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The Indian electric vehicle (EV) space 
mainly includes two-wheelers, followed 
by three-wheelers and four-wheelers. 
The domestic automotive segment 
depends on demand-side financing, 
which holds true for EVs as well.

However, addressing the bottlenecks 
will help in the adoption of EVs across 
India. Currently, PSBs and NBFCs 
account for most of the financing for 
EVs, with limited participation of PVBs.

In the case of four-wheelers, the major 
factors considered - tenure and interest 
rate - are similar to those for ICE equivalents. 
However, for three-wheelers, financiers 
hedge risks through higher interest 
rates (+2%) and shorter tenures.

Though the interest rate is high for 
two-wheelers, the internal rate of return 
(IRR) is higher by +2-3%.
The following table gives a snapshot of 
the demand-side challenges faced by 
financiers.

Customer profile is the most challenging 
issue, followed by resale value of a vehicle 
(in case of repossession by financing 
agencies). Currently, manufacturer 
warranty entails coverage for two years 
for two- and three-wheelers, while it is 
five years for PV vehicles. 

The performance of batteries, depending 
on various commercial usages, is still 
under assessment. These factors, coupled 
with the absence of manufacturer cover 
beyond the loan tenure, are a major 
concern for all classes of financiers.

Executive summary

Source: AGR research| PSB: Public sector bank | PVB: Private bank | NBFC: Non-Banking Financial Companies

EV segments % of sales through 
organized finance

Organized finance share

PSBs PVBs NBFCs

Two-wheeler 

Three-wheeler

Four-wheeler

~55%

~85%

~72%

50%

40%

65%

20%

~5%

30%

30%

55%

~5%



Therefore, the risk profile of the EV 
lending business is higher. This, in turn, 
results in higher tenure, interest rates 
and NPA levels.

Shubham Chatterjee (VP, Avalon Global 
Research) adds, “Factors such as customer 
profile, absence of resale value and 
technology-related risks are the signs 
of a developing market. It would take 
another 3-5 years to reach critical mass 
and stabilize”.

Financial institutions are working to 
come up with solutions that would 
address the risk, even if partly.

One such initiative is the World Bank 
tying up with SBI to offer a first loss 
guarantee scheme to structured 
finance players. The objective of the 
scheme is to lower the risks associated 
with demand-side financing for EVs.

Meanwhile, OEMs may/can proactively 
decide to engage with financiers as a 
way to directly address their concerns 
related to battery life. For instance, with 
regard to swappable batteries where 
the control of the asset (battery) can be 
lost, certain tracking and tamper-proof 
mechanisms can be introduced. Other 
steps could include extending the buyback 
scheme for a limited period of time as 
well as the product warranty in line 
with the tenure of the loan.

All said, priority sector lending status 
would nudge PVBs and PSBs to step up 
retail loans, and not just structured 
finance products. Competition would 
drive interest rates down for an average 
customer. To negate the higher acquisition 
costs of EVs, larger tenures can be a 
differentiating factor for increased 
uptake; this can be achieved through 
low-cost green loans sourced from 
global NBFCs and PVBs as well as PSBs.

The adoption of EVs is set to take off in 
this decade. The National Electric Mobility 
Mission Plan (NEMMP) introduced in 
2015, followed by FAME I & II in 2018-19 
and 2020-21, respectively, offer several 
supply- and demand-side incentives. 
This has paved the way for localized 
production   of    components   and 
procurement of resources (by companies) 
required to develop services related to 
the product.

Low-ticket size vehicle products under 
two- and three-wheelers and e-rickshaws 
will be the first to adopt EVs owing to 
the positive total cost of ownership. For 
buses, government thrust is driving 
sales, despite the higher cost of acquisition. 
Passenger vehicles are yet to make a 
compelling case for adoption.

Currently, every two out of three vehicles 
sold in the country require financing1: 
the acquisition cost of EVs is roughly 2x 
that of ICE equivalents. EV financing is 
estimated to reach USD$5bn in terms of 
asset financing by 2025 and USD$46bn 
by 2030. Hence, it becomes imperative 
to focus on the demand-side financing 
for EVs.

EV demand-side financing challenges largely arising from 
product perspective
 
Current status of EVs in India

Source: AGR analysis & Vahaan data

Vehicle segment EV adoption 
rate (2021-22)

EV adoption 
rate (2024-25)

Two-wheeler 

Three-wheeler

Four-wheeler

Bus

12%

23%

2%

10% - 12%

30% - 40%

60% - 70%

5%

40%



Source: AGR research| PSB: Public sector bank | PVB: Private bank | NBFC: Non-Banking Financial Companies
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EV segments % of sales through 
organized finance

Organized finance share

PSBs PVBs NBFCs

Two-wheeler 

Three-wheeler

Four-wheeler

~55%

~85%

~72%

50%

40%

65%

20%

~5%

30%

30%

55%

~5%

Currently, PSBs account for a large share 
of the overall EV demand-side financing, 
followed by NBFCs. Traditionally, the 
finance mix remains the same for ICE 
vehicles, except three-wheelers, where 
emerging banks also have a sizeable 
share. PSBs are at the forefront of EV 
demand-side financing, although it is 
not a priority sector lending.

