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Moderator: Ladies and Gentlemen, Good Day and welcome to the Mahindra Finance Q1 FY 2018 Results 

Conference Call hosted by JM Financial. As a reminder, all participant lines will be in the 

listen-only mode. And there will be an opportunity for you to ask questions after the 

presentation concludes. Should you need assistance during the conference call, please signal an 

operator by pressing “*” then “0” on your touchtone phone. Please note that this conference is 

being recorded.  

I now hand the conference over to Mr. Karan Singh from JM Financial. Thank you and over to 

you, sir!  

Karan Singh: Thank you. Good morning everybody and welcome to Mahindra & Mahindra Financials 

earnings call to discuss the first quarter results. To discuss the results, we have on the call, Mr. 

Ramesh Iyer -- who is the Vice Chairman and Managing Director; Mr. Ravi -- who is ED and 

CFO; Mr. Dinesh Prajapati -- who is Senior Vice President (Treasury and Corporate Affairs) 

and Mr. Vishal Agarwal -- who is Senior Manager, Treasury and Investor Relations.  

May I request Mr. Iyer to take us through the financial highlights subsequent to which we can 

open the floor for Q&A session? Over to you Sir!  

Ramesh Iyer: Good morning, everyone. I will not really want to go into line-by-line numbers. I am sure it is 

been circulated and if there are any detailed clarification either in Q&A or you can also get in 

touch with Dinesh and team, who can offer you all explanation.  

But just to kind of summarize the whole results of this quarter, I think we feel extremely happy 

about what we have gone out and the results reflect our efforts in the sense, if we kind of go 

back to the fourth quarter of last year, we did feel that things are changing at the rural end and 

we believed that clearly the farm cash flows are holding up. We also felt that at the 

infrastructure level, though not big changes were witnessed but state level changes were 

reflected and we felt the benefit of such cash flow will also come towards us.  

We have restructured the organization an year back and we felt that the benefit of this 

restructured organization focusing on specific activity would benefit us. I think we had 

invested adequately and enough in terms of branch and people. While the costs did move up in 

the last year we felt that was more to be looked at as an investment for benefit as things open 

up, we would get the benefit of the same. We also felt very clearly then that with our 

relationship with all the OEMs who are penetrating and going deeper into rural market the 

volume benefit would result into a benefit for us. We had certain unknowns like GST, we did 

not know what would be the behavior of GST. We possibly did not know clearly on BS-III to 

BS-IV in terms of vehicle model change, how it is going to impact and reflect. I think these are 

the two-little unknown. And there was one third unknown which was not discussed too much 

but there was a circular restricting acceptance of cash on a transaction basis for 2 lakh of 

rupees, which fortunately then got clarified which also then went on to normalized situation 
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otherwise, that was one unknown as to how will a cash model like this be able to respond to 

things like that.  

From a previous year perspective there are few negatives which we needed to address very 

strongly which one was the disposal losses coming from repossessed vehicle and we are on 

record to say that those were actions initiated on the basis of our interaction with customers. 

Having delayed repossessions for a time to partner with customers, wherever we felt that either 

the intentions of the customer were unclear or even the circumstances made us believe that the 

customer will not be able to service the loan, we took a bold decision to repossess such 

vehicles and sell them off during the same year and therefore, last year we did have a high 

disposal loss coming in and we believe that that is not going to be a repeat story going forward.  

We had one time credit that we had taken on 100% provided item in the first quarter of last 

year with a very clear view that they are all 100% provided assets and therefore, efforts around 

that would benefit us to recover, repossess, and recoup the benefit of that. Our judgment on 

that was if we were to take a 12-month period and work on it, we should try and do as much as 

we could. What we had as of 31st March last year was about Rs. 80 - 83 crores which was not 

yet kind of reversed and they left behind as credit and we took a decision in this quarter that 

we will write them off and not hold it for any longer, while the activity will continue to be 

around that. And to put all of this together, we feel the first quarter most of it what we wanted 

to was worked in our favor. If you look at, we very strongly feel extremely confident and 

happy about our collection efficiencies are at least about 4% or 5% higher than what normally 

the first quarter of any year is.  

If you look at our gross NPA numbers, they have kind of stayed stable at first quarter of last 

year kind of number in spite of the fact that during a 12-month period, we have added at least 

0.5 million contract and typically anytime in the past we have seen that after the third quarter, 

first and second quarter are actually an NPA build quarter for us, given the climatic condition 

and lack of activity in rural and we have seen a growth of up to 30% - 35% NPA or 40% NPA 

in the first quarter. But in this quarter, we have actually seen a very low growth of about 14% -

15% which also one must read with the fact that in two big states like Maharashtra and M. P., 

due to lack of disbursement from a cooperative bank and from the crop recovery in M. P. 

M. P is a state where we have very high current demand during these months for tractor and if 

the cash flows from the Mandi or from the adatiyas get delayed, then the cash flow gets 

delayed and we have had that impact in this particular quarter, which means immediately in the 

following month or the quarter that is July - August we will see benefit of coming in. If these 

two were to normalize, we would have had even a much little lower NPA as compared to 

where we stand. So, that is a very great indicator from our side on how things in rural is 

panning out favorably.  

That is also reflected in the sentiments of the disbursement growth. I think we have a 

disbursement growth of about 15% - 16%, and this is about up Rs. 7,000 odd crores and 
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contributed from almost all geography and all product, it is not overconcentration on any 

product or any geography.  

The benefit of tractor growth has come to us. The benefit of UV growth has benefited us. The 

Maruti segment, car segment growth has benefited us. Pre-owned vehicle segment growth has 

benefited us. So, I think what gives us happiness is, it is not any particular geography or any 

particular product.  

Coupled with that, with lower income reversal and the benefit of borrowing cost, as well as not 

required to pass-on in the lending rates have actually improved the margins for us. So, our net 

interest margins have also moved up. So overall, I would think things stand from where it is, 

looks extremely positive from an overall sentiment, from a cash flow perspective, from a 

margin perspective, asset quality perspective, as well as asset growth both in terms of 

disbursement for the year and the book growth. 

