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Moderator: Ladies and gentlemen, good day and welcome to the Mahindra Finance Q2 FY2018 earnings 

conference call hosted by JM Financial Institutional Securities Limited. As a reminder all, 

participant lines will be in the listen-only mode and there will be an opportunity for you to ask 

the questions after the presentation concludes. In case you need assistance during the conference 

call, please signal for 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 Karan Singh from JM 

Financials. Thank you and over to you Sir! 

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

Services earnings call to discuss second quarter FY2018 results. To discuss the results, we have 

on the call Mr. Ramesh Iyer, who's Vice Chairman and Managing Director; Mr. Ravi, Executive 

Director and CFO; Mr. Dinesh Prajapati, Senior Vice President, Treasury and Corporate Affairs; 

and Mr. Vishal Agarwal, Senior Manager, Treasury and Investor Relations. May I request Mr. 

Ramesh 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, and thank you for joining the call. I think first and foremost, after the 

fourth quarter last year and first quarter this year, even the second quarter this year has remained 

in the same direction and trend, where we are seeing growth returning and quality getting 

corrected and NPAs showing downward trend, with collection efficiency showing upward trend. 

 Now, this has been the script that we have been saying for some time to say, if the monsoons in 

rural turns positive, the sentiments, for sure, will turn positive, and that would drive the rural 

growth story. At the back of last year's good monsoon, we did see that happen in the fourth 

quarter. We did see through in the first quarter of this year, and I think at the back of average plus 

monsoon across the country this year, we once again have witnessed the same when it comes to 

the second quarter this year. 

 I think it is also important to kind of understand that at the end of the day, we are an enabler and 

therefore our growth will be on the basis and around what every other OEM is looking at for their 

own growth and the good news that we have on this front is that every OEM that we talk to are 

projecting a growth coming from rural market for themselves. And in a way, that witnessed in 

our 14% AUM growth that we saw in this quarter, it is coming from a multiproduct approach, 

and that has been the case for us for some time that we have maintained. 

 Tractors have done well for us and being a very significant player in the tractors, that has helped 

us grow better. What we believe that in the coming quarters, possibly tractor will stabilize and 

then it will come back to growth maybe in the fourth quarter. But during these period of festivity 

and harvest, etc., the car segment will start registering growth, the UV segment will start 

registering growth, and that’s been the story for us. Different quarters are contributed by different 

products, and certain products help maintain growth. So I think the growth clearly is a visibility 

of return for us and it is important also to understand in this quarter, in particular, whatever 

marginal growth that we have had, is an outcome of July and August actually being dogged by 
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the GST introduction, everyone administratively getting ready, and in fact, July and August 

should have had a flat or degrowth over the July, August of previous year. And while we had the 

benefit of one festival in September, I think if you take September standalone, we would have a 

growth of about 15-odd percent. 

 And as always, we have said this also, which is for rural, the first half is never a great half. It is 

actually climactically the most impacting half from extreme heat, monsoon, labor engaged in 

farming. So the economic activities do not really trigger growth in this first half. Even the cash 

flows are not very high-end heavy in the first half, and therefore, every year, we have seen 

growth in NPA even over the first quarter and this after a very long time that we have seen a 

declining NPA trend in the second quarter over the first quarter. And that is what has triggered us 

to even move towards a 90-day provisioning norm. 

 At the end of the day, we will have to move to 90-day by March. We could have waited and gone 

to 90 days by March, if we were to see all the good things happening in the next two halves, but 

we have taken a view differently. We are saying if we see good things happening in the next two 

halves. It is always good to clean it up and then work towards improving and reversing the 

situation rather than get into that situation. 

 So we have taken a view to move to 90 days in this quarter. In the past, we have said that 

whenever we move to 90 days, we would see our gross NPA increase of about 3% from the base, 

but what we actually have seen is much less than 3%. And that is a good news from our point of 

view. It is also important that we have not dropped our cover rate substantially to 35%, 40% 

levels, which is what we thought when a large gross NPA increase happens due to moving to 90 

days, the coverage would fall. But I think we have maintained the 51%-plus coverage already. 

And therefore, in the next two quarters, one can possibly see recovery from this situation. And 90 

day for a market like ours is a little normal in nature because, when people are dependent on 

farming when we anyway give quarterly installments, it is an indication that even the monthly 

installments will have a tendency to move to quarterly payment, even though they take on a 

monthly basis. So 90 day for a market like this is a pretty common thing and as the cash flow 

comes in, therefore, the reversal also will be at a much higher level. 

 So we believe very strongly and we are very confident that the asset-quality deterioration for sure 

had stopped a couple of quarters. In fact, we are only now seeing substantial improvement to the 

asset quality from here on. That means the trend of declining NPA is very clearly visible. Our 

whole approach and attempt and the organization structuring, process, direction, everything, is 

towards reaching out to at least a 120-day levels of gross NPA when we moved to 90. So that is 

our first attempt of correction that we will work towards and maintain a high coverage ratio, 

which will, therefore, bring down the net NPA levels to a descent acceptable level. 

 As far as the growth is concerned, as I said as an enabler, we have no reasons to believe that we 

would not be the beneficiaries of growth. Yes, you would have seen that we have not added 

many, many branches in the last 18 months or so, but that's again a very conscious decision, 

which is, if we are more focusing on recovery and asset quality improvement, branch is not the 
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requirement. I think people on the ground was the requirement. So we have added people and 

been closer to customer to get the benefit of recovery. And now that the growth is returning, one 

would also start adding branches to get the benefit of growth that as it happens. 

 We have working arrangement or a tie up with every OEM, and therefore, the significant growth 

will come from little from every product. We have become an important player for Renault in 

their new vehicle launch as well, we were involved as a financiers in the Nissan range of vehicle. 

