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Spandana Sphoorty Financial
Visibility improving; risk-reward favourable

m The RBI’s concerns about higher interest rates charged by MFls are restricted
to a few specific MFIs. SSFL has not taken any generalized rate cuts.

m Implementation of Project Parivartan to be gradual, including shifting to weekly
meetings. However, credit costs remain within the guided range of 2%.

m We have added Spandana Sphoorty Financial or SSFL to our high-conviction
stocks list with an ADD rating and a target price of Rs1,300 (~2.0x FY25F BV).

RBI’s concerns over loan pricing have a negligible impact on SSFL
The Reserve Bank of India (RBI) has been vocal about higher interest rates charged by
micro finance institutions (MFIs), after removal of the cap on spreads, at ~10% during Mar
2022. However, we observed that top 17 NBFC MFIs in India, which hold ~93% of market
the share (Fig. 5), have average lending yield in the range of ~21%-26% and earn a spread
of ~11%-13%, which is normal. There are a few NBFC MFIs, who cater to a relatively riskier
set of customers, charging higher rates. Such MFIs may be targeted by the RBI. Spandana
Sphoorty Financial (SSFL) has reported a spread of ~11.5% in 9MFY24 with an average
yield of ~24.2%, which is manageable. Our interactions with SSFL’s management indicate
that the company has not taken any specific rate cuts, apart from favourable rates being
offered to vintage customers to improve the retention rate. The impact of a reduction in
margins will be negligible.

Implementation of Project Parivartan to be a gradual affair

SSFL’s management has adapted Project Parivartan, under which the collection
mechanism has been shifted from a date-wise to a day-wise methodology. Secondly, it
also intends to shift the group meeting intervals to a weekly basis as against a monthly
basis now. Our recent interactions with SSFL’s management indicate that ~730 branches
have converted to day-wise collections already, but shifting group meetings to a weekly
basis will be a time-consuming affair and may take a few quarters to implement. Thus,
volatility in collection efficiency at bucket levels may stay for a while but SSFL’'s
management remains firm on managing credit costs in the range of ~2%, as guided earlier.

Outlook & valuation

Spandana Sphoorty Financial is one of fastest-growing NBFC MFIs in India with an aim to
increase its overall customer base (Fig. 5) rather than focusing on increasing the ticket size
(Fig. 6). The company lost disbursement momentum in Oct 2023 amid implementation of
Project Parivartan. However, the company’s management is committed to achieving
Rs120bn MFI AUM with the net interest margin or NIM at ~13% & RoA at ~4.5% for FY24F.
We have removed the stock from our high-conviction ideas list post 3QFY24 results amid
slowing growth and rising non-performing assets or NPAs, but the recent correction
provides an attractive risk-reward ratio. We have added SSFL to our high-conviction stocks
list again with an ADD rating and a target price of Rs1,300 (~2.0x FY25F BV). Slower
growth and a spurt in delinquencies remain the key downside risks to our investment thesis.

Financial Summary Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Net Interest Income (Rsm) 7,964 8,196 13,004 16,589 20,164
Total Non-Interest Income (Rsm) 1,435 1,995 3,020 3,971 4,957
Operating Revenue (Rsm) 9,399 10,192 16,024 20,560 25,121
Total Provision Charges (Rsm) (4,805) (5,443) (2,507) (2,937) (3,040)
Net Profit (Rsm) 700 124 5,418 7,057 8,580
Core EPS (Rs) 10.14 1.75 76.42 99.54 121.01
Core EPS Growth (55%) (83%) 4,272% 30% 22%
FD Core P/E (x) 91.24 529.15 12.10 9.29 7.64
DPS (Rs) 0.00 0.00 0.00 0.00 0.00
Dividend Yield 0.00% 0.00% 0.00% 0.00% 0.00%
BVPS (Rs) 446.9 447.1 530.6 637.2 765.2
P/BV (x) 2.07 2.07 1.74 1.45 1.21
ROE 2.4% 0.4% 15.6% 17.0% 17.3%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Key trends

NBFC MFIs gaining market share the most while banks
lose out

NBFC MFIs held a 39% share of the total MFI market as of 3QFY24-end, which
was up from 34% in 3QFY22. This can be attributed to the RBI overhauling several
practices of the MFI business in Mar 2022, which included lifting the 10% cap on
pricing. The weak performance by banks is also due to the slow MFI book
movement of Bandhan Bank (~14% market share).

Figure 1: Market share of MFI loans (%, Dec 2021) Figure 2: Market share of MFI loans (%, Dec 2023)
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Rising asset stress levels in Punjab

Amidst farmers’ protests for farm loan waiver under the banner of Samyukt Kisan
Morcha, there is rising stress seen in MFI lending in Punjab. The portfolio at risk
(PAR) > 30 days stood at 11.7%, the highest in the past seven quarters. Punjab
contributed ~2% to the total MFI AUM.

