan cycle occurs when the
borrower has repaid the entire principal and interest, thereby
fulfilling their contractual obligations. Borrowers may also opt for
prepayment, which involves settling the loan early. Borrowers
should be cognizant of potential prepayment penalties, which could

offset the benefits of early repayment.