As far as the borrowing programs are concerned, I think we continue to remain AAA rated and 

therefore, benefit of every instrument that we borrow from, comes to our favor. And we do see 

that going forward, if there was to be any further correction to the borrowing cost, it is not 

required for us to immediately pass it on to customer and therefore, the margins are likely to be 

even protected from there.  

We are conscious of the fact that we have to move to 90 days during the year. But on a 120 

days basis our own belief and the direction is that our gross NPA numbers will actually look 

much lower than where it is today on a 120 days basis. So, if we were to migrate to 90 days 

over a period of time we may possibly be able to retain the levels that we are in even after 

moving to 90 days, and interestingly enough that we have a coverage ratio of 60% plus which 

is at least 8%-10% more than what it was in the first quarter of last year. And therefore, the net 

NPA looks attractive, manageable, doable. Repossession is not required to be triggered as an 

answer for recovery since the customers are able to service their loan.  

One additional data point that I may want to share with you, which is a lakh and sixty four 

thousand contracts are in NPA without repossessed vehicle and almost the same number of 

contract was in NPA in June 2016. So, on a number of contract basis, we are exactly at the 

same number or maybe 3,000 - 4,000 more than the same number. Except that in June 2016, I 

think we had repossessed vehicle of about 5,000 - 6,000 vehicles as against that we have 

12,000 vehicles as of today. So, even if you were to add back our repossessed vehicle into the 

total NPA, it moves from a 164 - 165 to a 175 kind of a number. So, from an overall NPA 

management perspective, repossession is not required to be used as a resort, as I just 

mentioned. So, net-net, I would think, the sentiments have turned positive. The cash flows are 

holding up. The infrastructure story, we very strongly think will commence post the festival, 

which means the second two quarters, the third and fourth quarter of this year could actually be 

an infrastructure story in many state. Our belief again, is that a couple of states, major ones like 

Rajasthan, Karnataka, Maharashtra, M. P., Gujarat, Andhra, coming up for election in the next 

two years, will show up enough of infrastructure story like we have seen in other states and if 
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that was to happen and if monsoon cash flows hold up well, I think very strongly we believe it 

is a bounce back story from an MMFSL perspective. With our reach, with our penetration, 

with our people readiness, with our relationship with all the OEMs, with our product and 

product design, which has worked well for us and our understanding, knowledge, patience, and 

perseverance to be in this market partnering the customer in difficult times, we will possibly 

see a repeat of what we saw in 2008 - 2009 type story when our gross NPA jumped up to 13% 

and once the market conditions corrected, we came back strongly to reduce the NPA 

substantially because we do not lose assets, we do not lose money. And therefore, we have 

always maintained our credit losses is one measurement which we think will not breach the 

normalcy of 2% -2.2% that we have been always talking of.  

All of this together will push us to raise capital for growth over a period of this year. And if 

this is the growth rate that we are looking at, we would think that, sooner or later, we would 

come back to the market for raising capital. Our subsidiaries have therefore kept pace with this 

growth story. Rural Housing has done well. Yes, Rural Housing has a similar problem to that 

of MMFSL in terms of asset quality. But again, those are simple temporary shift of cash flow 

from a quarter to next. And therefore, you will see return of that money as well in the 

following quarters.  

Insurance, as a business has done well, they have direct synergy with our main business and 

they have kept growth of 15% - 17% plus percent and they have done equally well. So, all of 

this business, largely of course the Rural Housing will also absorb capital and therefore we 

would raise growth capital. And I want to promise that we will never raise capital for 

accommodating asset quality and I have said this enough in the past, we would only raise 

capital when we witness growth and we are very clearly seeing that happen to us.  

So net-net, I would think that it is a bounce back of rural story, rural sentiment, it is a bounce 

back of our belief in that market and I think it is a question of getting the benefit of what we 

have built out there. We think this year, we will see productivity move up which means if not 

substantial reduction, at least overheads will remain stable and only look downward and not 

upward. Very clearly, the credit cost will similarly behave, interest costs will definitely look 

downward and therefore, we do see overall improvement along with the disbursement growth.  

I think with that kind of a thought process in our mind, we are gearing for growth in the next 

three quarters and working towards developing this business in the same direction. Invested 

enough in technology to be future ready, I think we have invested enough in our analytics, in 

our digital platforms. And we think we will take benefit of all of that, while they are not a 

replacement to what we do, they are enhancement to what we will be doing and therefore, it 

will coupled with our strength of what we are should help this business look very different in 

terms of an overall balance sheet when we kind of go from here to the next three quarters and 

then forward.  
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So, thank you. That is it from my side So, I think this is the overall summary. We can open it 

up for Q&A and then handle all the questions that you may want as clarifications. Thank you 

so much.  

Moderator: Thank you very much, sir. Ladies and gentlemen, we will now begin with the Question-and-

Answer Session. We take the first question from the line of Mahrukh Adajania from IDFC 

Securities. Please go ahead.  

Mahrukh Adajania: Congratulations, my first question is on rural recovery. So, obviously, there are conflicting 

reports, right? On one hand farm NPL and probably MFI delinquencies are rising and your 

collections are very strong. So, how would you explain the dichotomy? And secondly, on 

growth, we have been seeing a good pickup in growth on book AUMs are now growing 16%. 

Will it grow higher in the quarters to come?  

Ramesh Iyer: So, first and foremost, while rural is a broader definition you must always look at within rural 

the segment of customer and therefore, look at the behavior. So, the kind of definition that you 

talked about for MFI, etc., they will always be the low end customer who will always get 

impacted and get exposed to any activity that can impact them. Then you have the asset class 

of customer who actually bring in margin, acquire assets, etc. Then you have the third category 

of customers, who are real high-end customers, who also are in the investment mode during 

surpluses or whatever. So, if you look at rural as an overall story, the farm waivers are the loan 

waivers for farm, etc., is for a loan which has been Rs. 20,000 - Rs. 25,000 - Rs. 50,000 kinds 

of a loan, unsecured loans and they are the ones in recognition of the fact that the past has not 

done well. So, as a matter of fact, I would argue a case like this that when a government or 

anyone decides to give a loan waiver, they are saying put an end to a problem and new 

beginning from here, which means they are talking of future being brighter than the past was. 

