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CRISIL upgrades ratings on MAHINDRA & MAHINDRA
FINANCIAL SERVICES to ‘AA/FAA+/Positive’

Non-Convertible Debentures Aggregating Rs.28.01

Billion ^

AA/Positive (Upgraded from

‘AA-/Stable’)

Subordinated Debt Programme Aggregating Rs.4.00

Billion ^

AA/Positive (Upgraded from

‘AA-/Stable’)

Rs.32.75 Billion Long-Term Bank Facility ^
AA/Positive (Upgraded from

‘AA-/Stable’)

Rs.7.50 Billion Cash Credit Facility ^
AA/Positive (Upgraded from

‘AA-/Stable’)

Fixed Deposit Programme ^
FAA+/Positive (Upgraded from

‘FAA/Stable’)

Rs.0.80 Billion Short-Term Bank Facility ^ P1+ (Reaffirmed)

Rs.12.50 Billion Short-Term Debt Programme ^ P1+ (Reaffirmed)

^ The common independent director on the boards of CRISIL and Mahindra & Mahindra Financial Services Ltd did not participate in the
Rating Committee Meeting and rating process for these instruments.

CRISIL  has  upgraded  its  rating  on  the  long-term  debt  instruments  and  bank  facilities  of  Mahindra  &

Mahindra Financial  Services Ltd (Mahindra  Finance) to ‘AA/FAA+/Positive’  from ‘AA-/FAA/Stable’; the

rating on the short-term debt programme and bank facility has been reaffirmed at ‘P1+’.

The upgrade factors in CRISIL’s belief that Mahindra Finance will sustain recovery in its asset quality and a

significant  improvement  in  its  earnings  profile  over  the  medium  term.  An  improvement  in  collection

efficiency,  due to strengthening in collection processes,  has enabled Mahindra Finance improve its asset

quality. The improvement in asset quality is also expected to lead to a decline in provisioning costs; this,

along with the company’s ability to maintain robust net interest spreads (supported by established position

in semi-urban and rural markets),  will support a sustained improvement in Mahindra Finance’s earnings

profile over the medium term. The revision in the rating outlook reflects revision in CRISIL’s rating outlook

on the  long-term  debt  instruments  of  Mahindra  Finance’s  parent,  Mahindra  &  Mahindra  Ltd  (M&M) to

‘AA/Positive/P1+’ from ‘AA/Stable/P1+’.

The ratings continue to be driven by Mahindra Finance’s majority ownership by, and strategic importance to

M&M; the ratings centrally factor in the support that Mahindra Finance derives from M&M. Mahindra Finance

is of strategic importance to M&M as it finances around 26 per cent of M&M’s utility vehicle (UV) and light

commercial vehicle (LCV) sales, and around 28 per cent of its tractor sales; about 60 per cent of Mahindra

Finance’s disbursements are towards financing M&M products. The ratings are also underpinned by Mahindra

Finance’s strong position in the UV and tractor financing business in rural and semi-urban areas, comfortable

capital  position,  and stable  resource  profile.  These  strengths are  partially  offset  by  Mahindra Finance’s

modest asset quality.

As on March 31, 2010, Mahindra Finance had a healthy Tier I capital adequacy ratio of 16.1 per cent (17.2

per cent as on March 31, 2009). The company’s healthy capitalisation is also reflected in its sound net worth

to net non-performing assets (NPAs) ratio, which was 21 times as on March 31, 2010. Mahindra Finance’s

stable and diversified resource base, and substantial unutilised bank lines provide the company significant

financial  flexibility  to raise  resources at competitive  costs to meet increasing funding requirements.  Its

average cost of borrowings has decreased significantly to 8.3 per cent in 2009-10 (refers to financial year,

April 1 to March 31) from 10.5 per cent in 2008-09, on the back of the favourable interest rate scenario

prevailing in 2009-10. However, with the hardening in interest rates, Mahindra Finance’s average cost of

borrowings is expected to increase from the second half of 2010-11; nevertheless, the company’s borrowing

costs are expected to remain better than the industry average over the medium term.

Mahindra Finance’s asset quality, despite an improvement, remains modest as reflected in the overall gross

NPA ratio of 7.0 per cent as on March 31, 2010, which is one of the highest in the industry. However, it has

improved substantially from 9.6 per cent as on March 31, 2009, and 8.1 per cent as on March 31, 2008. The

gross NPA ratio as on June 30, 2010 was 7.4 per cent as against 10.8 per cent as on June 30, 2009. This

decline  in the gross NPA ratio was primarily  due to the company’s efforts in streamlining its collection

mechanism and beefing up its collections and legal set up. The improvement in delinquency levels has been

across asset classes: UVs, LCVs, tractors, and cars. In line with the improvement in its asset quality, the

company’s credit cost has also declined to 2.4 per cent in 2009-10 (3.4 per cent in 2008-09) and is expected

: CRISIL Ratings - The Most Reliable Opinion on Risk - Mahindra and M... file:///C:/Documents%20and%20Settings/Aparajita.C/Local%20Settings...

