® INTERVIEW: V VAIDYANATHAN, MD & CEO, IDFC FIRST BANK

‘We are heading towards gross NPAs
of 2% on a sustainable basis’

IDFC First Bank intends to use its current
account savings account (CASA) basetoenter
the prime segment ( f the home loan market,
MD and CEO V Vaidyanathan told
ShritamaBose.Thebankexpects 1.5% (fits
customer base to avail of the new restructur-
ing scheme, he added. Edited excer pts:

What has been the impact of the second
wave of Covid been on business so far?
Thereisalockdown-likesituation in 20-odd
cities of the country. Obviously, mobility is
affected as are many businesses. The full
impactofthisonall playerswill showup only
in the next one or two quarters. When the
firstwave ended, theeconomytook offlikea
rocket, a proper V-curve. April and May are
affected, but hopefully after two or three
months, thingswill come back.

In the first restructuring framework an-
nounced last year,what was the response
like? Now that there is a new scheme, do
youexpect moreborrowerstoapplyforit?
At that time we restructured 0.9% of our
book by value. Again, it’s hard to guess how
many people would apply for the new
scheme. It depends on the effect of the sec-
ondwave.Thiswave is giving mixed signals.
Onone hand, it looks like a hard one to deal
with. On the other hand, it is not a national
lockdown. Sectors such as manufacturing
and exports are still moving. Since signals
are mixed, the impact will show only one
quarter from now. Our guess is about 1.5%
of the customer base could take advantage
of this,but that’sjusta guess.

The savings rate now goes down to 5%.
Will rates be sustainable at thislevel?
We are rated CRISILF AAA for our FD (fixed

deposit) programme, which talks of our
safety. Customers want safety, plus our sav-
ings rates are still very competitive. Pluswe
haveagreatbrand, institutional feeland cus-
tomer service, sowe think our deposits will
continueto grow.Nowourobjectiveistouse
thelow-cost CASAtostartlendingin
the prime homeloans segment.
To reduce cost of funds and
focus on home loans is a
very important moment

for the history of our
bank Nowthatwe'velaid

the foundation for two
years by building a
strong CASA base, it’s
nowtimetogrowtheloan
book. Earlier, our growth
came from SME and con-
sumer financing. Now, our
incremental growth is coming
from home loans. Last year,our home
loansgrewby 37%and asset qualityis great.

The entire market seems to be moving
away from unsecured lending towards
secured products. Are banks going to
stopdoing unsecured altogether,atleast
for the time being?
Inhomeloansspecifically,youget tomakea
long journeywith the customer. It givesyou
peace of mind becauseyourasset qualitywill
be strong. There is a greater tilt in the
industry now to move towards secured
financing and we alsowant to participatein
that process.Othersegmentswill also grow,
but we will watch the economic environ-
ment for that.

Coming to asset quality. You’ve seen che-
que bounces fall and collections improve

in Q4FY21.Has any of that process rev-
ersed inthe current quarter?
In Q4 we saw collections exceeding 100%of
our pre-Covid levels of January-February
2020.This gives us confidence that when
our economy comes back after the second
wave passes over, collections will come
back again to pre-Covid levels.We
look through these and focus on
long-term models.

Howhaveyou changedyour
risk models in the wake of
Covid?
We tightened lending crite-
ria to Covid-affected indus-
tries like travel and tourism,
restaurants etc. We reduced
LTV(loan-to-value),we reduced
authority levels, increased bank
balance eligibility requirements and
we increased the cut-off score for availing
the loan. As a result, the incremental book-
ings post-Covid already factors for the pan-
demic-affected businesses. In addition, we
are moving into prime home loans. These
two factors should help improve asset qual-
ity from here on. Whatever the temporary
impactofthesecondwavewillbe,direction-
allyourasset quality should improve.

What is the guidance on credit quality?
We used to have gross NPAs of about 2.6%,
net NPA of 1.2% and provisions of 2.6%
prior to Covid. At our current underwriting
standardsand trends,wesenseweare head-
ing towards gross of 2%, net NPAof 1%and
provisions of 2% on a sustainable basis.We
are modelling our risk parameters for this
and can meet this guidance, post the Covid
second wave provisioning.