We are working with Hyundai, where our market share has gone up. In Maruti, while they 

themselves are doing pretty well, but it is also driven by an urban product therefore, our market 

share has stabilized but volumes have grown at the back of their own volume increasing. UV 

segment has done well for us. I said tractor has done well. We are also actively participating in 

the non-Mahindra tractor segment, which is also adding volumes to us. So net-net, I would think 

we are not very worried on the disbursement front, and the number for this quarter is not an 

indicator because it has to be looked at as out of the three months it was only 1 very active 

month. And July, August was more administratively correcting months. So I would think that 

disbursement should not be a challenge as we look at, and the second half normally is a great 

second half from a rural perspective. 

 We only hope and expect that as the harvest comes in, the cash flow will start coming in the third 

quarter itself. Last year and the year before, we did see the delayed crop and therefore, the cash 

flow got delayed to the fourth quarter. No indications as of now of that nature. But given that the 

states are going in for state election in the next one year, two-year situation, I think the 

governments are going to be pretty active in satisfying the needs of different customer segments. 

And we also hear and see some infrastructure activity recommence in these markets. So put all 

this together, whether it is from a harvest-crop perspective, whether it is from an infra 

perspective, whether it is from a sentiment perspective, I think things seem to be well set for the 

rural growth story to return back to where it belong to. And that will lead, obviously, to better 

collections, lower NPA. In fact, our collection efficiencies in this quarter, once again, has 

registered upward of 93%- 95% kind of a situation, and which is also one of its best, if 

historically one looks at the second quarter. 

 So put all of this together, I think and infrastructure-wise, we are ready to take advantage of the 

new org structure that we built a year back as well said is doing extremely well for us. And we, 

therefore, want to change our stance from earlier being over-focused just on collections and NPA 

correction. I think in the last couple of quarters, we have already indicated that growth is 

returning, and therefore, growth with quality is going to be our approach. And going forward, we 

want to very categorically state that as we will continue to focus on recovery through our 

recovery vertical and maintain high quality through the business vertical, who are also 

answerable for the first 12 months collection, there is clear visibility that we will also focus on 

adequate business and business growth in order to maintain the kind of growth that we are 

forecasting for ourselves. 

 The market is very supportive. OEMs are very aggressive, and our relationship with all of them 

helps us to achieve what we have to achieve. I think summarily, we are saying that if we were to 
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go back in history and look at 2013-2014, is that what we are seeing as a visibility going forward 

is what we would like to measure ourselves with. We would not want to measure ourselves with 

how have we done well over 2016 or 2015. We would rather speak a language of how well have 

we done over 2014. I think that's our approach with which we are reaching out to this market. 

And we are being well received, and we believe that we are all ready to capitalize on the 

emerging opportunity. 

 I think that is from my side. I have not touched on the numbers, et cetera, all numbers would 

have reached you already. And analysts report must be already available. 

 Just a few lines on our subsidiaries; I think it is important to understand that the rural housing 

subsidiary works in the same geography that we work in, except that they also work with the 

segment which could be a shade lower. And they would be more, therefore, impacted when the 

farm cash flows, etc., or they are more dependent on farm cash flow. So, therefore, their 

improvement in recovery will be seen from November onwards, and that's again you can see it 

from the last two, three years. But it is equally important that even at this level of their NPA and 

which is a very price-factored approach, we price the risk on the customer, and that is a reason 

you see a 70-odd percent growth impact for rural housing and 35%, 40% growth in the 

disbursement. So I think demand is pretty high. We have learned the art of living with difficult 

situation even in that business, and we will get the benefit of correction as market starts bringing 

in the cash flow, which is from November onwards. But it’s a very, very important growth story 

for us. They have reached a book size of close to about 5500-odd Crores, and that is again 

growing in the direction that we wanted it to grow. 

 So far as, the insurance broking is concerned, you all must have seen and read that platform got 

revalued at Rs.1300 Crores through a new investor who is coming in. And the new investor who 

comes in takes over the stake of our current investor, plus we add another 5% to give them the 

benefit of being a 20% odd stakeholder in this business. And that evaluation of Rs.1300 Crores 

Mahindra Finance gets about Rs.65 Crores, which will come in this quarter. And that improves 

our capital adequacy, helps us maintain little growth in whichever way that we look at. 

 So as far as the asset management is concerned, it is in line with our budgets. It is not large 

enough. We had extra Rs.2000 Crores book. There are four or five products that we have 

launched, the retail product has shown a traction. And currently, we are capitalizing that 

business, and we believe if you take a three to five year horizon of that business, it will be a 

significant story from the AMC side, as far as rural is concerned, as we look at rural story open 

up in the next three years. 

 Our U.S. subsidiary again, which we have capitalized, has also maintained growth. It is close to 

now $1 billion balance sheet, is about $990 million. And it is giving us a return of about 10%, 

12%, which is what originally we have budgeted for. And that is a good business that is 

providing the return that we envisaged, and we are capitalizing that business. 
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 I think net-net, I would think from a financial services sector, every business of ours is now 

moving in the direction that we wanted it to. This is the storyline that we scripted a couple of 

years back when things were getting bad, and we believed that to stay put in this market, partner 

with customer in difficult time, do not do anything silly, fundamentally build a strong balance 

sheet, be transparent, and factor in as much pressure that one has to factor into the balance sheet, 

will help when good times return to get all benefit, has been our approach and we have 

maintained that direction. And I believe we will get the benefit of all of that as we go along. 

 So that is it from my side, and I think it is opening up for Q&A, and I have the whole team with 

Ravi, Dinesh, Vishal, everyone and product heads all being here. Any questions that you have, 

we will try and answer them. If they are too particular in terms of detailing, we will then tell you 

that one of us will connect with you to give you more details, if it requires that approach. Thank 

you so much. 

