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V& & MD KOTAK MAHINDRA BANK

‘Giving family name
to biz builds trust’

Partha Sinha &
Shubham Mukherjea

guarter of a century
Aagﬂl. if vou had faith m

the business planof-a
23-year old, fresh out of
Mumbai's Jamnalal BajajIn-
stitivte of Management Stud-
ies, and lent himRs 1lakh to
start on his own in the fi-
narcial services spacde, that
money would have been
worth Bs 300 crore now,

The voung man, who peo-
e now kiow as Uday Eotak,
surprised everyone in his
joint family structare by opt-
e outof the comfortable en-
virons of a family busingsy
and deciding to start a bill
discouniing business of his
oWl That was 1985,

"I was given a space to
house a 30-square-feet office
at South Mumbai’s Navsari
Building by the family and
started off on my own with
unds borrowed from friends
and familty members at 13%."
This was higher than what
banks offered to its depositors
at that time, “1 subsequently
lent the same at 17%, thus
making a cool spread of 5%,
Kotak reminisces with a far
away look, sipping on the half
a cup of féa that he ordered
for himself, seated comfort-
ably at his modest corner of-
fice ifi Bakhtawar building at
MMumbai's central business
distriet, Nariman Point. Com-
pared to this, banks, mostly
the PS5 anes, op-
erafed on a

spreadof 10:11%, Thus start-
ed 2 business that would even-
tually in 2003, get the regula-
tory nod to become a full-
fledged bank — Kotak Mahin-
dra Bank — with Uday as its
vice chairman.

Ag the bill diseounting
business grew in size, a for-
mal business structure he-
cAme imperative, On No-
vember 21, 1985, Kotak Capi-

fal Management Finance was
Since 1992,

" the financial

services companies
have had to go
through a series of
agniparikshas (trials
by fire)

Uday Katak

formed with Sidney Pinto,
Kotak's ‘guru and advizor’
playing an important role
But many still wonder
where does ‘Mahindra"in Ko-
tak Mahindra come from. Thea
genesis of the Re 26 400-crore
financial services major is,
therefore, guite inferesting.
At the time he staried off,
Mahindta Ugine Steel was'a
Kotakclient in which Mahin-
dra & Mthindra's current
vicechairman & WD Anand
Mahindra was a top official.
Mahindra had returned after
higher studies and taken up
the assignment at Mahindra
Ugine Steel “At my wedding
reception, when discussion
between Pinto & Mahindra
veered around to my
business, Mahindra
said that he would be
happy to take a stake
in the new finance
Ccompany and par-
ticipate in the ven-
fre”, Kotak said.
Therest toquotea
cliché, is history
And thus in 1986
Kotak Mahindra Fi-
nance was formed
with an initial equi-
* tv capital of ' Rs 30
& . lakh. Kotak had
b studied someof
the top finan-
-~ ial services
b husinesses
= -in (e
West, like
Gold-
toan
Foam

Sachs and JP Morgan, and he
foumd it wias considerad o sym-
bolof trustif vouwere to give
your family name to a com-
pany, "I you believe in youur-
self and the business, you
should put vour family name
an the ling," Kotak said.

The Mahindra in Kotak
Mahindra actually comes
from Anand Mahindra,
“Some of the most success-
ful businesses in the US have
family names,” he added.

Cne of the founding in-
vestars in the company was
Kotak’s father-in-law, based
in Surat, whoput in Bs 10.000.
Rotak smiles and adds that
he perhaps could not dis-
hearten his son-infaw

The hillionaire business-
man, a8 we found out during
our over an hour-long chat,
isnoet your regular banker
Hesmiles genevously, isnev-
er standoffish against a dif-
fieult question and loves to
rattle off anecdotes.

In 1886, Kotak diversified
into the business of financ-
ing construction equipment,
In the same year he bought a
BSE broking membership in
his own hame since a corpo-
rate membership was not per-
mitted themn. ¢

In 1989, foreign bartks in-
troduced the concept of car fi-
nancing in the Indian market.
Always looking to break tha
naual mounld, Eotak devisad
an innovative way to finance
cars. He found out that thera
was a long waiting peried for
geliing a car, 5o the company
started booking ears in its owm
name and buyers interested
in on-the-spot possession of
vehicles ware required zet
them financed from Kotak
Mahindra Finance, Eotak
Enew the pulse of the con-
sumer and the business be-
came an immediate suctess,

And in 1981, when Comp-
troller of Capital Issues(CCT)
was abolished and Sebi be-
came the stock markest regu-
lator, Kotak entered the in-
vastment banking business.
The same year the company
also went public; pricing its
IPOrvat Bs 45 per share. The
shares created a record of
sorts, notching up prices in
the range of Bs 1,300-1,400 0on
debut day trading,

P ‘india can create a new
banking model’, P 18
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Thaugh there was no looking back since
then, it was not entirely smooth sailing. “Since
1992, the financial services companies have
had to go through a series of agniparikshas
(trials by fire),” Hotak said. He feels the Har-

shad Mehta scam of 1992, the CRB scam of

1886-1997 and thie Ketan Parekh seam of 200]-
2002 tested the mettle of finance companiesin
the country,

But it’s not like Kotak to feel hemmed in.
Since 1892, Kotak was feehng the need to know
how the financial services around the world
worked, Over the next fow years he met sev-
erzl partners at Goldman Sachs, inelading
Vinod Ahma and Hank Paulson, and some oth-
ers frony the Wall Street giant’s New York of
fice. The big break camein 1995, when the Ko-
tak-Goldman Sachs joint venture was signed,
The same year a joint venture with another
global giant, Ford Metor Company, was also
signed. The Ford JV was to primarily finance
Ford cars in India, “These partnerships helped
uslearn how to run a business on a long-term
sustainable basis,"” Kotak said.