So, if a loan waiver is announced, actually one must start looking at what is the opportunity of 

growth that you will see from here because that is going to be leaving with, more cash flows in 

the hands of the customer. They do not need to discharge past liability and the fresh and new 

earning will either go to discharge certain liabilities on assets or it will go to acquiring more 

assets. So, that is one way to look at it. And as far as the MFI, you said we are not in that 

business. But unfortunately, the way we understand that business, both lending and recovery 

be in cash, I think it has had its own impact. But so far as we are concerned, we very strongly 

see the farm cash flow has been one very-very strong positive and I have said this in the past, 

because while the whole community does not depend on farm cash flow for success and 

growth but sentiments are driven by farm cash flow we should not forget and they are a 

support cash flow in any case. So, when the farm cash flows have done well, coupled with 

infra cash flow, which is either doing kind of little positive or is likely to do much better going 

forward, which is where we come from and we believe that what we have built as an asset out 

there in the form of branch and people, will get the benefit to capitalize on the changing scene. 

So, my take would be for a business like us, rural is looking maybe 7 or 8 or 10 and for 

somebody else, it may look to be a 2 or 3. So, we are not wanting to be kind of clubbed to that. 

We have gone through our difficult times and we have explained what it was and today, we 

believe that that could be behind us.  
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Mahrukh Adajania: Yes, sir, any guidance on growth?  

Ramesh Iyer: So, growth is an outcome of what OEM wants to do. But without putting a number, I can tell 

you that the inventory levels at dealerships are possibly at their lowest so the OEMs are going 

to go all out. And September is a big festival month with Dussehra kicking in and October will 

be Diwali. So, you are going to have two big months, one in this quarter and one in next 

quarter and we have always seen, when the inventory levels are low, the growth rates really go 

very-very high because then everybody wants to bill and everybody wants to buy. The other 

good news is, I think all the regulatory issues that were otherwise playing in the industry has 

settled down the BS-III is over, GST is over. So, I think all of this will be other positive that 

one wants to look at. I think the third positive, of course, is the cash flow support that all this 

segment of customer has from that market. So, if the first quarter has witnessed the growth of 

about 16%, I think you must normalize it to make it 13% because I think June in itself was 

about 20% - 22% or 23% which was at the back of GST, everyone not knowing what next 

therefore there was cleaning up of inventory happening. So, even if you are to take a 13% - 

14% growth for the first quarter, which in my opinion is a very-very high number compared to 

what then it could be for the festival quarters and the year ending quarter. So, now you may put 

any number that you want to all of this and then arrive at one number.  

Moderator: Thank you. We take the next question from the line of Sunil Tirumalai from Credit Suisse. 

Please go ahead. 

Sunil Tirumalai: Sir, just I want just to discuss your comments on the NPA outlook. So, I think if I understood 

right, you are saying that by end of fourth quarter the GNPA print should be similar to what we 

had in the last fourth quarter that is around 9%, is that right?  

Ramesh Iyer: Yes, if first quarter is 10.6% and if we say all this is going well then, we should not mess it up 

by not improving.  

Sunil Tirumalai: Okay. So, basically, on a 120-day basis you are basically maybe around 7% - 7.2% kind of is 

what you are looking for on a like-for-like basis?  

Ramesh Iyer: So, let me not put a percentage but I can tell you that repossession is not going to be the 

answer for bringing down the NPA and therefore, if collections are an answer and in the first 

quarter if you have seen 95% collection efficiency, I think we are extremely buoyant about the 

strength of the rural cash flow.  

Sunil Tirumalai: Yes, so my second question. So basically, if there are not going to be too many repossessions 

then, last year in the Annual Report you had about Rs. 845 crores - Rs. 850 crores of write off 

it is not going to be such a big number this year?  

Ramesh Iyer: Yes, it will not be. See, when you look at our closing stock as of this quarter is exactly what 

we closed at the fourth quarter last year. So, already we are not repossessing enough vehicles, 



 Mahindra Finance 
July 25, 2017 

 

 Page 8 of 19 

plus clearly, when the buoyancy of demand for vehicle picks up in the market, the price also 

stabilizes for secondhand vehicle.  

Sunil Tirumalai: And like in usual past years, should we expect most of this improvement should come only in 

the fourth quarter or do you think earlier on itself we will start seeing some of this 

improvement?  

Ramesh Iyer: So, I am trying to make myself believe and make everyone else believe that even the first 

quarter we have had 95% collection efficiency, which is against what we have seen last so 

many years. We have never had beyond 90% efficiency in the first quarter. So, we believe that 

this year could see a more stable situation through the year rather than one quarter situation.  

Sunil Tirumalai: Right. Okay, got it. And secondly, on Slide #37, so you had given the GNPA and provisions 

including income reversal. If you could give the number excluding income reversal for this 

quarter and the previous year quarter that will be very helpful.  

Ramesh Iyer: Okay, so this is too technical for me, so let Dinesh try and handle. But one thing I can tell you, 

when the overall NPA comes down the income reversals will always be lower. So, which is 

why improvement in margin is visible. If you are okay, then can Dinesh work out and share 

with you?  

Sunil Tirumalai: Not a problem.  

Dinesh Prajapati: We will share with you.  

Ramesh Iyer: Dinesh, will share with you, but he is trying to give you some heads up.  

Dinesh Prajapati: If you see the NPA provision value cumulative which is Rs. 3,033 crores if the breakup is on a 

principal and additional provision Rs. 2,302 crores and if I were to see income reversal, it is 

Rs. 731 crores.  

Sunil Tirumalai: Okay, got it. Okay, thank you, sir. And one last question on a different topic. So, when you 

mentioned you have invested into technology and analytics, we really want to understand, this 

is something which many companies are talking about and it seems like an exciting space. But 

I mean where is it that it is coming in handy in your business I mean, what are the kind of 

investment that you made?  

Ramesh Iyer: Thank you. Yes, do you want an answer to that question?  

Sunil Tirumalai: Yes, sir. So, the other question was, what exactly are you doing?  