Moderator: Thank you very much. We will now begin the question and answer session. We have the first 

question from the line of Kunal Shah from Edelweiss Securities. Please go ahead. 

Kunal Shah: So with respect to the overall disbursement growth, you highlighted maybe larger part of it is on 

account of GST and that too restricted to the first two months. But how are you seeing the 

competition and say, the lending rates in the industry? And given that maybe some of the guys 

would be competing at a much lower rate, are we taking ourselves out from any of the product 

segment or any of the particular geography? 

Ramesh Iyer: So I do not know exactly what product is in your mind, but clearly, if you look at the overall 

competing scenario out there, we are not forced or faced with a competition which is pushing us 

to lower any volume or undercut some rate to get some volume. What I mentioned about the 

GST, which is July, August, the inventory levels at dealerships were high. Retail inquiries would 

have been there but did not get converted to retail for a very simple reason that everyone was just 

administratively getting adjusted to the new requirement. Because if the rates were a problem, 

competition was a problem, we would not have got 15% growth in September; or for that matter, 

in the first quarter the growth that we got. So I think it is important to understand that the 

volumes have to be large for every player to participate, and we have always believed that if it is 

a normal market, every player actually expands the market. We should not imagine that market is 

constant on one side and more and more player come and take away the volumes. So it does not 

happen. But does it mean we have absolutely no competition? That is not the statement I am 

making. There is enough competition at different geography for different products. For example, 

in Bihar, we will have competition in tractors from an IndusInd Bank if you may think so 

because they are very active in that market and they also do a lot of non-Mahindra tractors, and 

that is because coexist then they will also try into our Mahindra tractor. Now these competition 

may bring down our market share from a 32% or 32% I mean from a 32% or 30% or a 28% type, 

but that is not a game-changing loss of market share that we need to drop rates to gain this 

market share, because I just want to make one last statement, which is we are significantly a large 

market share at every dealership or dealership not to use our services. See if you have 1%, 2%, 

market share in any dealership, he can easily replace us. When you have a 30% market share, 
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when you have 10%, 12% market share, I think they do not look for alternatives to replace you. 

They look for alternatives to expand their market. It is extremely important to understand every 

OEM, every dealer is looking for more and more financier, not to replace any existing financier. 

It is to replace the existing product competition and therefore to expand the market for 

themselves. And therefore, for someone like us who are in every product, we do not care if I lose 

2% market share, let us say, in a Mahindra tractor. I quickly gain it in a non-Mahindra tractor. Or 

if I lose 1% market share in Maruti, I gain it in Hyundai, because I have not lost market share. I 

have changed product. Who has lost market share is the product has lost market share. If Maruti 

had 55% market share they have become 54% and Hyundai from 4% has become 5%. I think it is 

a misnomer that we think that finance companies are losing market share, no. Yes, if you are a 

single-product company, then that is the measurement. For a multiproduct a company, it is a 

replacement of a product A versus product B and which is on your overall disbursement growth. 

So, therefore, I want to once again make a very, very strong pitch that we will not drop 

borrowing, i mean lending rates to get market share. The lending rate drop will be customer 

segment-based. So if we decide to go to a high-end customer and we want to gain some volume, 

of course, I will have to drop rate. But if I am want to lend to my same segment of customer, 

there is no room required for dropping the rate, which is why the NIMs improvement is visible. 

Kunal Shah: So if you look at the overall lending rates over last 1.5, 2 years, what would have been the 

decline for us in terms of the card rate? 

Ramesh Iyer: No, so if you look at tractor, if you were lending at 19%, 20%, that would have come to an 18%. 

But that is again not please understand it is not driven by competition. It is driven by our 

borrowing cost. 

Kunal Shah: Yes, funding cost. 

Ramesh Iyer: Yes. 

Kunal Shah: Okay. And lastly, in terms of collection efficiency, so is it sustaining again at, say, 95% level? 

And if that continues or if that improves, finally, at 90-day norm, where do we see the gross 

NPLs settling down on a steady-state level? 

Ramesh Iyer: If the first two quarters are maintained, 95%, 96% kind of a collection efficiency, our experience 

is the next two quarter will only show another 3%, 4% improvement over it, okay? At a 90-day 

basis, if customer pays 1 EMI out of the 3, which is what is likely and he should, he will not 

become an NPA or he will reverse from an NPA, now which is where we are willing to work 

hard and towards maintaining at least a gross level which was at 120 day level even after going to 

90%. 

Kunal Shah: Okay, so then where do we see the GNPA settling? Suppose if efficiencies upwards of say 3%, 

4% percentage... 
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Ramesh Iyer: I said we were at 10% I think as a GNPA for 120-day basis, and in March, we were at 9% or 

something. So it should be somewhere between 9% and 10% if we work hard towards, and if we 

maintain a 50%, 60% coverage, then I think we are back to where we belong to. 

Moderator: Thank you. We have the next question from Mahrukh Adajania from IDFC Securities. Please go 

ahead. 

Mahrukh Adajania: Sir, what will be the slippage during the quarter? 

Ramesh Iyer: Slippage on a 120-day basis, it is an improvement. 90 days is due to a new bunch of contracts, 

which have now come in. So if I think in June, if we had a total NPA number of 165000, 168000 

contract, right, that 168000 by itself would have become 155000 or 157000, right? To that you 

add another 30000 contract that would have got added because of the 90-day. So one could see is 

it an improvement on a 120-day, the answer is yes. Is it deterioration over 120? The answer 

therefore is no. But a new bunch of number has got added due to 90-day. 

Mahrukh Adajania: But any number value terms? 

