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On a growth trajectory
A ‘consistent performance’ would be the best reward
Mahindra Finance can offer to its investors

Photos: sa n jay bor a de

rbi also tightened norms for recognising npas from 150 days to the present
90 days. “We had 150 days to recognise an npa till 2014-15 but it came down
to 90 days by March 2018,” informs
V. Ravi, executive director & cfo,
Mahindra Finance.
These challenges have now been
put behind. Ramesh Iyer, vice-chairman & md, Mahindra Finance, is confident that the npa level would come
down in the next 12 months, even as
the loan book grows in the region of
18-20 per cent. “Looking at the way we
have grown in the recent past, an 18-20
per cent loan book growth does not
seem to be a challenge,” says Iyer confidently. Ramesh Iyer, 60, joined Mahindra and Mahindra Finance two years
after the company started its commercial operations in 1995 as general
manager – operations. In 1998 he got
promoted to ceo and has been on the
board since 1999. His vast experience
helps the company navigate uncertain times. Anand Mahindra himself,
who believes in giving free rein to his
leadership team, is not on the board of
Mahindra Finance but gives inputs to
Iyer as and when needed. Incidentally
Mahindra & Mahindra has a Group
Executive Board of which Iyer is
a member.
There are three levers which
Iyer: confident
of bringing NPAs could help Mahindra Finance
achieve the same, he feels. First,
down
the discount offered by the
vehicle manufacturers will get
reduced, which means that, for
not happen.
There were several things happening the same volume, there would be more
simultaneously, which have impacted loan value. Secondly, the volume itself
Mahindra Finance in a big way. First, is expected to go up, due to the better
the country had to face two poor mon- economic scenario in the rural markets.
soons in a row. Then came demoneti- Thirdly, the company has expanded its
sation, impacting the rural economy product portfolio for financing. The
severely. The fact that the compa- slowdown affecting the psu banks’
ny’s focus area is rural, where cash is lending due to the unprecedented npa
the way to transact, made the impact problem should also help Mahindra
even harder. The subsequent imple- Finance to expand its loan book. Plans
mentation of the gst also affected the like Bharatmala and higher road concompany’s business. As if this was not struction targets, which are expected
enough, the happenings on the min- to move the rural economy along, are
ing and coal excavation fronts were not also likely to favour the company. One
what could normally boost the rural issue the company needs to surmount
economy. At about the same time, the is the fact that psu banks’ customers

T

hings are looking bright for Mahindra & Mahindra Financial Services. Post the March 2018 results
concall, the management claimed
that it has come out of the “deep trouble” it was in and that the company is
now back on a growth trajectory. Not
only has the company reported smart
growth, with profits for the year ended
March 2018 being double the previous
year’s, but the first quarter’s data was
equally strong too. This shows that its
performance for 2017-18 was not a flash
in the pan. Normally, for Mahindra
Finance, the first half of the financial
year shows a rise in npas but, this time,
the company is confident that this will
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normally opt for five-year loan tenure, while the company’s norm is three
years. And, if the company decides to
accept five-year tenure, it may run into
the problem of an asset-liability mismatch. While small portfolios may not
mean much of a problem, large ones
can create a significant mismatch, as
most of the borrowings are for a period
of three years.
The pace of expansion of branches
had slowed down during the last couple of years, as the company decided
to focus more on collection and less
on business. In the past, the company
used to add new branches at the rate of
almost 10 per cent (taking last year as
base) every year. That trend got broken
in 2015. But now the company is back
on an expansion spree, as the stress on
collection has reduced. In 2017-18, it
added 102 branches, as against only
15 branches in 2016-17. And, all the
102 branches had got added in the
last quarter of 2017-18. The company
believes that the benefits of this exercise will be reflected only in the results
of this financial year. In 2018-19, it
may add another 100 branches, taking
the tally close to 1,400.
The most important yardstick for
any nbfc is its RoA. Iyer is confident
that, in the next 12 months, they
would touch 3 per cent RoA, as against
1.9 per cent recorded in 2017-18. For
2016-17, the RoA was only 1 per cent.
The gross npa, which was 9 per cent for
2016-17, improved to 8.5 per cent in
2017-18. The company is planning to
expand its loan book from the present
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R50,000 crore to R80,000 crore in three
years. “We have come out of a deteriorating credit cycle,” declares Iyer.
NPA burden
This is not the first-time the company
has faced problems of higher npas. In
2008-09 too, it faced problems due
to crop failures. And, the npas rose to
11-11.5 per cent. The company could
manage to reduce the npa to 3-3.5 per
cent in the next 18 months, as the
monsoon was good. The turnaround
achieved in the past does give credence
to Iyer’s optimism that, this time too,
Mahindra Finance will come out of this
high npa bottleneck.
Credit also goes to the management
that, despite the challenging times,
the company did not report any loss
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in any of the financial years. Its lowest
reported net profit figure in the last six
years was in 2016-17, when it reported
a net profit of R400 crore. That shows
the resilience of the business model
the company has created over the last
25 years.
The rural market is one of the
toughest to do business in, as there
are not enough data available there on
the credit history of the borrowers. In
the rural market, one has to be careful
about local sentiments also. One bad
handling of a loan case would trigger
the news spreading to the nearby villages, impacting the business prospects
of the lender. In rural areas, personal
rapport with clients is also of paramount importance. The lender’s presence in the locality helps it to gather
ground intelligence, which would help
decide which borrowers are likely to
repay loans and which ones are not. A
company, with its customers spread in
340,000 villages, benefits immensely
from that knowledge. This is the edge
Mahindra Finance has over its competitors. On an average, it finances
600,000 vehicles per annum. It had
2.5 million customers on its rolls, as
on March 2018.
With regards to competition, companies compete on different products
on different regions. And, so, Mahindra Finance has no direct competition to its complete portfolio. In some
pockets, hdfc Bank’s nbfc, hdb Financial, competes with it, while in other
places (like Rajasthan, for example), it
competes with au Finance. In the East,
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The genesis