Ramesh Iyer: But you went too fast and said thank you, I thought you want to take it separately. So, let me 

quickly answer the question. One is of course, unlike many others, we have the benefit of a 

large group like Mahindra, right? So therefore, the investment in technology, especially the 

future look in technology like digital and analytics, let me start with, of its at a group level that 
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is getting invested and we get a direct benefit being a very retail company. We have 2 million 

customers and live cumulatively, 4 million we have both ways. So, the entire effort is to see 

how do we crunch this data, use analytics. I am very excited to see, can I become the demand 

forecaster rather than anything else? I mean in 4 million customers, if we can forecast when 

will somebody buy a vehicle, I think I would expect the OEMs will be almost all times sitting 

in our offices. So, that is our first setup. We want to self-generate business rather than dealer 

dependent. While we may get the benefit of all that, if we are in 3,30,000 village; 4 million 

customers, with data available of both their credit capability as well as incapability, then I do 

not need CIBIL, I do not need dealers, right? And do not look at it as a statement of arrogance. 

The point I am trying to make is, we have folded all of this into one. So therefore, how do we 

get the benefit of it? So, that is a first level of use from analytics, is what we will look at. The 

second level of benefit we will look from analytics is the behavior of the customer in different 

points of time when it comes to repayment. In good times, how they behave? Different months 

between January and December, how they behave, right. To the extent that someone who is got 

a due date between 1st and 15th, how they behave versus someone who is got between 16th 

and 31st? So, these are the benefits that we can put analytics to, which otherwise hereto was 

very difficult. I mean, it is exactly like, we have grown from a stage where we used calculators 

and wrote ledgers with hand. I could never imagine the business can grow this big if that was 

the format. So, whatever computer has done to help grow business big, I think digital and 

analytics will help the business from its current level to grow that big. So, we should not be 

doing anything what a machine is able to do, unnecessarily not to tax our brains. So, data be 

used from machine, knowledge be used from market and create something unique and new 

which others cannot. So, this is what our whole attempt on analytics. So, far as digital is 

concerned, I want to be extremely clear, it is not an either/or for physical, it is a brick and 

click. We want to be in as many physical locations that we can, because I do not think any of 

my competition can go to 1,400 branches for the next three to five year’s time. So, how do I 

grow faster? Go to 2,000 branches and still get the benefit of brick along with the investment 

in click, which every one of us can do. And therefore, click and brick is something what 

differentiate us from others, with analytics use for existing customer, is that the new beginning 

for us is what we are betting on.  

Moderator: Thank you. The next question is from the line of Manish Ostwal from Nirmal Bang. Please go 

ahead.  

Manish Ostwal: Yes, my question on the Housing Finance Company. The asset quality is very weak in that 

company also, so how do you see that asset quality trend to reverse in this year?  

Ramesh Iyer: So if you kind of recall in my initial comment, I brought this up, saying that, they have the 

same pressure of the market cash flow. They do not work with customers who are salaried or 

who are fixed cash flow customers. They are also earn and pay customer, while they use it for 

this purpose and which is why we are only into house improvement, room addition loans, we 

are not into large housing loans, per se. So, you will clearly see their asset quality get 

corrected, so therefore, where has it deteriorated? If you look at they are suffered in a one 

single market, which is Maharashtra and it is at the back of the cooperative banks who are not 
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allowed to participate in the demonetization transaction and therefore, whatever that they 

collected from their customer and most of the rural customers have cooperative bank accounts. 

And during the plowing season or the sowing season, the cooperative banks are the larger 

participant to release loan for seeds, fertilizers, etc. etc., which they could not do in this round 

and these customers have diverted their cash flow for that purpose. Now that this clarity is 

coming in that they will now participate in exchanging, etc., we believe that the second quarter 

will be a big correction quarter as far as rural housing is concerned. I must tell you that this is 

purely temporary shift of cash flow from a quarter to a next quarter. And it is not asset quality 

deterioration, it is just a shift of cash flow due to transactional pressure locally and we are very 

confident that that will get corrected this quarter.  

Manish Ostwa: And one small, it may be repetitive but in this quarter, apart from this Rs. 83 crores of 

additional provisioning, other provisioning could you highlight the drivers of high provision 

during this quarter compared to last quarter?  

Ramesh Iyer: One big thing, if you look at the coverage ratio, it is gone up from 50 odd percent to 60 odd 

percent, which means the NPA has remained in the book, even though there are some 

movement in the NPA that has happened. But if they have remained in the book and moved 

from one bucket to another, we have kind of gone ahead and made a provision for it. So, it is 

purely coverage which has gone up from last year to this year. That is one very clear reason. 

The other clear reason is, as I told you, that in many of the contracts, especially in M. P. and in 

Maharashtra, we have had movement of collection but they have not been able to come out of 

NPA and therefore, the provision remains which could go ahead and get corrected. The third 

is, we as a practice, this is not a regulatory need but we as a company, whenever we have new 

accounts that is a new loan given and if they have missed their first installment, we have gone 

ahead and made a 10% provision. Now typically, in a state like M. P., what has happened is 

you have done tractor business but they could not pay that first installment because of delay in 

the cash flow and we had to make a provision on them and I think that is contributed a little 

higher provision. So, there are one or two transactional provisions which may reverse itself, 

and there are fundamental provisions which will go to stabilize and will strengthen the balance 

sheet, which is the coverage ratio and which is why the confidence that repossession is not 

required to be done but collection will handle the situation.  

Manish Ostwa: And then lastly on this point only, when you say we are moving into 90 days DPD in that case, 

if we are moving that thing, the provision should not increase drastically.  

Ramesh Iyer: So, I do not know whether provisions should increase or otherwise. but typically, for a 

business like ours, 90 days is such a common thing, right? So therefore, you will see 

movement of NPA upward. But will it mean a substantial provision? If you recover from what 

we have provided and we make fresh provision for a 90 day, then the net could be a marginal 

gap. But let us not forget that a gross NPA level, when we move from 120 days to 90 days we 

should expect it will move upward. But they are not fundamental weakness. It is just shift of 

one bucket from 120 days to 90 days so you call more contract. Tomorrow if RBI says all 

above 30 is NPA then maybe it is 40% - 50% of our book will be NPA. So, I think we have to 
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differentiate between what we are regulatorily required to do versus what we believe the 

market position is.  

