Financing India's burgeoning entrepreneurs

V. Vaidyanathan (Executive Chairman, Capital First) talks of the differentiated business model underlying his success

Capital First has blossomed into
becoming a favorite of FII's,
How has this been made possi-
ble?

>> From what [ understand FlIs
look for companies with high cor-
porate governance, high growth,
high profitability, and ina niche
area. We meet all these require-
ments growing by over 25% per
year. Maybe that's why the foreign
interest inour company issohigh.

How did the idea of Capital First
emerge’

>> When I was at ICICI, [ used to
think what a wonderful business
we can create if we made a bank
exclusively focussed on financing
the small entrepreneurs and
Indian consumers. To get a green-
field bank licence was tough, bank
licences opened up once in ten
yearssol thought of applyingfora
greenfield NBFC. The next bestop-
tion was to buy  stake in an exist-
ing NBFC, convert it to retail, raise
capital from markets or PE, and

hopetoconvert toa bank someday;
[ followed this path. We built some
such concept in the NBFC and pre-
sented these to many PE firms in
M11-12towin their backing.

Soare you looking to convert o

abank?

>> Right now we are focussed on

building a strong business model
and creatingacustomer franchise.
Thereare many benefits inthe cur-
rent model too, well think about it
somestage later.
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What are the developments that
will enable such a business

>> (ver thelast 5 years, the ecosys-
tem has changed- the mobile phone
plus internet revolution. Last year
for example Indian population
went up by 1.2% but internet con-

nections went up by 30%- that tells

o astory Then thereis theevolution
S of Al and machine learning.
o Couple this with biometric Adhaar

Yousee the opportunity

Capital First has a fascinating-
Iy unique proposition based on
using algorithmic lending as op-
posed toa cash flow evaluation.
Could you shed some light on
this for us?

>> Yes its very interesting, but if's
not analytics based alone. Westart:
ed greenfield by giving small loans
to customers and then compared
their performance on various at-
tributes- we figured it out by hit
and trial. The traditional model
was income tax return based lend-
ing. For larger loans say Rs. 5 lac
and thereabouts, we still do tradi-
tional checks apart from automa-
tion. We don't do corporate loans
above a Crore or s0, banks deal
with that space.

What is the size of the opportu-

nity?

>> From day one in 2010, our
theme has been to finance entre-
preneurs and emerging mid-in-
come salaried class with the help
of contemporary technologies. All
businesses we do broadly meet
this cut. India is so large and vi-
brant, there are opportunities
everywhere. But the space of fi-
nancing entrepreneurs and con-
sumers is particularly under-
served. IFC and other research
talk of billions of dollars.
Whatever the number it is very
large, the exact number is un-
known and academic, seen from
our small base.

What are the downsides or chal-
lenges of this business?

>> These businesses have tradi-
tionally been difficult to do as the
ticket sizes are small, the tenor of
the loan is short, there are misrep
resentations, income is unevenand
often in cash, credit losses can be
high. We all know the NPA for

MSME financing in the banking
system-its high.

How do you see competition in
this area?

>> Eventoday the bulk of the loans
in the Indian financial system, by
value, is large corporate loans.
This area needs a lot more players
and lot more competition.

There are a large number of
banks in India already. How you
dosee your role?

>> Undoubtedly, banks, both pri-
vate and public, have madea lot of
progress in financing the small
customers over the last few
decades. But one issue is that 70%
of Indian banks has a single own-
er-the government. Since the own-
ership is the same, they have the
same credit criteria and address
the same market segments. We
need more banks with diverse
shareholders who will specialise in
different parts of the chain and
come up with different schemes.