M

ahindra Finance started
as Maxi Motors Financial
Services Limited in 1991. That
time Mahindra had no plan
to venture into rural finance.
But when the management
thought of starting a nbfc,
instead of a new company, it
decided to use Maxi Motors
Financials for the same and
changed the object of the company accordingly. The name
was changed to current one in
1992. And, in 1993, it gave its

B u s i n e s s I n d i a u t h e m ag a z i n e o f t h e c o r p o r at e wo r l d

first loan for Mahindra & Mahindra Utility Vehicle, making this
year the 25th year of commercial operation. Even though the
company was focussed on rural
population, its first branch outside Mumbai was in Jaipur.
Kotak Mahindra Finance
was also one of the promoters
of the company, holding about
30 per cent stake in the company. It remained invested in
the company till 1998. Incidentally, the Mahindras too had
invested in Kotak Mahindra

it has Magma as a rival while, in the
South, it has Chola. l& t Finance vies
with it in some markets (such as tractors) while Shriram takes it on in preowned vehicles.
Tough times test the depth of the
management’s skills. It also reveals
where the company was going wrong
and when the going was good. Iyer
and his team had enough challenges
while navigating its problems. So, first,
they took time to figure out whether
this challenge was internal or external.
They also pondered over issues like: is
something wrong with the company’s
style of operation? Or, is its business
model any relevant in the changing
business environment? “We had internal debate whether this problem is due
to internal or external. If it’s internal
then your approach to solve the problem is different,” says Iyer. The company created a checkbox to see what
could possibly be impacting its performance. Is it that the employees have a
compensation issue? Is there any pressure from competition? Has the business landscape changed so much that
the company is not able to keep pace
with it? Has the company’s process
become unacceptable to the new sets of
customers? Do dealers and oems have
problems dealing with the company?
After such deliberations, the management realised that the problem is not so
much internal as external and that the
company had little control over them.
The study revealed that the employees
had no issues with the company and
that their morale was high. The company consistently featured in the top, in
lists such as ‘great place to work’.