Dinesh Prajapati: So, we have said in March call also and even today, if you were to see a 90 days DPD, we will 

have around 300 basis points higher NPA out of this bucket shift. So that continues as of now. 

As we progress towards the migration, which is what Mr. Iyer spoke in his opening remarks 

that there is a possibility of as cash flows improve, we may have a lower than what we are 

presently seeing our projected NPA at 90 days.  

Ramesh Iyer: And this will get corrected in the last two quarters which are a cash flow quarter for rural, what 

is today is not necessarily end December and end March.  

Moderator: Thank you. We take the next question from the line of Kunal Shah from Edelweiss. Please go 

ahead. 

Kunal Shah: Sir, firstly, in terms of the optimistic stance which is there on the rural cash flows so I would 

tend to believe maybe because of say the great crop in terms of 8% growth, better monsoon 

and farm loan waivers, so this would have helped normalize the situation. But do we really 

think in terms of maybe the dynamics are favorable for the sustained uptick in the rural wages? 

Otherwise, maybe this entire hue and cry about this farm loan waivers, if it was not structural, 

that would not have been there. So, how should we read this? 

Ramesh Iyer: So, my take on this is as follows. You do not give loan waiver unless you will see that there is 

a structural positive going forward because what is the point in wasting this money if you do 

not see that happen in the future and neither is it an election year already. So, therefore, the 

decision to do the loan waiver also comes at the back of, if things are now improving let us 

ease this problem out from the customer segment. So, please look at it that way as to why is 

this decision. But more important also, is loan waiver definitely drives some positivity but as I 

said, to a different segment of customer and not asset class of customer. I do not think a tractor 

buyer or a vehicle buyer, who is buying a tractor or a vehicle worth Rs. 6 lakh and Rs. 8 lakh is 

looking for a Rs. 25,000 of a loan waiver. He has to first decide whether he has got 2 lakh of 

rupee to bring as margin money. And therefore, if you see tractor growth, vehicle growth, car 

growth, etc., they are at the back of a very different cash flow. And those cash flows are a very 

strong farm cash flow and a strong projected or already happening infra cash flow and 

therefore, the belief that the fundamental out, are changing and will continue to do so. The 

third is, that most of the states, we have seen when you have one or two years for the state 

election, the activity in the states substantially pick up at the ground level. You take U. P., you 

take Bihar, you take Punjab, you take any of this market, we have witnessed this and I do not 

think Rajasthan, Gujarat, M. P., Maharashtra, Andhra, Karnataka, can be an exception to this. 

Now, that is where comes this belief that, no sooner the past burden of a labor is moved out 

then the labor is better engaged for going forward. I personally believe these six states to watch 

in the next two years for growth, you will see better labor and better asset absorption and 

which is where we think the growth is likely to be and which is where our preparedness is.  
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Kunal Shah: Okay. Because in terms of minimum support prices, I think now the only thing is maybe the 

global food prices that plunge has got arrested which is providing some comfort overall in 

terms of not being a further downside to the overall realization. But that again, so maybe the 

global growth is something which will help to watch out for. But that only thing is maybe in 

terms of the sustenance of this entire thing for two - three years that is the only thing.  

Ramesh Iyer: So, let us look at it that farm cash flow is two components: one is the quantity; another is the 

price, right? So, when the quantity is high, whatever be the price, the cash flow is x. And the 

reverse is true. When the quantity is low, the support prices will necessarily be high for the 

cash flow to be so and so. So, the real problem comes when the quantity is extremely low and 

whatever is the support price does not meet that cash flow, which is what we suffered last 2 

years from a drought situation. So therefore, please differentiate the situation as drought versus 

good monsoon versus excess monsoon. So, if it is a drought situation, the quantity will be so 

low that you cannot give 100% more price to meet the cash flow, right? Likewise, if it is an 

extremely flood situation, same like drought outcome. So, you will have to suffer this problem. 

Only when the monsoon is good and the yield is extremely high, the problem of plenty kicks in 

and therefore, the price comes in. Or when the yield is this average, the problem of demand 

kicks in and the price has to protect it. And for a company like us, food inflation is a 

phenomenally positive impact for a simple reason means left more cash flow in hand for 

farmers.  

Kunal Shah: Yes, okay. And in infrastructure, how much would be driven by the infrastructure? 

Ramesh Iyer: How much is driven of what?  

Kunal Shah: No, so maybe in terms of the rural cash flow buoyancy in the Infrastructure? 

Ramesh Iyer: No, so I can give you one example of tractor. Every tractor 30% to 40% cash flow continues to 

come from infra story, haulage application, and every product is used whether it is Pick-Up, 

whether it is Bolero everything. See, just imagine a state, there are a lot of activity on infra 

going on labor has to be moved, asset has to be moved. You will find the LCV, HCV, tippers, 

Excavators, Pick-Ups, Tractors, Trailers every kind of product on the street digging roads. So, 

if you want to put a number to it, it is difficult. If you want an observatory impact of it, I can 

tell you. Optically, infrastructure you can see as you travel, you look at city like Bombay I 

mean, everywhere Metro. Now some contractors benefited with it. If I was working with the 

contractor I am the beneficiary. I think some explanation to financial results should be looked 

at optically rather than only through data.  

Kunal Shah: And lastly, when I look at it in terms of Housing Finance so obviously this quarter you 

highlighted. But what should be the sustainable ROAs in the housing finance business for us?  

Ramesh Iyer: See the kind of lending that we are doing, keep the semi-urban which is 15% of the book, keep 

it away. But if you look at pure rural-rural, I think they will never make less than 5% - 6% on a 
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portfolio approach basis. Yes, temporarily, they will also go through 1% - 2% ROA, come 

back to 5% -6%. But end-to-end, you pick up a contract it will not close at lower than that.   

Kunal Shah: Okay. So, 5% would be largely sustainable?  

