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No NeedforFresh Capitalfor
Five Years: Shriram Fin CEQ

ith the infusion of 40,000

crore by MUFG, Shriram

Finance now has therequired

balance sheet strength to compete more

aggressively innew commercial vehi-

clesand potentially EV leasing, while
retaining its focus on retail customers
rather than large corporates, Parag

SharmaMD &CEOQ,tells Rozebud

Gonsalves and Sangita Mehta. He

expects the company, India’s second-
biggest non-bank lender by market

value,to sustain 18-20% credit growth

annually and maintain 8.5% margins,

without having toraise capital every

few years toexpand its asset base.

How has MUFG's investment changed

things for Shriram Finance?

Ithas changed intwo significant ways.
Forfinancial services, the biggest

constraint has always been capital.

Earlier, while focusing on growth, there

was always a concern at the back of our

mind about the availability of capital.

Every two-three years, that question

would come up. With MUFG comingin,

thatconcernis settled. Secondly,there

was nosingle large shareholder with

deep pockets in the Shriram Group.

Now, with MUFG putting in 40,000

crore, there are no concernson the

partner's capability to putin money if

required.

How long will this capital comfort

last?

Earlier, we grew at 12-15% annually.

Now,for the next five yearseven if we

grew at 18-20%as per our own guid-

ance, we do not see any requirement for

fresh capital.

Will Shriram continue to focus on

used vehicle finance?
Our comfort is inused commercial

vehicles. These are often new-to-credit

customersor aspiring customers, such

asdrivers who want to become owners.
Itisseenasarisky segment, and not

many want to ventureintoit. But weare

comfortable withit.

Would you consider financing new

vehicles and farm equipment?
Yes. With lower cost of funds, we can

now look at newer commercial vehicles,

where ratesare around 10-11%, com- 

pared with about 16% for used vehicles.

Earlier, our cost of funds made this

segmentless attractive. There may be
some shift towards new commercial
vehicles, though vehicles will remain our

main focus. We also want to increase

farm equipment financing, especially

used tractors and equipment. Repay-
ments there need to be structured

around crop cycles, sometimes over

three or six months, rather than monthly.

With MUFG coming in, will Shriram
look atlending to large corporates?

No.Wedo not understand large

corporates. We understand retail, rural

India and semi-urban India. We under-
stand only a few products, and we do

not wantto venture into large corporate

India. The book will broadly remain the

same. Thedifference is that we will

grow faster than before and look at new
initiatives within retail lending.

Whatnew initiatives are you evaluating?

Electric vehiclesare onearea, espe-

cially leasing models for large operators

withtwo-three year contracts. We are

exploring this, but leasing needs capa-

bilities to maintain and redeploy assets.

Large customers have approached us
for EV leasing. We also see opportuni-

tiesinshort-term financing, including

supply chain,logistics operatorsand

warehouses. But we will only finance

warehouses, not own them.

How much has your cost of funds

declined after MUFG's investment

and therating upgrade?

Our incremental cost of funds is down
by about 60-70 basis points. We have

not prepaid existing facilities because

nearly 80% of ourliabilities are fixed-

rateand will mature over the next 2-2.5

years. As these deposits, offshore

borrowings, capital market borrowings
and securitised liabilities get replaced,

we expect overall liability costs to

decline by about 100 basis points over

the next 2-2.5 years, assuming rates

remainat March levels.

Is the current NIM of 9.04% level

sustainable?

The%40,000 crore investment income

isgiving usan additional NIM benefit of

about 0.5-0.6 percentage point. The

steady-state NIM should be around

8.5%. It may continue at 9-9.5% for the

nexttwo quarters, but after that we
would still wantitto remain above 8.5%.

Thatisthe level we will be conscious

about.

Should more NBFCs be allowed to

take public deposits?
RBlinitially did not stop anyone from

taking deposits, but after some failures,
it stopped giving fresh permissions.
NBFCs can do publicissues of bonds

and launch themregularly. Deposits

have adifferent marketing route, with

agents, branch networks and direct
outreachalthough digital has made it

easier. But just because depositsare

allowed does not mean they will be
available. Banks themselves are
struggling to get deposits.

Has Shriram missed the gold loan

opportunity?

No, | do not think so. We were already
presentingold financing through

Shriram City Union, but it was restricted

largely to south India and accounted for

only about 2-3% of the book. Maybe our

focus was limited earlier.

Whatis your view on the RBI's draft

norms onrevolving credit?

Forus, the impactisinsignificant.
Supply chainfinancingisavery small

book for us.Itisashort-termrevolv-

ing credit product where the creditis

typically for 80-90 days. The broad

understanding is that the facility will
continue for two-three years, but

every 90 daysthe bill matures, repay-

ment happensand the limitis reset.

The product has been doing well and
thereareno concerns as such.