Finance in their personal capacity in 1986. Inducement to start
Mahindra Financial may have
come from the fact that, in
1990, Kotak Mahindra Finance
started its auto finance division
for financing passenger cars for
the urban customers. Mahindra Finance’s main objective to
cater to rural and semi urban
areas may have been a way to
ensure that two businesses do
not compete with each other. In
2017, Anand Mahindra tweeted
that his investment in Kotak

The attrition level was also low.
Dealers and oems too were happy with
the company, which has all along been
attracting the right kind of people. At
the end of the exercise, the company
realised that its customers were facing
a genuine issue of weak cash flow, due
to poor monsoons, demonetisation
and the advent of the gst.
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Mahindra was one of the best
decisions of his life. The story
goes that Uday Kotak, who
had just started the venture
approached to Anand Mahindra for financing the deal.
Mahindra was so impressed
with Kotak that he offered to
invest in Kotak’s company and
Kotak accepted the proposal. In
2013, Mahindra stopped being
classified as a promoter of Kotak
Mahindra Bank. But ‘Mahindra’
continues even today as a part
of the bank’s name.
u

As a strategy, the company decided
to support customers. It did not repossess vehicles, as customers had the
willingness to pay, but were genuinely
incapacitated. “We had the option of
rescheduling our contracts and bringing down the npas but, instead, we
decided to take the problem head
on,” Iyer. A quick-fix company would
have resorted to report the growth to
enhance the ‘loan to value (ltv) ratio’,
but the company resisted from such
optical ‘illusions’ too.
The bad phase highlighted that
the operational structure of the company was not right. In good times,
the company used to have a branchbased structure, where the head of the
branch was responsible for all verticals – be it financing of the tractors or
the trucks. Many a time, the team did
not have that skill set to manage the
verticals and recover the money too.
The company moved to a vertical-wise
structure, where each business had a
head, vertical, rather than a branch
head. Now the person who would disburse
the loan was also responsible for
%
the collection for the next 12 months,
as the company realised that it was
wrong to put the onus of business
and recovery on different people. This
strategy worked, bringing in more discipline in disbursement, as the person
who gave out the loans knew that he
was responsible for recoveries too.
The company has now put in place
a system, wherein the first 12 months’
collections are handled by the person
who has brought in the business. That
has created more checks and balances
in the system. After 12 months, the
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account gets handed over to the collection team (irrespective of whether the
account has performed or not), who are
specialised in recovery. Since the company gives loans of up to 75 per cent
of the underlying assets for a period of
three years, if the customer has paid for
the first 12 months, then the company
is more or less covered, as collaterals
take care of defaults, if any.
Another strategy that helped the
company was that it took issues state by
state (instead of taking the country as a
whole), as it realised that each state had
a different reason for the slowdown.
While some states had climatic-cumeconomic issues, others had only economic problems and yet others were
faced with unanticipated calamity-related issues. All these were taken into
consideration by the company, without
any help from external agencies. “You
bring in an external agency only when
you know the problem, but do not
know how to solve it,” says Iyer.
During the bad times, the company
did look at diversifying its business
into urban areas to serve the urban
poor, but decided otherwise. It clearly
felt that its strength was in operating in the rural and semi-urban areas.
While an urban business would have
helped it expand its balance sheet, it
realised that such a move would not
have helped it make money.

Ravi: fine till 2020

Business profile
Mahindra Finance, which started with
the financing of Mahindra & Mahindra Utility Vehicles over the years
has now moved into various other
businesses. In the process, it reduced
its dependence on Mahindra Products too. Today, the share of Mahindra products in the Mahindra Finance