NBFCs operate through captive and 
non-captive finance arms. Captive 
NBFCs include Mahindra Finance, 
Greaves Finance, Piaggio Financial Services, 
Hero Fin Corp and Tata Capital. These 
entities offer a strategic advantage to 
EV manufacturers  as  they  use  their 
discretion  to  provide  financing  to 
customers otherwise burdened with 
stringent eligibility norms.

In  India,  captive  NBFCs  account  for 
45% of the loans disbursed in the 
two-wheeler EV segment and 10% in 
the three-wheeler EV segment (in overall 
NBFC share). Participation is higher in 
the  two-wheeler  segment  due  to  a 
relatively less risky customer profile.

Private banks are currently participating 
in the two-wheeler and four-wheeler 
segments, primarily owing to the customer 
profiles.

Since EV is yet to become a priority 
sector, the impetus for driving growth 
from private banks is lower.

In the following sections of this article, 
we have provided a snapshot of 
demand-side financing for EVs across 
major vehicle segments. 

Current status of demand-side financing for EVs



Source: AGR research | Values represent common industry standards

Parameters
Two-wheeler (ICE Two-wheeler (EV

PSBs PVBs NBFCs

Loan tenor

LTV 
(of on-road value)

Effective 
interest rate

NPA levels

PSBsPVBs

80-85% 80-85% 70-75% 80-85% 80-85% 65-70%

9-11% 9-10% 15-17% 9-11% 9-10% 18-22%

5-6% 5-6% 5-6% 6-7% 6-7% 5.5-6%

NBFCs

2 years 2 years 3 years 2 years 2-2.5 years 3 years

Parameters
Two-wheeler (ICE Two-wheeler (EV

PSBs PVBs NBFCs

Loan tenor

LTV 
(of on-road value)

Effective 
interest rate

NPA levels

PSBsPVBs

80-90% 80-90% 70-75% 70-75% 70% 70%

18-20% 20-22% 20-22% 22-24% Mudra 
(7-8%)

24-26%

3-5%* 15-20% 6.5-7.5%* 25% ~10% 40%

NBFCs

3-4 years 3-4 years 2-3 years 2-3 years 1-2 years 1-1.5 years

Two-wheeler EV owners pay interest similar to ICE; 
EV buyers pay higher IRR

Source: AGR research | Values represent common standards in the industry|* PSBs categorize three-wheeler 
lending along with LCV lending (hence low value)

Three-wheeler financing characterized by shorter tenure 
vis-à-vis ICE equivalents

The highlight of the two-wheeler EV 
segment are FAME subsidies that 
account for almost 25-30% of the vehicles’ 
on-road price. Dealers/OEMs provide 
financial lending on the final value of a 
vehicle minus the FAME subsidy. Hence, 
the impact of the cost of acquisition is 
negated in this case. PSBs and PVBs 
have similar tenure and effective interest 
rates for ICE and EV; however, the IRR 
for an EV currently stands at 16-17%, 
whereas it is closer to 13-15% for ICE. 

NPA levels are marginally higher in the 
case of EVs since the market is yet to 
stabilize.

The EV segment for two-wheelers has 
additional benefits apart from FAME 
subsidies. EV loans can be claimed for 
tax deduction and therefore serve as 
one of the major drivers for the sector.



FAME subsidies are one of the key highlights 
of the three-wheeler EV segment as 
well, accounting for almost 15-20% of a 
vehicle’s on-road price. Dealers/OEMs 
provide financial lending on the final 
value of a vehicle minus the FAME subsidy. 
Hence, the impact of the cost of acquisition 
is slightly negated in this case. Policies 
in certain states, such as no waiting on 
permits for EV, zero road tax etc., are 
aiding three-wheeler sales in the passenger 
sector. Coming to the goods sector, 
e-commerce players have actively outlined 
sustainability plans up to 2025-30. 
Despite the regulatory push and focus 
on sustainability, the sector remains 
dependent on retail buys as all organized 
models are asset-light in nature.

Almost 55% of the loans are disbursed 
through NBFCs. NPA levels for 
three-wheelers are extraordinarily high 
at 25% for EVs compared to 20% for ICE 
for NBFCs. As a result, the effective 
interest rate is also 2x that of 
two-wheelers. Customer profile plays 
an important role; hence, PVBs are 
largely non-functional in this sector. 