Dinesh Prajapati: Mahrukh what I would say is I will specifically post our call we can share that number 

subsequently. Right now, we do not have exact quarter number. We have a half-yearly number. 

So if there is a quarter number you require, then I will share it subsequently. 

Mahrukh Adajania: That makes sense. Thank you so much. 

Moderator: Thank you. We have the next question from the line of Harshit Toshniwal from ICICI Securities. 

Please go ahead. 

Harshit Toshniwal: So a couple of questions. Firstly, when I look at this particular quarter, there has been a good 

traction in the SME loan segment. It happens, a good growth so just want to know about any 

specific triggers and how an outlook of this particular segment going ahead? 

Ramesh Iyer: So when you say good traction referring to any particular thing in your mind, I mean,  so see, 

SME, one should also understand it is on a smaller base. Then on Rs.50000 Crore book, SME 

will be Rs.4000 Crores, Rs.5000 Crores for us now, I guess. What is the SME number? Say 

Rs.3500, Rs.4000. Now when you are Rs.2800 and you become Rs.3500, it may look to be a 

12%, 15% growth, right? 

Harshit Toshniwal: More importantly, I am comparing it with the…. if you look at SME...? 

Ramesh Iyer: Sorry, you are comparing with? 

Harshit Toshniwal: Even if I look at SME segment compared to the previous quarters, this quarter has shown good 

growth for that particular segment. I want to know about that. 
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Dinesh Prajapati: It is not SME. If you see the presentation, that is a SME and others. So there is a traded advance, 

which we give it to the dealer, which is part of the others, and those are the advance, which Mr. 

Iyer, has commented in his opening remarks. That retail conversion is still not happen because 

most of this inventory billing has happened for the OEM versus the retail conversion happens in 

the subsequent period. So that is where it is slightly bunched up in that segment. 

Harshit Toshniwal: Okay. And another question for the verticalization of the business structure, just want to know, 

now it has been totally implemented and you know that its impact on opex, will there be any 

guidance on the cost to income over the next two years? 

Ramesh Iyer: It is showing trends of stabilizing and declining early. See, when we were one common vertical, 

even when we add people, the productivity does not kick in fully. But now, you can clearly see in 

every front whether it is in the business, collection efficiency, NPA reduction, stock handling, 

disposal, in every front, there is an efficiency, but I still want to be extremely cautious that this is 

not a business where you can see a swing of costs coming down from 3.2% to a 2.5% at all. No, 

it is not possible. It is a 2.9% to 3.2% range business. So all this verticalization etc., may bring 

down from 3.2% to a 3.1% level eventually going up to a 3% level only, because these are not 

businesses, which can swing just by verticalization 1% drop, no, because 50% of the cost is fixed 

cost and beyond branch and field cost, which is going to remain as such. So it is only the 

variable, which will kind of show some decline. Also, please understand, that there are some 

performance-linked compensation, space and all that. So when the performance starts improving, 

even the costs, along with that will also move along with it. So put both together, please consider 

in all your understanding the range of cost will be anywhere between 2.9 to 3.1 types. It would 

not be much lower, much higher. 

Harshit Toshniwal: Thanks a lot. 

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

ahead. 

Manish Oswal: Yes, my question on a geographical improvement compared to last quarter, which are the 

geographical area seen maximum improvement in terms of collection efficiency? 

Ramesh Iyer: I think MP, UP, Maharashtra, Rajasthan, have all registered a very positive trend, Bihar. I think it 

is much easier to say, east overall has shown an improvement. I think it is easier to say that the 

two states where we continue to have high efforts going in are Karnataka and Tamil Nadu. The 

rest of the states have all shown improvements on an overall basis, whether it is disbursement, 

whether it is collections, whether it is NPA reduction. And Karnataka - between Karnataka and 

Tamil Nadu, I think Karnataka is stabilized and may possibly show a faster improvement with 

the elections coming in a year, etc. I think Tamil Nadu is a little away because even this year, 

monsoon has not been good, political scenario is not very conducive. So we will not want to over 

bet to say will Tamil Nadu show substantial improvement? May not. But at least deterioration is 

not there, but business growth is also weak. 
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Manish Oswal: Okay, and secondly, in terms of full year, what kind of disbursement growth we can see? 

Ramesh Iyer: I do not want to put a number out. But I can tell you that we are not going to lose market share to 

any product and every OEM is talking of growth. And normally, for us, if you take overall year 

disbursement, second half is normally a 60% of the total. So if we are first year, whatever 

number we are and add to all the quality remarks that I have made through our new number for 

the second half. 

Manish Oswal: Thank you. 

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

Fund. Please go ahead. 

Amit Premchandani: Good afternoon Sirand thanks for the opportunity. On the provisions, outstanding provision front, 

the number from Q1 2018 of Rs.3033 Crores has moved to Rs.3177 Crores. So there is only 

Rs.144 Crore increase, while the P&L provision line item had Rs.400 Crore-plus entry. So have 

you written off almost Rs.300 Crores? Is it a fair assumption? 

Ramesh Iyer: Yes, so what we typically do is whatever is 100% provided item, then every September and 

March, if you see historically, we move them to a write off, so that we get the tax benefit as well. 

So it is not writing off of something, which is not provided for. It is writing off of something, 

which is fully provided for. 

Amit Premchandani: How many contracts you would have written off this quarter? 

Ramesh Iyer: 1 5. It is about 15000-odd. 

Amit Premchandani: Around 15000 contracts? And Sir, on the geographical spread of the recovery, like over the last 

few years, you have said that each state is different and each state has a different kind of story. 

Are we now kind of moving away from that and more or less it is pan India rural story recovery 

and there are pressures only in one or two states and the recovery is more or less in pan India? 