portfolio is 45 per cent, as against 65
per cent in 2008-09 (see graph). During the last few years, the company
has diversified into the financing of
cars, commercial vehicles, construction equipment, pre-owned vehicles
and tractors. At 26 per cent, auto and
utility vehicles account for the largest
portion of its assets financed, followed
by cars with 20 per cent. Today, Mahindra Finance is a big player in financing Maruti cars in rural India, with an
overall market share of 7-8 per cent.
If only the rural market is taken into
consideration, then the share inches
up to 14-16 per cent. Maruti’s launching of its Nexa products in the rural
market has helped Mahindra Finance
expand its car finance portfolio. Apart
from Maruti, it also finances cars of
Hyundai, Nissan and Renault.
Tractors are the third highest
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vertical in the company’s portfolio (at
18 per cent), followed by commercial
vehicles and construction equipment
(13 per cent each). The company is a
relatively small player in construction
equipment financing, mainly as backhoe loaders to mid-size contractors.
Pre-owned vehicles financing has
come up relatively lately, contributing 14 per cent. And, it is now a significant player in this segment. The sme
segment accounts for 9 per cent of the
assets financed.
The company did aspire to move into
banking but, right now, such an activity is not on the agenda. The Mahindra
group wanted to have an nbfc as well
as a bank to co-exist. And, if that was
not possible, then, Mahindra wanted
relaxation in terms of making provision on crr and slr, if the nbfc gets
converted into a bank. But the rbi did
not allow that. In the recent past too, it
had applied for a licence to start a payment bank with Tech Mahindra, but
dropped the idea, as it realised that the
project is not commercially viable.
At a later date, Mahindra Finance
may explore gold loans as a segment
to enter into, but with a different set of
people, as the company feels that such
a business calls for skill sets, which
are different from its existing product
profile. Another option the company
wants to explore, going forward, is ‘twowheeler (mainly bike) financing’. Right
now, it operates it as a small portfolio,
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Eureka moment
Another subsidiary, Mahindra Insurance Brokers, serviced about 2.59
million insurance cases during last
financial year. It was the first subsidiary and had started business way
back in 2002. It started with corporate
agent and then went on to become
composite insurance broker. The company realised that the rural market was
under-served and under-penetrated
and grabbed the opportunity. Today,
Mahindra Insurance Brokers sells
products in 200,000 villages. “Our target is to add 100,000 villages in next
3-4 years,” says Jaideep Devare, md,
Mahindra Insurance Brokers.
The
company has come a long way, selling
39,000 policies in the first year itself,

amounting to a total premium of R23
crore. For the year ended March 2018,
it sold 2 million policies, with the premium amount touching R2,000 crore.
The biggest satisfaction Devare feels
is that they could offer solutions to
the customers who previously did not
have access to insurance.
The ‘eureka’ moment for the company was when it offered a loan protection programme for the tractor
purchase. They were the first ones to
offer this product in the country, along
with Kotak Insurance. Under this, if the
tractor loan borrower dies before repaying loan, his family members need not
bear the burden of the loan amount,
as the insurance company will assume
that liability – something similar to
what happens when someone takes
a home loan insurance. To make this

scheme successful, the company came
out with an innovative solution, under
which no medical tests were required. It
also did not call for much documentation. Also, the policy was issued in the
local language. The premium is so reasonable that it does not pinch the policy holder at all. In case of his demise,
instead of the death certificate (getting
which is quite a hassle in a rural area),
the sarpanch’s declaration is enough to
process the claim.
Insurance broking happens mainly
in the non-life insurance segment.
Last year, non-life insurance segment
had a premium of R1.50 lakh crore, of
which 25 per cent was accounted for
by the insurance brokers.
Mahindra Insurance is among the
top three insurance brokers in the
country. For the year ended March
2018, the company reported a total
income of R245 crore and a profit after
tax of R52 crore. The size of India’s
insurance broking is in the region of
R5,000 crore, with Maruti Insurance
Broking leading the segment.
Mahindra Insurance Brokers could
also attract investors. In 2012, LeapFrog, a pe firm, picked up stake in the
company at a valuation of R520 crore,
which it sold to xl group last year. xl
group also bought an additional 5 per
cent (in addition to the 15 per cent,
bought from LeapFrog) at a valuation
of R1,300 crore. The company now has
set a target to be among the world’s top
100 insurance brokers (India’s first) in
terms of revenue by 2020. The target is
ambitious but not unachievable.
Though Mahindra Rural Housing
(mrh) was set up in 2008, it did not
do much in the initial five years.“We
just tried to get our act together,” says
Anuj Mehra, md, mrh. But, in the last

Revenue

Net Profit

Return on Assets

restricted to its existing customers.
As a strategy, over the year, Mahindra Finance diversified into various
businesses like rural housing finance,
asset management companies, insurance broking, and so on. All these
new initiatives are done through subsidiaries. As on March 2018, the rural
housing finance subsidiary had a loan
outstanding of R6,248 crore. During the last financial year, it had lent
R2,789 crore.
Mahindra amc has assets under
management of R4,000 crore. amc taps
rural savings. As much as 15 per cent
of its customers are first-time mutual
fund investors, says Ashutosh Bishnoi,
md, & ceo, Mahindra amc. Bishnoi
has a set target to take this to 20-25
per cent. Mahindra Finance USA llc
has a jv with the Rabo Bank group,
where it holds 49 per cent stake. The
loan book of this jv is about $1 billion.
These subsidiaries are at various stages
of growth.
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presence in Maharashtra, as also Tamil
Nadu. It is now expanding its footprint
in Andhra Pradesh, Madhya Pradesh
and some parts of Uttar Pradesh too.
Another area for growth is the
affordable housing finance segment,
thanks to government’s push through
Pradhan Mantri Awas Yojna. It has disbursed loans to the tune of R600-700
crore under the affordable housing
segment. During the next 3-5 years,
Mehra feels, both affordable housing
as well as rural housing finance would
be of equal size.

