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HFCs to set small—ﬁcket
loans at lower rates S

MILADRI BHATTACHARYA
Mumbai. & December

e Mational Housing
Bank's (NHBE's) mandate
on risk weights linked to

the loan-to-value ratio is Hkely
to prompd housing finance com-
panies (HFCs) to introduce in-
terest rate differentiation, This
will be based on the sanctioned
amount, with smaller-ticket
loans available at cheaper rates.

Also, the Reserve Bank of
India's (RBI'S) decision to al-
low banks to treat advances to
HFCs for on-lending to indi-

widuals in the form of home-

loans of up to Rs 20 lakh will
mieke it more attractive for these
Firms to price a majority of their
loans at a cheaper rate.

“It is a prudent move in the
context of risk management,
but this will eventually lead to
interest rate differentiation as
it could impact capital ade-
quacy. But we will have to take
into account the capacity of
aborrower to absorb the high-
er cost associated with higher
LTV raio," said Dewan Hous-
ing Finance Vice Chairman
& Managing Director Kapil
Wadhawan, .

However, he added that De-
wan Housing has an average
LTV of 65 per cent and the new
norms will be taken into ac-

NHE's mandate on risk welghts linked to loan-to-value ratlo

may bring about differential rates of interest

count for fresh disbursals,
According to industry an-
alysts, the interest rate dif-
ferential may vary between 50
and 100 basis points, only ac-
count of the NHB prescription.
“HFCs might resort to in-
terest rate differentiation on
the account of the higher risk
weightage. But the interest

charged on such disbursals will ™.

depend on the appetite of the
HFC to absorb the additional
cost and accordingly, they may
cap the disbursal amount " said
LIC Housing Finance Compa-
ny Director & CEQ RR Nair,
On December 2, NHB had
issued a circular under which
any housing loans with LTV

ratio more than 75 per cent
would attract a risk weight
of 100 per cent.

This is sure to encourage
HFCs to restrict its sancfioned
amount as eariier, they used to
lend up to 85 per cent of the
value of the property. For in-
stance, against a property val-
ued at Rs 10 lakh, earlier the
sanctioned went up to
85 per cent or Rs 8.50 lakh, but
under the new rules the com-
panies would be able to sanc-
tion up to Rs 7.50 lakh, or else
incur higher cost due to 100
per cent risk weight.

Hence, a bﬂfrui?:rhtwer pursu-
ing higher sanctionad amount
will now have to incur a high-

to get the benefit;
would not Tike to nan
Tl
property, 50
that the LTV ratio stays with-
in 75 per cent,” Mair added.
Moreover, with the prop-
erty price depreciating
umthelm,dxmm%
LTV of a certain property too
has moved southward and in
this scenarjo, this move might
further add to the woes of the
middle-income borrower,
“We are working out the
details as to what would be the
additional cost for LTV ratio
above 75 per cent since moét of
our loans are below Rs 30 lakh,
but the LTV ratio is between 80-
85 per cent and of late, it is
on & rise due to the falling
erty prices, So will have no
choles but to pass on the cost.”
said an HFC head who did ot
wished to be named,
However, the biggest HFC
in the country, HDFC might
pass on the cost. “Each enti-
ty will, have to talke a call an
that (charging different in-
terest), But we are well-capi-
talised and would not pass
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