Ramesh Iyer: Yes, you look at the lending rate and borrowing cost the net interest margins will be 10% - 

12% or maybe more.  

Kunal Shah: Okay. And cost will any which will be controlled? 

Ramesh Iyer: Yes.  

Kunal Shah: Last one, in terms of the growth in the Housing Finance book?  

Ramesh Iyer: Yes. No, so they have maintained 30% - 40% growth. We should not look at that as a growth 

story of challenge. I think the opportunity is so large that we are still miniscule there.   

Kunal Shah: Okay. So it should continue? 

Ramesh Iyer: Yes, we are miniscule. We are no significant player at all to the potential of that market.  

Moderator: Thank you. We take the next question from the line of Rajesh Kothari from AlfAccurate 

Advisors. Please go ahead.  

Rajesh Kothari: Just wanted to check that in a normalized environment which we used to enjoy a few years 

back, how much time you think it will take for the company to come back in those levels in 

terms of credit cost, in terms of slippage, and in terms of provision coverage?  

Ramesh Iyer: So, let us first look at on a 120 days basis and if we continue to maintain a (+60%) coverage. I 

think, if the NPA gets corrected from March was 9%, suppose we close the year by say 8%, 

right, that is the first degree of correction that we will see, along with margin improvement, 

along with disbursement improvement, I think to go back to a 2.5% - 3% ROA, we will need 

to move in that direction. So, will that direction be visible as we close the year? My personal 

opinion is yes, right. And then you will start looking at from there, so say, what else do you 

get? So what else you get? You get 0.5% to 1% ROA from what you have already provided 

for, right. So, they will start coming back, and that is the time you will start seeing better 

improvement. But during the same time, we will have to move to 90 days. So either we will 

lose the benefit of what comes back of the past or what we do not have to provide for 

future,will get to an extent offset by the 90 days kicking. Except that 90 days fortunately is 

going to kick in when we believe that overall market conditions are good. So as of today, if we 

move to 90 days, if we are to 3% provide a higher in the gross NPA, if nine months down then 

if you look at the 3 may become a 1.5% type story if the cash flow holds up. So, I think that 

even when we move to 90 days, we can still be around the 120 days levels of provisioning and 

with higher coverage, I think we will be able to get the benefit of it. So, from a 1% ROA as of 
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March, to go to a 2% and then go to a 3% will have two steps, that one is to start earning 

additional 1% from what we do and start earning another 1% from what we have done.  

Rajesh Kothari: Sir, do you think, therefore let is not look at March 2018 because I think that is too short-term 

view and of course, there is a change in the provision norms. By March 2019...  

Ramesh Iyer: March 2019, if market conditions hold up, infrastructure story unfolds, and the monsoons hold 

up the same way, I think you will see a return of the past.  

Rajesh Kothari: Does that mean the credit cost will be less than 1.5% when you say return to past?  

Ramesh Iyer: No. So, let us say, our gross remains at something like 7.5 or 8 when everything improves and 

we have moved to 90 already, okay? And then we have a 60% - 65% cover going on. So, 1 

will become 2 is my opinion because 1 was when you are 150 days - 180 days so you cannot 

remain the same on 90 days because this is a business where there are very clear cyclic impacts 

of cash flow moving from one quarter to another quarter. And the regulator does not recognize 

it for the purpose of provisioning then I will have to make a provision and then get it back in 

the following quarter.  

Rajesh Kothari: I see. So you think, therefore, structurally, let is assume you were in March 2019 or March 

2020. What would be the normalized credit growth let us assume there is good recovery, good 

monsoon, good infra strength, what do you think in a business considering all the cycles and of 

course the 90 DPD will be the credit cost in the normal environment?  

Ramesh Iyer: So, I would think you must consider something around 2.5% or so will be when everything is 

just hunky-dory, nothing we have to do, sit in office, people will come and repay, because 

ultimately, they have to earn it to pay you. Please look at what benefit this company is never 

going to be the net credit cost as P&L. You must look at what is the credit loss finally that we 

incur on the asset. Today, if it is 2.5% that can come to 1% because repossessions will not be 

required. Sale will not make losses. Therefore, NPA may be 7% - 8%; provision may be 4% 

whatever. But when we finally close a contract, even if we are to repossess and sell in that 

contract, finally the portfolio loss will not cross that 1% - 1.5% - 2%. In everything going 

good, it could be 1% - 1.5% or maybe less and nothing going good, it has not crossed 2.5% - 

3%. So, you must understand the three can become 1% - 1.5%.  

Moderator: Thank you. We take the next question from the line of Amit Premchandani from UTI Mutual 

Fund. Please go ahead. 

Amit Premchandani: Sir, you said at the call that generally you raise capital for growth rather than asset quality 

issues. If you will look at the performance over the last four years, you raised capital roughly 

around FY 2013. So, if you look at CAGR of different parameters, your NII grew by 12%; our 

profit de-grew by 17%; operating income grew by 6%; and AUM grew by around 16% CAGR. 

So, the expectation of capital rising due to growth actually did not play out and a 16% AUM 

CAGR could have been funded internally if you had actually delivered on that? 
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Ramesh Iyer: I think that is not the way to look at, right? I think that is not the way to look at it at all. When 

2012, we raised capital, this was not the forecast of the market in terms of demonetization, in 

terms of drought. So, please understand, the statement that I made is, when you know some 

fundamental fact, you will not raise capital to correct it. It is not on a forecast. Like even today, 

when we are going to raise capital, we are going to rise for growth because we forecast to 

growth. Now it can so happen next year, suppose one more demonetization happens the growth 

may not be there. So, I do not want to be held questionable for something that cannot be 

forecasted comes and hits you and you say then why did you raise capital. Yes, if I had raised 

capital last year when my NPA was so and so and my capital adequacy had to be protected 

because the NPA is high, that is a statement I am making. That if my capital adequacy, let us 

say goes to 10% because NPA continues to keep growing, I want to promise you, we will sell 

book. We will not raise capital. But if capital adequacy goes from 12% to 10% because we are 

disbursing money and we believe that the growth is returning and we believe NPA can be 

controlled and curtailed, then that is a growth capital and it may get challenged if market 

conditions change. So, if you look at from 2012 to, you we are talking 2017, which is four-year 

period we are talking and if you just use the capital we raised for the growth that we have had, 

then we have raised growth capital. We have not raised for the increased NPA. But now your 

comment on if you have recovered better, you did not have to have raised capital. Of course, 

that is always a true story that if our all NPA money comes back we do not have to raise any 

capital for the next two years. But is that the reality of the business? The answer is no again. 