Bishnoi: targetting first time investors

five years, rural housing finance has
started ramping up. Last year, mrh’s
loan disbursement increased by 30 per
cent to R2,789 crore. Mehra is optimistic that the company’s growth will be
good. He has a couple of levers which,
he believes, would help the company
report growth. The first is: mrh has
a presence in 70,000 villages, while
Mahindra Finance is in 340,000 villages. So, there is a huge scope for geographical expansion. Secondly, where
mrh has a presence, only a few people in those villages are their customers. Bishnoi believes that these villages
will give more business. Thirdly, most
of the existing customers are potential clients for loans too. “We are in
home completion loan rather home
loans,” says Mehra. Many of its customers take smaller loans to complete
their sets of construction. The average ticket size of such a loan is R1 lakh.
These loans are for making home in
an incremental manner. In one good
agri season, they would construct four
walls with asbestos sheet on the top of
it. During the next good season, they
would replace the asbestos sheet with
rcc construction. In the next season,
rooms will be added, and so on. Mehra
believes that this will help the company’s organic growth, as the same customers would come back to them for
loan to keep expanding their existing homes. The company has strong

Same challenges
But this business had similar challenges
as those faced by Mahindra Finance.
Its npas too have gone up high. Almost
half the book is in Maharashtra, which
has faced two poor monsoons in a row.
And, when things were starting to
improve, the demonetisation exercise
had struck, which impacted the paying abilities of its customers. Its gross
npas have shot up from 7.3 per cent
in 2015-16 to 10.5 per cent in 2017-18.
But Mehra is hopeful that the situation will improve, going forward. He
suggests that the npas will move back
to 6-7 per cent. Mehra feels this business will always have gross npas in the
region of 6-7 per cent. In lending cost,
they have built in 1 per cent credit loss.
The credit loss of mrh has historically
been less than 1 per cent. For the year
ended March 2018, Mahindra Finance

Asset quality
Gross NPA

Provision
coverage)

Net NPA
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2.4
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3.2
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3.6
8.5
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3.8

(58.1%)

Note: FY15 NPA recognition was 150 days, For FY16
and 2017 it was 120 days and 90 days for FY18
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Mehra: getting our act together

reported a total income of R1,000 crore,
as against R703 crore last year. The net
profit too improved to R225 crore (R127
crore). Probably, this could be the first
subsidiary of Mahindra Finance that
would go public. Right now 12.5 per
cent of its stake is with National Housing Bank. Recent media reports suggest
that ifc is also taking stake in the company. Housing finance business calls
for additional capital at regular intervals to maintain capital adequacy ratio
as loan book grows. At some stage,
Mahindra Finance will need funds for
its own growth, as well as for other subsidiaries like amc. Hence, it may not be
able to support rural housing finance
subsidiary in terms of additional capital, beyond a point. One can expect
rural housing to go public in next five
years. That would unlock value for
Mahindra Finance.
Mutual fund is the latest segment
Mahindra Finance has added in its
portfolio through a subsidiary called
Mahindra amc. Its first scheme was
launched two years back in July 2016.
Again, the focus of this amc is rural.
In rural India, household savings are
parked in land and gold and there is
not much understanding about mutual
funds as a product. The company felt
that there is scope for mutual fund and,
hence, it would create a market and
that’s how Mahindra amc took shape.
The company manages assets worth
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competition is going to increase for
Mahindra amc. Fortunately, the scope
for mutual fund is huge, as the percentage of aum to gdp in India is a mere
11 per cent, as against 30 per cent in
Japan, 49 per cent in South Africa and
59 per cent in Brazil.