Figure 3: Portfolio at risk >30 dpd (%)
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KEY CHARTS

Figure 4: Annapurna, Fusion MicroFinance and CreditAccess Grameen are losing market share while IIFL Samasta, SSFL and

Belstar are gaining market share (%)
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Figure 5: Client growth — SSFL witnessed the second-highest client addition in
3QFY24 among the top-8 players
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Figure 6: Average AUM per customer (Rs) — Fusion MicroFinance remains at the lower
end
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BY THE NUMBERS
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Profit & Loss
(Rsm) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Net Interest Income 7,964 8,196 13,004 16,589 20,164
Total Non-Interest Income 1,435 1,995 3,020 3,971 4,957
Operating Revenue 9,399 10,192 16,024 20,560 25,121
Total Non-Interest Expenses (3,624) (4,570) (6,264) (8,150) (10,564)
Pre-provision Operating Profit 5,775 5,621 9,760 12,409 14,557
Total Provision Charges (4,805) (5,443) (2,507) (2,937) (3,040)
Operating Profit After Provisions 970 178 7,253 9,473 11,517
Pretax Income/(Loss) from Assoc.
Operating EBIT (incl Associates) 970 178 7,253 9,473 11,517
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 970 178 7,253 9,473 11,517
Exceptional ltems
Pre-tax Profit 970 178 7,253 9,473 11,517
Taxation (270) (54) (1,835) (2,416) (2,937)
Consolidation Adjustments & Others
Exceptional Income - post-tax
Profit After Tax 700 124 5,418 7,057 8,580
Minority Interests
Pref. & Special Div
FX And Other Adj.
Net Profit 700 124 5,418 7,057 8,580
Recurring Net Profit
Balance Sheet Employment
(Rsm) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Gross Loans/Cust Deposits
Avg Loans/Avg Deposits
Avg Liquid Assets/Avg Assets 96.0% 94.1% 94.2% 95.0% 95.4%
Avg Liquid Assets/Avg IEAs 120.7% 116.6% 112.9% 113.4% 113.7%

Net Cust Loans/Assets

Net Cust Loans/Broad Deposits
Equity & Provns/Gross Cust Loans
Asset Risk Weighting

Provision Charge/Avg Cust Loans
Provision Charge/Avg Assets
Total Write Offs/Average Assets
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Gross Loans 55,184 77,598 108,071 136,644 167,404
Liquid Assets & Invst. (Current)
Other Int. Earning Assets
Total Gross Int. Earning Assets 55,184 77,598 108,071 136,644 167,404
Total Provisions/Loan Loss Reserve
Total Net Interest Earning Assets 55,184 77,598 108,071 136,644 167,404
Intangible Assets
Other Non-Interest Earning Assets 3,219 3,994 4,194 4,403 4,624
Total Non-Interest Earning Assets 3,531 4,290 4,548 4,829 5,134
Cash And Marketable Securities 12,022 10,045 13,827 18,846 22,719
Long-term Investments 24 1,894 2,272 2,954 3,840
Total Assets 70,762 93,826 128,719 163,273 199,097
Customer Interest-Bearing Liabilities
Bank Deposits
Interest Bearing Liabilities: Others 37,519 60,743 88,077 114,500 140,575
Total Interest-Bearing Liabilities 37,519 60,743 88,077 114,500 140,575
Banks Liabilities Under Acceptances
Total Non-Interest Bearing Liabilities 2,344 1,445 3,022 3,596 4,265
Total Liabilities 39,863 62,187 91,099 118,096 144,840
Shareholders Equity 30,876 31,699 37,617 45,175 54,254
Minority Interests 24 2 2 2 2
Total Equity 30,899 31,701 37,620 45,177 54,257
Key Ratios

Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Income Growth (15.2%) 2.9% 58.7% 27.6% 21.6%
Operating Profit Growth (31.7%) (2.7%) 73.6% 27.1% 17.3%
Pretax Profit Growth (52%) (82%) 3,969% 31% 22%
Net Interest To Total Income 84.7% 80.4% 81.2% 80.7% 80.3%
Cost Of Funds 11.86% 9.32% 12.50% 12.00% 11.00%
Return On Interest Earning Assets 21.5% 19.2% 24.0% 23.5% 22.5%
Net Interest Spread 9.60% 9.92% 11.53% 11.49% 11.49%
Net Interest Margin (Avg Deposits)
Net Interest Margin (Avg RWA)
Provisions to Pre Prov. Operating Profit 83% 97% 26% 24% 21%
Interest Return On Average Assets 10.18% 9.96% 11.69% 11.36% 11.13%
Effective Tax Rate 27.8% 30.5% 25.3% 25.5% 25.5%
Net Dividend Payout Ratio
Return On Average Assets 0.89% 0.15% 4.87% 4.83% 4.74%
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DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd.(formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
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