Ramesh Iyer: No, so let me kind of redefine it for you correctly. Just because many states does well does not 

mean the storyline is not different in each state, right? So somewhere, the storyline would be 

infra is doing well, the cash flow is good, somewhere the crop has done well, the cash flow is 

good, somewhere, the previous year, cash stored is high and because this year monsoon is good, 

that money is coming out for repayment. So it is continuing to be different story in different 

states for different product. It is just that many states are doing well at this stage, and therefore, it 

appears that the storyline is the same. At the end of the day, the storyline is there has to be 

enough cash in this market. But the cash flows of each market is a different source, and that 

continues to be. 

Amit Premchandani: Thank you Sir. That is it from my side. 
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Moderator: Thank you. We have the next question from the line of Mayur Parkeria from Wealth Managers. 

Please go ahead. 

Mayur Parkeria: Good afternoon Sir. Thank you for taking my questions. Congratulations for a decent set of 

numbers. Sir, a couple of question on the equity side, if we look at the last couple of years, our 

borrowings have been higher than the rise in our equity obviously because of lower profitability. 

Do we have any plans to raise money because the growth has also come back and the leverage 

also appears to be high now? 

Ramesh Iyer: So last time also I said that whenever we raise capital, we’ll raise it for growth, and we will not 

raise just because the NPAs are high and we are not able to maintain capital adequacy. Is that the 

reason why we will raise capital? We have always said no, we will not do that. So we would at an 

appropriate time and stage, raise enough capital to maintain at least 12% Tier 1 capital. And that 

would be to ensure that we maintain a growth and we leverage ourselves to 5.5x max going up to 

6x or so. And that would, therefore, guide our future needs of capital. 

Mayur Parkeria: So? 

Ramesh Iyer: We have a resolution for Rs.2000-odd Crores of fund raise approval. 

Mayur Parkeria: Right. So do we expect that in the current year? 

Ramesh Iyer: If you are in agreement with me that the growth is returning... 

Mayur Parkeria: Growth has been started coming back. 

Ramesh Iyer: Therefore, we will need to maintain 12%, which means that our current capital is inadequate. 

Mayur Parkeria: Sir, just 1 small suggestion, we do in our disclosures we give, the contracts which we add on a 

quarterly basis, the number of contracts which we add on the standalone books, if we can provide 

the number of contracts, which are live on the AUM or on the asset finance, it will help us to 

understand even what is moving out, if at all. You give in the opening slides only about around 5 

million contracts have been financed till date but that's since inception. But in AUM or in asset 

finance currently, how much assets, how many contracts are live? If you can give that number, it 

will help us? 

Ramesh Iyer: So the exact number they will give you, but I think it's about 2 million-plus. 

Mayur Parkeria: So yes, if we can make that as part of the disclosure will help us, because anyway we are getting 

the incremental number. 

Dinesh Prajapati: On the Slide #38, if you see percentage of live cases under NPA, so if you derive that number, 

you will get that number. 

Mayur Parkeria: Yes, I was actually thinking will it be a fair way to do that? Is it okay? 
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V. Ravi: Yes, it is a live cases only. 

Ramesh Iyer: Even when we give you absolute number, it will come to that only, do not worry. 

V. Ravi: We have been telling all the unique business model, from the NPA contract you derive the 

standard contract. 

Mayur Parkeria: In MIBL disclosure, Sir, you did not give the number of policies this quarter, Sir. 

Dinesh Prajapati: We will share with you. 

Mayur Parkeria: Okay. And Sir, last question from my side is, mutual fund distribution, that is in which entity? 

V. Ravi: That is in main. 

Ramesh Iyer: MMFSL, We have a license to distribute mutual fund of any company. 

Mayur Parkeria: So we are getting any noninterest income from that side? Is it started? 

V. Ravi: Very small. 

Ramesh Iyer: Very, very small. It is not something that qualifying for a discussion on line item. 

V. Ravi: Something like 4 to 5 Crores. It is a small item. 

Mayur Parkeria: And in rural housing finance, we saw a large, means, we saw a large prepayments or repayments 

either way because the AUM has not grown but the disbursement has grown. So any particular 

sorry, disbursement is around Rs.580 Crores, but if you look at the AUM has increased only 

Rs.180 Crores. So any specific reason that this quarter appears to be over the large? 

V. Ravi: Disbursement probably reflects the sanction, if I am not wrong because in housing industry, 

disbursement probably is reflecting the sanction. We will check up and tell you. 

Ramesh Iyer: But definitely, they do have prepayments and preclosures in that business. But we can reconfirm, 

but it is not be to these extent that you have 500 Crore disbursement or only 100 Crore addition 

to assets, said will not be the situation. So the disbursement that they talk of like Ravi said is 

actual disbursement may not have happened, but sanctions would have happened, part 

disbursements should have happened and all kinds of stuff. So we will ask them to clarify. 

Mayur Parkeria: Sir, last question if I may squeeze in. Sir, based on our history of such a large experience in rural 

economy as well as in the financing business, we have reached NPA levels of 12.5%. Obviously, 

I do understand that it has because of the change in regulatory norms in the last 2 years, as well 

as, we faced the monsoon issues in the first 2, 3 years. So in the last 4, 5 years, we have seen 

from 3% to 12% kind of levels put together both. But if you can share your what are the specific 

learning’s, which you have put into practice at the credit underwriting stage at the ground level to 
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ensure that business overall has a sustainable credit scenario? We had always been maintaining 

that ROA in this business can also be around 3%. If you split the 9% into 3% cost, 3% ROA and 

3% provision, we are ROAs at much lower below 1%. So for us to reach it has to be a sustainable 

model. Subject to macro environment, and whatever cash flow in rural. But so in short, what I'm 

trying to understand is, if you give us some understanding as to what are the learning curves 

which you have put in specific measures so that the credit underwriting at the company level 

improves?Ramesh Iyer: So the only learning over and over and over we have learnt is, 

LTV should not be sacrificed ever, because NPA may become 10%, 12%, even let us say it 

became once it was 3% or 4%. Even when gross NPA was 3% or 4% or when it is 10% or 12%, 

the credit losses is what we will have to measure, and that should not breach the 2%, 2.5%. And 

if that should not be breached, means LTV has to be at 75% because we are financing customer 

who earns from the assets to repay. He does not have a very strong financial statement for us to 

tighten the norm and say credit appraisals, CIBIL score, this is not the segment of customer. I am 

talking about large number of our portfolio. So the only highest level of discipline has to be LTV. 