Devare: offering solutions to customers

R4,000 crore today, of which equity
covers R1,500 crore and debt accounts
for R2,500 crore. Its first target was to
tap rich farmers, which was not easy,
says Bishnoi. “I travelled extensively
to make them understand the product
– not just the customers but the distributors too. In rural places, even the
distributors’ knowledge was not that
great, as most of the literature was in
English. That created a language barrier for distributors.”
Does the farmer understand the risk
of investing in mutual funds? “The
farmers take higher risks than the
investors in the stock market. Their risk
appetite is also higher, as the probability of crop failure is higher too. They
understand the risk well, while investing in mutual funds”. To make the
customers understand schemes better, Mahindra amc has named them
in Hindi, probably the only amc to do
so, such as Kar Bachat Yojana or Dhan
Sanchay Yojana and so on.
But it’s still early days. amc is not an
easy business to do. Many of the small
firms are finding it tough to manage
business. Many of the mncs have sold
their business to Indian companies.
This business is all about scale. To make
the business break even, one would
need not less than R40,000 crore as aum.
Bishnoi believes they can reach an aum
of R30,000-40,000 crore in the next 5-6
years. With many amcs going beyond
the Top 30 (to drive their aum growth),

Challenges continue
Despite things turning around for
Mahindra Finance, things may not be
easy, going forward. The nbfcs’ field
is becoming competitive, with many
now focussing on rural as the target area. Fintech is another competition the company will have to defend
aggressively. It may not be a bad idea
to acquire a good fintech company,
focussed on rural population. New
axle norms and bs iv coming in by
April 2020 could slowdown vehicles
sales and in turn financing opportunity for the company.
In the last few years, Mahindra
Finance did reduce its dependent on
the Mahindra Vehicles but its fortunes
are still linked to the parent company.
With the rbi increasing the repo rate
twice by 25 points each in the last

How leading NBFCs performed
in last five years
(5 years stock
market returns)

Mkt Cap (R crore)
Indiabulls Ventures
Bajaj Finance

32,342 (4134%)
156,823 (1970%)

IIFL Holdings

20,896 (1174%)

Bharat Financial
Inclusion

16,645 (1104%)

Edelweiss Fin. Ser.

27,573 (874%)

Cholamandalam
Invest

23,599 (583%)

Bajaj Holdings
Sundaram Finance
L&T Fin. Holdings

33,026 (277%)
17,007 (188%)
35,727 (149%)

Shriram Transport

28,695 (95%)

M&M Financial

29,822 (93%)

Source: Screener.in/marketsmojo.com
Market cap as on 24th July 2018
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two months, the business growth of
the company could be impacted. Ravi
believes that a 50 basis point hike in
the interest rate is not going to make a
big impact in their business; they have
managed such cycles well in the past.
In the last few years, despite some
nbfc s having good runs Mahindra
Finance had a relatively subdued performance, mainly due to concerns
investors had on its higher npas (see
table: The last five years returns from
nbfc s). To a great extent, the company’s fortune is linked to the monsoons,
over which company has little control.
That makes it difficult for the company
to report consistent performance.
Mahindra Finance is valued at three
times to its book. If Mahindra Finance
has to outperform it has to surprise
the market with better than expected
financial numbers. To be fair, Mahindra Finance had issued shares at R200
(fv: R10), when it first tapped the market with an ipo in February 2006. The
company’s share price, at R500 (fv: R2),
has given good returns to the investors,
with 23 per cent cagr since listing. Promoters have increased their stake in the
company R1,055 crore, at R422 per share,
which is another good sign. Last year, it
did a successful qip too, raising R1,056
crore, at a price of R440 per share. Mahindra Finance enjoys a good support
with institutional investors, as they hold
40 per cent stake in the company (promoters’ stake is 51.19 per cent). Mahindra Financial also enjoys good ratings
from rating agencies. Crisil has rated its
commercial paper at A1+, while fd has
been rated at faaa/ stable and ncd at
aa+ stable. After raising funds last year,
the company has good capital adequacy
ratio. Ravi says that they are fine till year
2020. “We will come to market for raising funds by 2021”. According to Ravi,
even the new Ind as is not going to make
any material impact on their financials
or recognition of npas.
But what is needed from Mahindra Finance is control over its npas.
If that can be done, the company can
command better respect. Iyer felt that
a ‘consistent performance’ would be
what investors should expect, during the silver jubilee year in terms of
reward. And, this is what Iyer and his
team should strive to achieve.
u SUNIL DAMANIA
sunil.damania@businessindiagroup.com