So, you will have to make sure that when we raise capital, we will show it to you that what is 

the growth that we are forecasting and the reason why we are raising. In that line item, if we 

show you that the NPA is likely to grow from 7% to 9% to 12% and along with that I will go 

to growth so therefore, give me capital you can be rest assured that we will not come with a 

model like that.  

Amit Premchandani: And the question was also from a point of view of 15% AUM CAGR. Given that you have 

almost 13% Tier-1. A 15% CAGR, does it require too much of capital if you kind of trend 

towards normalized ROEs? 

Ramesh Iyer: So I think a point we are making is if we are already at 13% - 15% CAGR, I think if you do 

not look at a CAGR but you look at next two years what is the likely growth in disbursement 

maybe it is going to be 20%, like June was 23%.  

Moderator: Thank you. We take the next question from the line of Anand Laddha from HDFC Mutual 

Fund. Please go ahead.  

Anand Laddha: Just two questions from my side. Just want to understand, sir, now since we had moved to 

verticalization of each of the businesses, the product, can you give some clarity sir, as to which 

vertical do you believe will see a significant recovery or significant improvement in 

collection? And if anything, which vertical would drive the profitability significant for you 

which has been suffered in the past and which will see a significant amount?  
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Ramesh Iyer: So, when we look at it now and we look at it as what happened in this quarter. I do not even 

want to go to too much of the past. But we simply look at it into this quarter. Every vertical, 

except tractor, has shown an improvement in NPA recovery over first quarter of last year. So 

let me explain to you tractor. It is not that tractor has deteriorated, it is a temporary shift of 

cash flow in M. P., and Maharashtra and this is the fifth time I am repeating this, in terms of 

geography. And they are caused by excellent yield and decent support price but the mandis 

delaying the payment and you know what happened both in M. P. and Maharashtra. So, it is 

pure temporary shift from a quarter this to quarter next, which we see definitely correcting. If 

you ask me which is the one which will show maximum correction in NPA recovery, I would 

still think tractor will head the table of showing better recovery, because when the money 

comes the money comes in bulk and they do not come in piecemeal and therefore, tractor will 

be the first to respond to that. Two, when money comes to the market in tractor, the farmers or 

the user of tractor do not want you to repossess, they rather use and pay you, right. So 

therefore, you will always find, whichever product which has the highest NPA will also have 

the highest correction. As far as cars are concerned, that is passenger cars are concerned, 

neither will NPA be very high and therefore, nor the correction will be that high possibly. So, 

please understand that our NPAs are driven of course by product but also by geography. So, 

answer a question that correction in NPA will happen in states like U. P., in states like M. P., 

in states like Maharashtra and within those states, which have an NPA, the correction will 

happen in the sequence of tractors followed by UVs, followed by cars and then followed by 

any other product. So, I think that is the way you will have to look at our portfolio. It is a 

geography-driven NPA which will get corrected within that product-driven NPA.  

Anand Laddha: Okay. And sir, just lastly, can you then break-up or bucketing of the gross NPA like how much 

is less than 12-month NPA, how much is between 12 to 24 months and how much is more than 

24 months?  

Ramesh Iyer: So exact data, Dinesh or someone will provide you maybe later. But my very-very broad 

thinking if I was to look at I do not know 24 - 12, etc., but it will almost be equal between 

below 12 and above 12. It will be almost equal between below 12 and above 12, for a simple 

reason that below 12 is only 10% provision; above 12 is 50% and by number of customers, 

below 12 will be higher than above 12. So, if you have a lakh and 64,000 customers in NPA 

roughly, I would think that about 75,000 - 80,000 contracts will be below 12 and the balance, 

60,000 or so will be above 12. So by number they may be 65 - 35; 60 - 40 kind of situation. 

But when it comes to value, I would assume they will be almost equal because about 100% 

gets fully written off or they kind of move out and all kind of things happen. It could slightly 

vary here and there, but not too much of variation you can see.  

Anand Laddha: Okay. And sir, based on your experience it is a customer who is below 12 who generally turns 

around rather than customer who is above 12 who repay all the past dues?  

Ramesh Iyer: No, so it is two-way. See, below 12 is nothing but pure collection and following it up with him 

due to temporary transactional problem therefore, the delay. Anything above 12 is actually the 

kind of default customer if you may call it, and that is where repossession comes and that is 
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where disposal losses comes and that is where our eventual credit loss that we speak of. So, in 

the last year, we have even repossessed vehicles below 12 because the circumstances were so 

hard hit that we did not have to repossess, even many customers choose to surrender vehicle 

saying, we cannot service it and which is why the disposal losses were high because they were 

all customers in earlier delinquency and therefore, principal outstanding being higher. So 

clearly, with the 60% coverage ratio, at least the hit in the book of 12 plus, will be much-much 

lower. Let is imagine that all 100% provided asset we repossessed and shall we make a profit? 

Because therefore, be fully provided and as far as book is concerned. Now, we are trying to run 

a program to say how much 100% should we repossess and sell and use it for how much of 12 

plus we should repossess and sell, so that the provision hit in the P&L is curtail.  

Moderator: Thank you. We take the next question from the line of Karthik Chellappa from Buena Vista 

Fund Management. Please go ahead. 

Karthik Chellappa: Two quick questions. Firstly, if I look at our gross NPA that has grown by about 13% to 14%-

odd year-on-year whereas the number of contracts and their NPA has only grown 3%-odd that 

would suggest that the NPA per customer is up something like 10%. What would explain that?  