1 of 3 10/6/2010 5:06 PM



to stabilise at 2.0 to 2.2 per cent over the medium term. On a static-pool basis, the final credit loss in

Mahindra  Finance’s loan portfolio  has been moderate,  at  around 2.5 per  cent,  indicating  delayed,  but

ultimate, collections. However, the credit risk profiles of Mahindra Finance’s customers in the semi-urban

and rural areas remain weak; the repayment capabilities of these customers hinge on monsoon conditions

and performance of the rural economy. Given the relatively riskier customer profile and its linkage to the

performance of the rural economy, CRISIL expects Mahindra Finance’s asset quality to remain modest over

the medium term.

Outlook: Positive

CRISIL believes that Mahindra Finance will continue to benefit from the support it is expected to receive

from M&M, given Mahindra Finance’s strategic importance to its parent. CRISIL also believes that Mahindra

Finance will sustain its strong market position and healthy capitalisation over the medium term. A change in

the rating or outlook on M&M will result in a corresponding revision in the rating or outlook on the debt

instruments of Mahindra Finance. Additionally, the outlook may be revised to ‘Stable’ if Mahindra Finance’s

asset quality and earnings deteriorate significantly, resulting in erosion in its net worth.

About the Company

Mahindra Finance was promoted by M&M and Kotak Mahindra Bank Ltd (formerly Kotak Mahindra Finance

Ltd [KMFL]), with M&M as the major shareholder. In 1998, Mahindra Finance became a subsidiary of M&M

after the latter bought out KMFL’s stake. M&M held 60.1 per cent of Mahindra Finance’s equity capital as on

March 31,  2010.  Mahindra Finance finances consumer purchases of UVs,  LCVs,  tractors,  cars,  and other

assets. To leverage its extensive branch network and rural customer base, the company has entered the

rural housing finance business through its subsidiary, Mahindra Rural Housing Finance Ltd. Mahindra Finance

reported a total income and a net profit of Rs.15.7 billion and Rs.3.4 billion,  respectively,  for 2009-10,

against a total income and a net profit of Rs.13.8 billion and Rs.2.1 billion, respectively, for the previous

year. For the first quarter of 2010-11, the company reported a total income and a net profit of Rs.4.0 billion

and Rs.0.7 billion, respectively, against a total income and a net profit of Rs.3.2 billion and Rs.0.4 billion,

respectively, for the corresponding period of the previous year.
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Note:
This rating rationale is transmitted to you for the sole purpose of dissemination through your newspaper /
magazine / agency. The rating rationale may be used by you in full or in part without changing the meaning or
context thereof but with due credit to CRISIL. However, CRISIL alone has the sole right of distribution of its
rationales for consideration or otherwise through any media including websites, portals etc.

CRISIL  Complexity  Levels  are  assigned  to  various  types  of  financial  instruments.  The  CRISIL
Complexity Levels are available on www.crisil.com/complexity-levels. Investors are advised to refer
to the CRISIL Complexity Levels for instruments that they propose to invest in. Investors can also
call  the CRISIL  Helpline  at  +91 22 3342 3047 /  +  91 22 3342 3064 with  queries on specific
instruments.

CRISIL is India's leading Ratings, Research, Risk and Policy Advisory company. CRISIL leverages its core strengths of credibility
and analytical rigour to deliver opinions and solutions, that help clients mitigate and manage their business and financial risks,
make markets function better, and help shape public policy. For more information, visit www.crisil.com.

Disclaimer: A CRISIL rating reflects CRISIL's current opinion on the likelihood of timely payment of the obligations under the
rated instrument and does not constitute an audit  of  the rated entity by CRISIL. CRISIL ratings are based on information
provided by the issuer or obtained by CRISIL from sources it considers reliable. CRISIL does not guarantee the completeness or
accuracy of the information on which the rating is based. A CRISIL rating is not a recommendation to buy, sell, or hold the rated
instrument;  it  does  not comment on the market price or suitability  for a  particular investor. All  CRISIL ratings  are  under
surveillance. Ratings are revised as and when circumstances so warrant. CRISIL is not responsible for any errors and especially
states that it has no financial liability whatsoever to the subscribers / users / transmitters / distributors of this product. CRISIL
Ratings’ rating criteria are generally available without charge to the public on the CRISIL public web site, www.crisil.com. For the

latest  rating  information on  any  instrument  of  any  company  rated  by  CRISIL,  please  contact  CRISIL  RATING DESK at
CRISILratingdesk@crisil.com, or at (+91 22) 3342 3000.
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