The second highest level of discipline has to be period of loan. Do not give a 7-year loan and 

allow him to pay a very small installment because of which the principal outstanding at any point 

of time is very high and then the collateral does not protect. So the fundamental truth is, the 

collateral should have an ability to protect the principals at any point of time. Now when it is in 

the first year of loan, it doesn't protect because you have given 35% loan, he has used it for 4, 5 

months, he has not suppose paid you, then you repossess and sell. You will make some loss 

especially in products like tractors and all that. Which is why the second discipline is not in 

lending but in recovery, to make sure that every month you pick up an installment or a part 

installment that keep the account moving and keep bringing down the principal outstanding, 

which is where the new vertical comes in. So the two big learnings are, rather three learnings are, 

be strict on LTV, be strict on period of loan and be extremely strict on monitoring and collecting 

at least one installment or a part installment from the customer as many times as you can. Now 

the third one does not work in all situation and the market conditions are not favorable, which is 

already picked up on NPA and then when market conditions improve, the NPA starts climbing 

down. 

Mayur Parkeria: Sir, at the process level, how do you mean, I appreciate this may come as a policy for a company 

from the top management, but at a ground level, at a process level, evaluating the credit 

worthiness is something that, that person does. So for that, what processes have you put in place 

to that this is at a number level, fine, but this comes as a policy. But at the process level, how do 

you ensure that the credit worthiness is taken customer segment is correctly addressed and we do 

not go overboard on when the growth is high? 

Ramesh Iyer: If I can just take 1 minute and close this question, and you deal with it in detail separately. But on 

a process side, first and foremost, is do not chase market share, okay? Just because growth has 

returned, one should not chase market share and say at any cost get me more business. Second is, 

do not run your business team by compensating them on disbursements. Compensate them on 

recovery for the first 12 months, which is what the new vertical is what we have created for all 

that. Third is, do not give everything as fixed salary, but give as variable salary, which is linked 

to quality. The fourth is, ensure that the post disbursement document like RC Book, insurance, 
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invoice is available. Because at the end of the day, when we are lending to earn-and-pay 

customer, everyone looks good on day one. You cannot bring in a process to say, A is darker 

than B and therefore, do not give A. We cannot have that situation. We have to control it through 

collateral, you have to control it through recovery process, we have to control it through 

document process, and we have to control it through remuneration process, and we have to 

control it through market share process. 

Mayur Parkeria: Thank you. 

Moderator: Thank you. We have the next question from the line of Dhaval Gada from Sundaram Asset 

Management. Please go ahead. 

Dhaval Gada: Just a couple of questions. Firstly, Sir, could you give some color on over the last couple of 

years, which are the products where, I mean, before adjusting for NPAs, where underlying 

spreads have compressed, and which other products where spreads have been stable or have been 

improving? And the second question was what was the number of written off contracts, same 

period last year? Thank you. 

Ramesh Iyer: Okay, so for as the spreads compressed, if you kind of look at it on a net-spread-basis if you were 

to remove the income reversal. I do not think we have seen compression of spread in any of these 

products. But yes, because the income reversals were high and therefore in tractor it would like 

compressed, and suddenly when you start recovering in tractors, it will look like substantially 

improved. But if you were to simply look at on a yield minus borrowing cost basis on a net 

interest margin, without factoring for the quality, I think there has not been any major 

compression. It has moved in line with our borrowing cost reduction. But in our own product mix 

basis since we have got into car, which is now a larger portfolio. At a company level, the nims 

looked compressed because of car always we will have low yield. So the easy way to look at for 

us is, if tractor was, let us say, two years back lent at 19% and if we are lending at today 17%, 

even the borrowing cost has shown a simultaneous reduction over a period of time and therefore, 

the NIMs have not been impacted. So yield-wise, all products have undergone a downward 

change. NIMs-wise there has been no compression on any product. 

Dhaval Gada: Right. 

Dinesh Prajapati: And on a number point of view, last year, similar period, 9000 contracts were there. 

Dhaval Gada: Okay. And Sir, what are the absolute write-offs during the quarter? 

Dinesh Prajapati: Absolute write off is there is a Rs.260 Crores of movement to write off and around Rs.98 Crores 

is because of the termination and preclosure losses, which is foreclosue type of thing. 

Dhaval Gada: Okay, and same period last year, if you would have. 

Dinesh Prajapati: Same period for the quarter, I gave you the number for the quarter. So same period last year was 

write-off movement was Rs.138 Crores and termination losses were Rs.57 Crores. 
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Dhaval Gada: Thank you so much Sir. 

Moderator: Thank you. We have the next question from the line of Nidesh Jain from Investec. Please go 

ahead. 

Nidesh Jain: Thanks for the opportunity Sir. Sir, as you mentioned that we expect growth to pick up. So this 

14%, 15% AUM growth that we have been seeing for some time, do you see this picking up to 

18%-plus in over the next two to three quarters or in one year time? 