Some of the joint ventures, however, could
not stand the test of time. The JV betwean Ko-
tak Mahindra anid Ford ended when the part-
ners realised that a large portion of the car -

| pancing was for non-Ford vehicles. But with
Goldman Sachs, "essentially, it wasabout con-
trol”, Kotak said. The bank had a 75% stake
while Goldman contralled 25%. “Sowe hought
out Goldman’s stake in the venitare,” Eotak
gald, We assume the cricketer in him, (which
almeost got him Killed once} knows when tohit
the ball for-a six and when to defend.

It was in 2001 that the real big break came
Kotak's way when RBI allowed private com-
panies toapply for a banking leence, At that
time, not many were interested to become a
hank since it was nof really the ‘inthing’. Of
the 8-10applications, Kotak Mahindra Finahee,
the NBFC, and Yes Bank got in-principle nods
from the regilator to start banks, After a se-
ries of internal restructurings, Kotak Mahin-
dra Bank came into existence in March 2003,

Where does be go from here? Does he want
to acquire 2 bank or does he want to grow by
expanding the relatively high-cost branch net-
work or just through non-bank charnels such
as ATMs, nethanking, telebanking and meo.
bile-banking, “We are 230 branches at present,

‘service model, says

gaid that he would be
happy to take a stake
in the new finance
COTNPENY and par-

cliché, is history,
And thus in 1986
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expecting to reach 500 branches in the next
three years. We don't see ourselves as big as
SBIL Not in my lifetime," Kotal said,

Asked if he is limiting his ambition, Ko
tak said he is happier focusing on the imme:
diate delivarables . “We have to differentiate
on the guality of our technology and thegual-
ity of the service we provide. The differen-
tiator wonld be the service, encompassing so-
lutions and convenience, ' he added,

Kotak also has a very interesting take on
financial inclusion, the buzzword among all
banks in the country For Kotak, financigl in-
tlusion is justnot about bringing villagers and
farmers within the banking environment. For
him, it is &8s much 'as bringing in urban poor

~into the banling network. The banker believes

that most underestimate the extent of rural
prosperity “Weare seeing farmets tobe good
credit customers, Financial mclusion just does
not meat gefting thie rural unbanked popula-
tion into banking and giving aceess to credit
[to those] who don’t have that access.”

Kotal is almest always hlamed by his comn-
petiters for bringing in the zero-fee structure
in the divestment of sovernment-owned com-
vehicles were required get
them financed from Kotak
Mahindra Finance, Eotak
Enew the pulse of the con-

ticipate in the ven-  sumer and the business be-
ture”, Kotak said.  came an immediate success,
Therest fogucte a Andin 1991, when Comp-

troller of Capital Issues{CCI)
was abolished and Sebi be-

Kotak Mahindra Fi-  came the slock market regu-
nance was formed lator, Kotak entered the in-
with an initial egui-  vestment banking husiness,
" fycapitalof R230 Thesame year the company

also went public; pricing its

studiedsomeof [PO at Bs 45 per share. The
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panies, sametlung' which has become pretty

‘much the norm mow. But he chese to clear the

alr “We did not quote zero fees. The lowest
bidder had gquoted that. So the choice for ns
was either to be part of the divestment at zero-
fee or walk out,” Kotak said. "We stayed back
because T believe that the Highest prestige for
a banker is:to serve the sovereipgn.'

What is his outloek on the financial serv-
ices sector? Kotak feels that the financial eri-
sis in the west has taught that although the is-
stier-investor structure which is the capital
market model, is more rewarding than the
saver-borrower model, it also calls for a very
high level of mtegrity "That suffered,” he said.
*50 India can actually create some new mod-
el and leapfrog in the financial services sec-
tor,” Kotak added.

With the finanee minister recently an-
nouncing that the RBT would issue-a few ad-
ditional banking licenses, it's bound to give
the existing players some points to ponder
about, But Kotak is nonchalant. "It is a busi-
ness of trust, credibility and integrity So one
needs to maintain-a high standard for baild-
ing trust. The key is to have peopls who can
build trust with minimum cunmct of inter-
gat,"” he added.

With banking becoming a highly lucrative
husiness, tha veteran banken feels thatunlike
in 2001, this time apound, 50 to 100 NRF Cs could
aspire to become banlks. [

Kotalk i1s extremely confident about the fia-
ture of hisempire and the growth of the econ-
omy. And like a lot of other bankers; he bases
his growth largely on his confidence in the In-
dian egonomy, He feels that on an average the
GDOP is expected to grow at about 8% per an-
num over the next few years. “If we assuime
an average rate af mflation at6% Io, e ToImi-
nal yearly erowth of the economy is L4%.
The financial services sector usoally has a mul-
tiplier of 1.5 times to 2 times. S0 we should
grow-at about 25% to 30% over the next few
vears:” Kotagk said, "One should remember that
a growth of 25% per anmum aver 4 thres-year
period doubles your money” he added.

As launching his start-up, Eotak took 25
years to turn a Rs 1-lakh corpus into Rs 300
erore, So how long will he fake to tiun the next
Rs 1 lakh from investors into Rs 300 crore? He
doesn't have a definite timefranie, but Has
enough faith in the economy to do that much
sooner than a guarter of a century:
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