Tambuildinga bankforthelongrunm’

Having settled most of the merger-related issues, IDFC First Bank is well on its way to what it set out to be - the first-stop for both
small entrepreneurs and consumers. It has built a stable current and savings accounts base quickly, and is to eschew lending to the
infrastructure sector. The bank's managing director and chief executive officer, VVAIDYANATHAN, spoke to Hamsini Karthik, on the
journey so far and the road ahead for the bank. Edited excerpts:

Itis almost a year since the merger
of Capital First and IDFC Bank.
How would you rate the progress
of the merger so far?

It was important to put through the
merger in such a way where the best
of the business models of Capital
First and IDFC Bank came together.
I think we’ve put together one of
the finest mergers that India has
seen. Firstly, we've been able get the
goodwill of our employees.
Secondly, our communication of
what we want to do was consistent
- both internal and external. And
lastly, we were clear about what we
will, and will not do.

We made it pretty plain that giv-
en the cost of funds, the focus of
the bank will be financing smaller
customers — entrepreneurs and
consumers. On the liabilities side,
IDFC Bank had a fantastic platform
and we wanted to promote it. On
the assets side, Capital First’s lend-
ing model was tried, tested, it had
scale, and was profitable. So, we
said the liabilities will come from
IDFC Bank and assets largely from
Capital First, and we believe that's
a very powerful combination. And
that’s the new bank for you!

We don’t do investment banking
and all that. We do wholesale bank-
ing based on our unique technology
solutions and cost of funds. By
being plain about these
issues, things became
easy. If I want to make
everybody happy, then
nobody will be because
it would have become
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savings accounts (Casa). Do you
believe Casa is back in focus as
money from other sources is
getting tobe expensive?

At the time of the merger, Capital
First’s book was 330,000 crore and
IDFC Bank’s stood at 369,000 crore.
Both entities had the assets, but
neither had Casa. The combined
Casa was 8.5 per cent, which was
the lowest in the industry. We were
clear that our first goal will be to get
Casa right and all buttons were
pressed to achieve that. Everything
else, including loan growth, would
come later. We came up with a sim-
ple strategy — moderate the loan
book and increase Casa, which has
grown to 18.7 per cent in the
September quarter from 8.68 per
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cent last year. And I don't think any
bank has covered so much ground
on Casa in three quarters.

As CEO, I need to first get the
deposits practice right. Bankingis not
about lending alone; it is about man-
aging liabilities and Dbeing
liquid as well. And building it
the right way, and transpar-
ently. In Q2, there was
%2,500-odd crore of Casa
from agovernment account,
which we didn’t include for
calculation purposes
because we felt it was not
sustainable. These are all
true tests of transparency of
a bank, right? If we had
included this number, our
Casa would have been close to 20 per
cent. We don’t do short-term things
because I'm building a great bank for
the long run. These ‘quick-wins’ don’t
belongto us. If anything is a one-time,
we don't want to take credit for it.

How much of the legacy wholesale
book isbehind the bank now?

We are at a far more manageable
level than what it was. One of the
key things we have achieved is to
bring down the wholesale book to
¥58,000 crore from 268,000 crore;
of which infrastructure is down to
17,000 crore from 323,000 crore.
We have reduced the probabilities
of big-ticket hits on the bank. This
has been the biggest learning — the
more we diversify the book, less will

be the non-performing assets
(NPA). We have been honest in our
disclosures. And while I cannot
guarantee that there will be no
problems in the future (because it's
the nature of the business and we
have to be very watchful), I can
assure you that the probability of
‘Black Swan’ events has been sub-
stantially reduced.

Does this also signal anend to
infrastructure loans for your bank,
and private banks in general?
Infrastructure is an extremely
important part, and I'm proud of
our bank’s heritage in its previous
avatar. The important thing that we
should remember is, which part of
infrastructure financing can be
good and what can go bad. All those
learnings will be very material
when the next round of infrastruc-
ture funding comes about. Bankers
have figured out which projects

are more suited for private
equity and what can be done
through bank loans.

Good infrastructure is where the
project has been completed and is
throwing back cash, and I believe
there will be enough of these proj-
ects. But having said that, we also
believe for our bank, infrastructure
financing is not the way forward.
Our key line of business is to
finance entrepreneurs and small
consumers which is a ¥70-trillion
market. There is a huge under-

banked market, especially on the
lending side. I love this space and
the asset quality is excellent; we
specialise in it. A banker’s role is to
be safe first and foremost; safe-
guard public deposits.

Butinthe smallentrepreneurs’ and
customers’ segment, thereisn’t
much by way of credit histories...
That's true. But you know in Capital
First, young entrepreneurs made up
about 40 per cent of the customers.
These were people who had not tak-
enloans before. That small-lending
DNA has been merged into the
bank and will be big business, going
forward. This is a space that has
been highly lucrative with low
NPAs. Capital First’s gross NPAs
never crossed two per cent for nine
years and the net NPA was 1%!

It’s said that you were lucky with
the central bank allowing Capital
First’s merger with IDFC Bank and
the timing happened to be right...
Lucky yes, but it also takes effort.
See the consistency. For eight years,
we built only such businesses that
were compatible with a bank
because that was the game-plan. So,
to stay consistent for a decade and
not get tempted with ‘quick-wins’
and non-core things takes effort.
And yes, at the right time, we want-
ed to switch over to a banking plat-
form from a non-banking finance
company (NBFC), and we thank the
Reserve Bank of India for enabling
this transition.

As the CEQ, I am the pilot and
have to navigate it from one plat-
form to another at the right time. If
I had got carried away by the 40 per
cent annual growth in Capital First’s
market cap that was happening, I
would never have got the nod for
the merger. But I wasn’t getting
drunk in the NBFC party! I was
always thinking of the probable
problems - that liquidity may some-
day turn out be the biggest problem.

Do youget the sense that the best
days of NBFCs are perhaps coming
toanend?

I believe that institutions that have
been around for long, building fan-
tastic businesses with great corpo-
rate governance have -created
unlimited value for both sharehold-
ers and the society. NBFCs which
have strong assets and also are
deposit-taking will have a good sto-
ry to tell. For those who have strong
business models, but are con-
strained by liabilities, will have a
future in a partnership structure.
Those giving large-ticket loans to
risky industries will face difficult
times.



