[bookmark: _Hlk170301613]Provisioning/ Expected credit loss (ECL): (Protean e-gov)
ECL: The Group assigns a risk grade to each credit exposure based on predictive data (e.g., payment timeliness, time value of money) and expert judgment. It monitors the economic environment to estimate expected credit losses. At each reporting period's end, the Group reviews customer exposures to determine incurred and expected credit losses, considering disputed or litigated dues. Historical trends show minimal credit losses, which are expected to continue. For tax authority receivables, expected credit loss allowances are based on the time value of money and management's assessment. For major clients, provisions are made based on management's assessment of recoverability.
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An amount of 92 Crore is receivable as at 31 March 2023 from Income Tax Department (ITD) towards physical storage of PAN applications (` 59 Crore) and towards NJRS project (software development, support and maintenance services) (` 33 Crore), of which ` 45 Crore is outstanding for more than 3 years. Approval for release of payments towards storage is under process. For NJRS payments, ITD has recently engaged National Institute of Smart Governance (NISG) for verification of SLAs which is in progress.
Based on the expected credit loss model followed as per Ind AS 109 ‘Financial Instruments’, the company has recognized provision of ` 45 Crore which covers amount overdue for more than 3 years.
[image: ]Excerpts from Q3FY24 Concall – About Expected credit loss

[image: A close up of a text

Description automatically generated]

image1.png
TRADE RECEIVABLES

(% in Crore)
Particulars Current
Trade receivable considered good - unsecured 285.89 270.68
Less: Allowance for expected credit loss (Refer Note 23.3) 77.21 70.29

Total 208.68 200.39
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Credit risk exposure
The allowance for lifetime expected credit loss on customer balances is as below:

(X in Crore)
Particulars IELTETEIPE] 31 March 2022]
Balance at the beginning 70.29 41.02
Amounts written off i ~(10.63) (1.10)
Net remeasurement of loss allowance 17.55 30.37

Balance at the end 77.21 70.29
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And finally, your question on the provisions. So, there is a 7-crore net provision that the company has
putin. And this is basically the expected credit loss line in the financial statement. So, there is a netting
of entry. So, while you see that there is an INR 25-crore entry sitting in the expected credit loss. But
at the same time, there is an offsetting entry in the other income. So, effectively, what has happened
is, there is a pass-through mechanism whereby some of the revenue that we collect from the
government is passed through to our franchisee holders. And based on the recent developments, we
realize that this revenue may not be payable. So, basically once we collect this revenue, we will also
make the payment. But at this point in time, we wanted to remain conservative because while the
ccompany expects that we are still going to collect this revenue, at the same time, a significant time
has elapsed and we wanted to maintain prudent accounting practice. So, that addresses your question
on the provisions as well.

Grishma Shah: Sir, can | ask a follow up or | need to go back to the queue?
Moderator: You can continue.

Grishma Shah: Yeah, thank you. So, sir, this expected credit loss is related to which business? | mean,
does it happen every year? Does it happen every quarter? | mean, it's a big amount. Earlier, it used to
be three, three and a half crore per quarter. This is seven crores. And the other repairs and
maintenance cost has also gone up. So, the EBITDA margins have shrunk to something which we've
not seen in historically for the company.

Mr. Suresh Sethi: Grishma, two things. One is that this is related largely to the taxation business. There
is a long-term government debt and following a very conservative accounting policy, we are basically
showing a certain level of provisioning in this quarter. But otherwise, we are not in any way looking at
not receiving these funds coming back to us. It is more about conservative accounting. So, that is why
you see it. There has been some provisioning done earlier also. And this is just a continuum of
following the same accounting policies. On repairs and maintenance, I'll ask Sudeep to just add some
more because that was what she asked last time.

Mr. Sudeep Bhatia: Yeah, | did cover it in part of the investments that we have done. And in the newer
business verticals, which are growing from three business verticals to now seven. And that has meant
that we obviously invested in the technology, infrastructure and also create some technology, keep
some technology ready for the new clients to onboard.
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Shubham Ajmera, SOIC Research LLP: Okay, understood. And so, my second question is regarding this
ECL provisioning. So, just wanted to get an idea, like, is this provisions kind of like one off? Do we
anticipate any additional ECL provision in the future quarter as well?

Mr. Sudeep Bhatia: Okay, so there are certain government revenues from the past whereby these
have been on the balance sheet and working through with the government to clear all the SLAs, et
cetera, that does take time. In these particular invoices, some of these invoices are like four or five-
or six-year-old. And the last invoice basically goes back to 2017. So, effectively while there is no
ambiguity with respect to collection of these because we work with the revenue secretaries and CBDT
and we basically provide the SLAs and that everything, all the steps have been cleared and therefore
these invoices are now due for payment. But naturally, when you are working with the large sort of
ministries, some of these SLA’s clearances require verification from another division. And therefore,
in the process, the company has basically spent about seven, eight years. And therefore, just to be on
a conservative side - we are a listed company, we do have to sort of answer to our shareholders as
well - we have basically provided some of these on a conservative basis. As we move forward, there is
still a provision at this point in time. There is no ambiguity why these monies will not be collected. But
at a later stage, we'll obviously review the situation. And the response is coming back from ministry.
And then effectively take a call at that point in time.