Ramesh Iyer: I have to think deep very quickly. So, when you say that gross NPA has increased by 14%. So, 

I think it is a product mix game. So if trucks are coming to NPA let say, right if tractors come 

instead of car so you will always see the value increase which is why even the reversal benefit 

will be as deep. So, you must look at it as follows: let us say, 164,000 vehicles last year or 

175,000 vehicles the year before and this year, if it is 164,000 or whatever and if you look at 

the product mix you will find tractor numbers are higher than before and tractor by values 

higher than their asset that it would have replaced in the NPA bucket. But the benefit of it is 

while we answer it for an increase in terms of provision and losses but when that reverse, you 

will also get the same substantial benefit. Let us say all tractor gets corrected in the next 12 

months, our gross NPA could fall even by 3.5% - 4%.  

Karthik Chellappa: Got it. Sir, there are media reports which suggest that both Maruti and Hyundai in rural for the 

first quarter has grown more than 20%-odd. Now given that our value of asset financed in the 

first quarter has grown 16 odd percent and within that, the mix of cars is actually down 1% 

from 22% to 21% suggesting that the growth is actually lower than 16% but the OEMs have 

reported a much stronger growth, what would you put this down to? Is there, at a margin, 

rising competitive intensity for financing in rural for these OEMs?  

Ramesh Iyer: Two things let me explain. In fact, if you look at our market share. It has grown for all the 

products, while the growth rate is lower than what we are now discussing. Therefore, it may be 

necessary to understand the definition of rural from their point of view and our point of view. 

So, that is one very clear thing what one has to look at. The second thing one has to look at this 

is that within this product ranges of Maruti and everyone else, there are certain high-end car 

even in the semi-urban, rural market, which is bought by very high-end customer which was 

never our segment of customer. So two ways to look at it, is what product is driving this 

growth and therefore, which segment is buying it are they our segment, right? That is one to 
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very surely look at and we believe that that is not happened. Two is, in the represented 

segment have we lost market share to see whether there is a competition? I want to tell you that 

in the represented segment and geography for every product, every product, our market share 

has grown. Including for Maruti, including for Hyundai, including for Nissan, Renault I mean I 

am talking of car segment. Now, when you look at why is 22% become 21%, it is a balance 

sheet mix change. If tractor has grown at 40%, the car will fall to 21%. So therefore, the way 

we measure it is by market share and absolute volume. So, if we look at absolute volumes of 

car that we have financed, it is gone up from before, right? Where as tractor has gone up much 

more and that is the reason that you see the product mix percentages have reflected the change. 

So the two explanations are one, the Maruti mix and Maruti or anybody else is rural definition 

and three the segment of customer who buy this car are they ours or not? And within the 

segment that we participate in, what is the market share and have we grown or dropped? And 

within our own balance sheet product mix change, what is growing more than what is 

therefore, the change in percentage.  

Dinesh Prajapati: Just to share a data point on a disbursement growth basis it is a passenger car segment, we 

have a 15% growth rate and tractor segment, we had a 44% growth rate. That explains it, yes.  

Karthik Chellappa: Perfect. Sir, just one follow-up. Anecdotally, have you observed any distinct behavior in 

repayments in states which have announced farm loan waivers versus states which have not?  

Ramesh Iyer: So for us, in the last 22 years, may not be so many states at the same time but we have seen 

national level loan waives as well. So, the only behavior we have seen in the customer 

whenever such things happen and this you and I also, need not be rural customer only, they 

come and ask can I also get concession whether they deserve or not. So, whenever I go into a 

shop and they say 50% discount or sale, I always pick up a product in which there is no sale 

and I ask will I get 50% in this. So that is an anecdotal behavior, if you want, but please do not 

forget that our segment of customers brings in 2 lakh of rupee upfront to buy an asset. If they 

come to ask us for a loan waiver the only thing we tell them is surrender the asset if you are 

not keen to run it.  

Moderator: Thank you. We take the next question from the line of Subramanian Iyer from Morgan 

Stanley. Please go ahead.  

Subramanian Iyer: On the last call, you had mentioned that the flow forward of NPLs of FY 2017 vintage is quite 

low, that is what has been your observation following the process changes that you made last 

year. So, any additional thoughts on that?  

Ramesh Iyer: It continues to give us the same joy. If in the past, we have seen that delinquency as well as 

NPA from 12 months’ business was at let us say 1 point-some percent it is actually sub-1%. 

So, we think that while we are addressing the current stored problem, we are also building a 

fundamentally strong, less future problem.  
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Subramanian Iyer: Sure. And just a follow-up question on the NPA coverage ratio. So, when you move to 90 

DPD, do you have any plans to maybe move to a more relaxed NPA coverage policy?  

Ramesh Iyer: Our view has been as follows. If we can logically understand and explain why NPA, then 

optically, showing it for P&L does not make real sense to us, right. So, how does it benefit if 

you were to say, do not aggressively provide the way we are currently providing and bring 

down the coverage to let us say 30%, right. We may show a temporary profit whatever and 

then wait for over four years behavior and all that. But what is wrong if we have a higher 

coverage and get it collected in the following year and show the profits? So, I am not speaking 

on behalf of the board already but my view is that we may want to retain our aggressive stand. 

Yes, will it be 62% when you first move to 90? It is obviously, no. Because there will be fresh 

NPA so the coverage will come down. But if 90 days account remains outstanding till next 

bucket, right and then to say that no, no we do not have to have that kind of coverage, is not 

the right approach is what I would believe. So, we will use the nine months between 3rd month 

and 12th month to take all actions so that you do not need to move to the next bucket of 

provisions rather than change the method of providing in the next bucket.   

Moderator: Thank you. Ladies and gentlemen, that was the last question. I now hand the conference over 

to Mr. Karan Singh from JM Financial for closing comments.  

Karan Singh: Yes, on behalf of JM Financial, I would like to thank Mr. Ramesh Iyer and the senior 

management team of Mahindra & Mahindra Financial Services and all the participants for 

joining us on the call today. Thank you and goodbye.  

Dinesh Prajapati: Thank you.  

Ramesh Iyer: Thank you.  

Moderator: Thank you very much. Ladies and gentlemen, on behalf of JM Financial, that concludes this 

conference. Thank you for joining us and you may now disconnect your lines. 


