Display: 2/2

‘Profitabilityissuesto be
fullysortedinnext5yrs’

IDFC First Bank is planning to grow the advances by 20 per cent and deposits by around 25 per cent.
VVAIDYANATHAN, managing director and chief executive of IDFC First Bank, tells Manojit Saha in a
telephonic interview that the recent Reserve Bank of India norms on increased risk weighings on
unsecured loans impacted the capital adequacy ratio by 100 basis points. Edited excerpts:

The bank has projected 20 per cent loan
growth in the next five years whileit is
currently growingat 25 per cent. What is
thereason?

Twenty per centisaconservative number and
we feel certain (about achievement). If we
could dobetter, we’ll keep an eye out but we
want tobe disciplined about this. More
importantly,our NPA targets should be met.
Evendepositsare growing at 40 per cent, but
we have guided for only 25 per cent growth
year-on-year (Y-0-Y) for the next five years.

‘What was the reason for the decline in

capital adequacy ratio from 18.06 per cent

in October to16.73 per cent in December?
Because of both normal growth and an
increase in theriskweight, CAR declined in Q3.
Even16.7per centis quite strong. Theimpact
oncapital duetothe increase inrisk weights
was100 bps. Butwelookat the core
fundamentals of the business. Thatis strong.

Do you expect the unsecured book
toslowdown?

We expectthis segment toslow
downwith higher riskweightsand
tighter credit. Weheed the
regulator. We've also tightened
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everything. Theseareinvestments. Butin the
next five years, the benefits of the investment
willcome. By Q4FY25, we will see ameaningful
reductioninthe cost-to-income ratio. And it
will play outinguidance 2.0, FY24-29.

Thecreditdeposit ratio is over 100 per cent?
‘Whatis the plan to bring it down?
Thisisalegacyissue aswe are a DFI converted
toabank. Our deposits are continuously
outpacingourloan growth. Our
incremental CD ratio for FY24 s
only 79 per cent, and for the third
quarterwas 69 per cent. It has
fallenin the last one year from
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security. We keep tighter credit
rulesthan secured, soourunsecured portfolio
quality is better than secured.

The cost-to-income ratio has come down over
aperiod butis still high at 73 per cent. Do you
seeitcoming down further?
Forthe nextyear, we are guiding loan growth of
only 20 per cent. Which means, starting froma
loan base 0f32,00,000 crore. The bank will
need only40,000 crore loan growth nextyear,
and including CRR/SLR, maybe about 10,000
croremore, and another¥7,000 crore for
repayingbonds. The current deposit
machineryisalready generating350,000 crore.
Therefore, nextyear, much additional
investmentson the liabilities side may
notbe required, but the output will continue
tocome. Therefore, our costs should stabilise
from next year.

The waywe lookatit, thefirst five years
(from December 2018) have gone intosetting
upbranches, ATMs, people, technology, brand

weexpect it tobringit below100
per cent, maybe 98 per cent by
March24.Itwillkeep coming
down. When the merger with
Capital First happened, it was 137 per cent.

Thenet interest margin for Q3 was at 6.42 per
cent. Will youbeable to hold on to such levels?
Our margins were strong because last quarter
we broughtdown thesavingsaccount interest
rateto3 per cent for depositsup to31lakh. We
were paying4 per centearlier. The bankhad a
healthy current and savings account deposit of
46.8 per centin December.

Canyou maintain such levels?

We will maintain the Casa ratio. Our guidance
is that by FY29, we have projected a 48 per cent
Casa ratio. In the next two years we will pay
off most of the legacy borrowing and bonds.
Today, the bank is raising deposits not only
for its growth but also for paying the legacy
bonds. After two years, we will raise money only
for growth.
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