Ramesh Iyer: I think if the volumes remain same and discounts are stopped by OEM, it will automatically go to 

17%, 18%, without even volume increase? And then comes in the volume increase and then 

comes in the price increase. So no volume increase but discount vanished, another 2% growth 

can be seen clearly. But let us say even volume starts increasing, you can add another 2% or 3% 

to that. So going from a 14%, 15% to a 20% will need discounts to vanish and volumes to 

increase both. My personal opinion is volumes will come first, discounts will come only later 

because product competition is extremely high. So one could see a 2%, 3% growth in the next six 

months happening due to volume increase that can kick it. And then will, of course, discounts 

will vanish and also will the inventory levels stabilize and then the OEMs may start looking at a 

price increase for us to go beyond 20% growth, etc. 

Nidesh Jain: And second, Sir, what is the interest income reversal quantum for this quarter? 

Ramesh Iyer: It is about 70 Crores. 

V. Ravi: That is part of what we mentioned Rs.247 Crore additional charge. The split is principal 

provision Rs. 177Crore and Rs.70 Crore income reversal. 

Nidesh Jain: And the Rs. 70 Crores, is directly charged from the interest income, right? It is not the provision 

item. 

Dinesh Prajapati: Yes. 

Nidesh Jain: That is it from my side. Thank you. 

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

Fund Management. 

Karthik Chellappa: Thank you very much for the opportunity Sir. Sir, just two questions. Firstly, on a like-to-like-

basis, if I look at our contracts under NPA, this quarter about 165000. Last quarter, it was about 

171000, which means the number of contracts is down Q-on-Q but the amount has risen. That 

means the amount per NPA is now up 6% to about 310000. What would explain this? 

Ramesh Iyer: Give us 1 second they are pulling out the sheet. I mean, personally, I think it would mean some 

commercial vehicle, utility vehicle, tractors would have come and that would have caused, that is 

one possibility. Second possibility is that the principal outstanding in these contracts are higher 
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as compared to the previous quarter, if you provided NPA on a second year contract but principal 

in the first year has been recovered, outstanding principal is lower whereas this would have 

come, I think in this quarter, because we have moved to 90-day basis, these are all early 

delinquency where the principal outstanding is higher. 

Karthik Chellappa: Because I am comparing 120-day to 120-day. So if the answer or if the rationale is the second 

point, what you mentioned, because in the past, in the conference calls, you have always said that 

in terms of the contracts which we originated 12 months ago, 15 months ago, the slippage into 

NPL is very, very low, which actually gives you confidence on the quality of the growth. But if 

this is indeed the case, as you mentioned, if it is the second option, then is not that mean that 

even the growth that we generated, let us say, 12, 18 months ago are not as high-quality as we 

thought they were. 

Ramesh Iyer: It is not the quality reflection if it is tractors. Then it is a timing, right? The tractor fellow cannot 

pay you during monsoon he will only pay you during November. So you will see the reversal of 

that also happened much aggressively than it has happened in the past. 

Karthik Chellappa: Okay, but in your view, this rise in NPA per contract is mainly attributable to the asset class? It is 

just that the higher portion of CV and tractor would have fallen into the NPA? 

Ramesh Iyer: Yes, yes, it cannot be anything else. 

Karthik Chellappa: Okay. Sir, my second question is if we look at the SME portfolio again, which has gone from 8% 

to 12% in one quarter and where you mentioned on the dealer financing, how much of that is 

mainly due to, let us say, inventory stocking ahead of festival? And how much of that is some 

kind of financial accommodation ahead of the GST rollout because of the delay in input tax 

credits and dealers having some kind of working capital crunch? 

Ramesh Iyer: So I will not exactly know. But as I know, most of the stocking was done for festival because 

when we set a limit to the dealers, we set a limit on the basis that how much retail is he likely to 

do with us and therefore what is the market share that we are likely to be able to protect. And that 

qualifies for how much of inventory, because we are not a very strong pure inventory financing 

company. We are inventory financing linked to our retail. So in our case, the larger inventory 

lending that we would have done will be for festivals talking to be converted during the festival 

season. And definitely, the quantum would include the impact of GST because on the basis of per 

vehicle price and therefore, you would have factored that he has to upload the GST payment, and 

that would be factored into it. 

Karthik Chellappa: And, Sir, what would the yields be of such dealer financing that you are doing? 

Ramesh Iyer: It could be as close to 0 because it is going to give me business within 30 days and convert to 

retail. So it will be measured as a part of the retail business. And as I said, we are not in inventory 

financing to earn anything out of it as a big-time, because maximum period for which he will 

hold the money will be anywhere between 30 to 45 days except in abnormal conditions like what 
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we face now. Now even if we assume that it will earn something, it will only neutralize our cost. 

We will lend to them at our borrowing cost-plus some very marginal increase. 

Karthik Chellappa: So it is fair to say that this is kind of, let us say, a neutral to a loss leader kind of product to help 

us gain market share in our core retail product? 

Ramesh Iyer: I did not understand your terminology, but I can very clearly tell you that we will give him 

inventory to stock vehicle to be retailed to us, and the retail rate will protect us for the 20 days or 

30 days of low interest that we earn from it. 

Karthik Chellappa: Got it. And Sir, just 1 last question on the rural housing, so on a year-on-year basis, if I look at 

the loans disbursed, that has grown about 37%, 38%, whereas if I look at in terms of number of 

customer contracts, that has only grown by about 22%, 23%-odd. That effectively means that the 

14%, 15%? 

Ramesh Iyer: They have gone into low cost housing financing about 10%, 15% of the book is now low cost 

housing, which is a very different ticket size. 