Also, usage depends on the commercial 
utilization of a vehicle (holding period 
of fewer than five years). Since the cost 
of an EV three-wheeler is almost 
30-40% higher than an ICE equivalent,
banks have reduced the tenure for such
EVs to mitigate risks. Also, the resale
value of three-wheeler EVs declines
approximately 15-20% in case of
damage to the battery and by about
10% for damages to other major parts.
This, coupled with low confidence in
the technology, contributes to reduced
LTV of e-autos and e-rickshaws when
compared to ICE autos. It will take a while
before these issues are addressed.

Financing for e-rickshaws is mostly 
done through (no collateral) Mudra 
loans that are easily available up to 
INR50,000. Unemployed youths are the 
major borrowers as loans up to this limit 
do not require credit profile verification 
or mandatory property ownership.

Parameters
Two-wheeler (ICE Two-wheeler (EV

PSBs PVBs

Loan tenor

LTV 
(of on-road value)

Effective 
interest rate

NPA levels

PSBsPVBs

85-90% 80-90% 85-90% 85-90%

8-10% 8-10% 9-10% 8.05*-10.5%

2-3% 2-3% 3-4% 3%

5-6 years 5 years 5-6 years 4-6 years

Source: AGR research | Values represent common standards in the industry|*SBI green car loans

The four-wheeler EV segment is slightly better than ICE partly due to improved customer 
profiles, confidence in EV products and OEMs as well as the presence of strong captive 
companies for intervention in case of reluctance by major PSBs and PVBs.

Four-wheeler financing pegs EV equivalent to ICE norms



Source: AGR research

Customer profile remains the most 
important challenge, followed by resale 
value of a vehicle in the case of repossession 
by  financing  agencies.  Currently, 
manufacturer warranty covers two 
years and five years for two-wheelers/ 
three-wheelers and PV vehicles, 
respectively. Performance of batteries 
for various commercial usages is still 
under review. However, one of the 
major concerns for all financiers is the 
absence of manufacturer cover equivalent 
to the loan tenure.

Despite the entry of major OEMs in the 
PV and two-wheeler spaces, the latter is 
still largely dominated by major 
start-ups/new-age players that do not 
have an automotive legacy. This, coupled 
with recent instances of EV-related 
accidents, has raised doubts about the 
reliability of the product, particularly 
three-wheelers.

Although lithium-ion batteries are 
widely used and have become a standard 
in automotives, battery chemistries are 
changing rapidly. In fact, major energy 
players announced new technology 
plans (fuel cells), a marked departure 
from the current ones. Since batteries 
constitute 30-40% of the vehicle cost, 
asset quality would highly depreciate 
with the mass adoption of improved 
technologies. Besides, for effective 
commercial application of vehicles, the 
right charging infrastructure is required. 
If it is absent, this will impede the revenue 
earning potential of commercially-intensive 
segments such as three-wheelers. 
Since these factors increase the risk 
profile of the EV lending business, it is 
characterized by higher tenure, interest 
rates and NPA levels.

Absence of established resale value and customer profiles 
major determinant of demand-side financing



OEMs can offer guarantee and warranty 
on product performance to address 
doubts associated with EV models for 
the initial few years when uptake is limited.

OEMs can develop the buy-back model 
as a separate scheme. These programs 
would open the secondary market and 
increase the value of used EVs, which 
might enhance the likelihood of financial 
institutions exploring liquidation of 
asset.

c. Challenges to be resolved through
governmental regulations

Priority sector lending status would 
nudge PVBs and PSBs to enhance retail 
loans and not just structured finance 
products. Also, competition would lower 
interest rates for an average customer. 
To negate the higher acquisition cost of 
differentiating factor for an increased 
uptake. Also, the same can be achieved 
with low-cost green loans sourced from 
global NBFCs and PVBs, and PSBs.

Actions on these three fronts would 
increase confidence in the product as 
well as improve the viability of business 
models in the EV ecosystem in the 
country.

The challenges faced by financiers can 
be categorized into three specific 
groups:

a. Challenges  to  be  resolved  by
government finance bodies/unilateral
finance companies

Factors such as customer profiles, 
absence of resale value and technology
related risks are the signs of a developing 
market. It would take the Indian EV 
financing space another 3-5 years to 
reach critical mass and stabilize. In their bid 
to minimize the risk, financial institutions 
are stepping in. The World Bank and 
others have collaborated with SBI to 
offer a first loss guarantee scheme to 
structured finance players. Its objective 
is to lower the risks associated with EV 
demand-side financing.

b. Challenges to be resolved by OEMs

OEMs may/can proactively decide to 
engage with financiers as a way to 
directly address their concerns about 
battery life. Certain reservations related 
to swappable batteries where control of 
the asset (battery) can be lost, can be 
addressed with the introduction of 
tracking and tamper-proof mechanisms.

First loss guarantee scheme: A much-needed boost for 
EV financing
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