Karthik Chellappa: But that is what my question is if the amount dispersed is growing at 37% and contracts are 

growing at 22%, should not that mean the ticket size is rising? 

Ramesh Iyer: It is rising. 15% of the book is affordable housing, which is 10 lakh, 7 lakhs, 8 lakh lending 

versus our normal lending is 1 lakh and 1.5 lakh. 

Karthik Chellappa: Okay, so that is like a material step up then basically? 

Ramesh Iyer: Yes, yes, I think next time onwards, they will try and show the split as well so that there is no 

confusion on this. 

Karthik Chellappa: Okay. Perfect. Thank you very much Sir and wish you all the best. 

Moderator: Thank you. We have the next question from the line of Viral Shah from Credit Suisse. Please go 

ahead. 

Sunil Tirumalai: This is Sunil from Credit Suisse. I think my question was partly answered, but for the first half, 

out of the Rs.870 Crores odd credit costs, how much would have been the write-off? 

Dinesh Prajapati: Sunil, can you repeat, please? 

Sunil Tirumalai: So of the total current cost of about INR 870 crores first half, what would have been the write off 

component in it? 

Dinesh Prajapati: Including termination loss. Yes, from 350. 

Ramesh Iyer: Including termination loss. 
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Sunil Tirumalai: Okay, got it. And based on your comment of about 2.5% overall credit cost is what it should not 

exceed then you are probably talking about Rs.1100 Crores, Rs.1150 Crores for the full year, not 

more. 

Ramesh Iyer: Yes, and that would shift actually from already provided amounts. 

Sunil Tirumalai: Yes, so will you just say you are looking at total credit costs. 

Ramesh Iyer: Yes, yes, yes, that is right. 

V. Ravi: So September quarters is Rs.360 Crores, but the full half year it will be like Rs.414 Crores. 

Sunil Tirumalai: Right, got it. Because normally in your second half and especially in the fourth quarter, the credit 

costs are normally low. So yes for the full year, should we about Rs.1100 Crores is what you are 

referring to? 

Dinesh Prajapati: Charge to P&L, correct. 

Ramesh Iyer: Yes, yes. 

Sunil Tirumalai: That was helpful. Thank you very much. 

Moderator: Thank you. We have the next question from the line of Nikhil Walecha from JM Financial. 

Please go ahead. 

Nikhil Walecha: Sir, what would be the impact of the recent PSU recap on our business? Would that lead to some 

increase in the competition? 

Ramesh Iyer: See as such PSUs were only doing only retail business. They were not in wholesale. So with this 

capitalization, I mean, it is my guess. Will the competition come down for retail because they 

would like to lend the company like Mahindra Rs.1000 check rather than chasing a one lakh 

customer because there are no lending possible on wholesale, they were doing retail. So it could 

be one view. I mean I am not saying my view is right view or wrong view, but I do not have a 

firm guess but I think normally, that when they are adequately capitalized and their cost of funds 

is appropriate, they would like to go and do wholesale. They will go and lend to dealers, they will 

go and lend to suppliers, they will go and lend to OEMs. They will not want to chase retail like 

this and struggle. So it may open up something more for us. I don not know, that is one 

possibility. But more important, I think we should not forget that the market will remain the same 

volume and everybody else share that. More and more financiers are expected to finance more 

and more customers. So the dealers will take complete advantage of this and push them to 

different corners to get more customers or to finance more customers. So you look at historically 

when PSUs have done well on the retail and NBFCs have done well along with them in retail, but 

overall market has grown manifold. So if PSUs are capitalized adequately and they are going to 

really be aggressive on the retail front, I would very strongly bet for commercial vehicle segment 

opening up. 
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Dinesh Prajapati: In fact, Arun Jaitley had stated that possibly, the focus will be on the MSME and SME, which 

will mean that most of this trader and these kind of a smaller player will become much more 

capable. So indirectly, it can give a better opportunity for retail participation. 

Ramesh Iyer: I am not speaking for or against but again these banks will chase against loan against property in 

a big way. If they talk of MSME, SME, these kinds of segment, you will see them actually attack 

these traders on a lap portfolio and therefore there could be competition visible. 

Nikhil Walecha: Sir, my next question would be in the past, you had mentioned about the sand mining re-

auctioning in UP and Bihar. It was expected to commence during the first week of October. What 

is the update on the same? 

Ramesh Iyer: It has marginally started but it has nothing, very big to celebrate yet. See, everyone is careful 

with these kinds of activities on the little opens big time because they do not know will it stop 

again. So the investment is, people are using old trucks, old tippers, old construction equipment. 

Nobody wants to invest fresh because until they see a long-term possibility of this business 

continuing. See, when we make a statement about mining opening up, etc., it has two approaches, 

one, will the contractor earn better and will he repay money. Two, will people invest and acquire 

more assets? And I think the repayment is visible there. But acquisition of assets of tippers and 

construction equipment, we guess it will happen in the second half. 

Nikhil Walecha: Okay, and Sir, just a small data question, there is a slight reduction in the branches QoQ. It has 

reduced by 5. What is the reason for such a decline? 

Ramesh Iyer: So these must be branches, which are open as collection centers in deep rural, etc., and if they do 

not serve that desired purpose, I think it is much easier to close them down. 

Nikhil Walecha: Okay. Thanks. That is all Sir. 

Moderator: Thank you. We have the next question from the line of Umang Shah from Emkay Global. Please 

go ahead. 

Umang Shah: Thanks my questions have been answered. Thanks and all the best. 

Moderator: Thank you. Ladies and gentlemen, as there are no further questions from the participants, I now 

hand the conference over to Mr. Karan Singh for closing comments. Thank you, and over to you, 

Sir! 

Karan Singh: 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 of the 

call today. Thank you, and goodbye. 

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

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


