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Our Take:

Spandana Sphoorty Financial Ltd. (SSFL) has made significant progress on the vision it had set out in 2022 for 2025 i.e. reinforcing the
middle and senior management team, strengthening governance risk and control, customer acquisition, technology scale up and customer
led initiatives. It has started planning for the next 3 years of growth i.e. FY25-FY28. With the top and middle management team in place,
SSFL is on course to becoming a process driven and stable enterprise with professionals manning their respective domains.

The company aims to achieve assets under management (AUM) of Rs 15,000cr by FY25 and Rs 24,500cr by FY28, supported by its new
customer acquisition strategy, increasing ticket sizes for its existing customers as needed and by diversifying within its distribution models,
such as business correspondence, co-lending, and balance sheet funding in the near to medium term. It has introduced shorter tenure loans
of 12 and 18 months in addition to 24 months which could aid in higher earnings. Modest credit costs and improvement in cost-to-income
ratio is likely to result in higher profitability and expansion of return ratios.

On Aug 10, 2023, we had released a Stock Update report (Link) with a recommendation to ‘Buy in Rs 825-845 band and add on dips in Rs

740-755 band’ for base case fair value of Rs 916 and bull case fair value of Rs 974 over next 2 quarters. Both the targets were achieved
within the given time frame.

Financial Summary

L1

HDFCsec Retail research
stock rating meter

for details about the ratings, refer at the end of the report

* Refer at the end for explanation on Risk Ratings

Fundamental Research Analyst

Atul Karwa

atul.karwa@hdfcsec.com

Particulars (Rs cr) Q2FY24 | Q2FY23 | YoY(%)| QlFY24| QoQ (%) | FY23 FY24E | FY25E | FY26E
NIl 383 206 85.4 312 22.6 943 1360 1717 2146
PPOP 258 110 134.1 189 36.2 562 837 1086 1376
PAT 125 55 126.9 119 4.8 12 480 632 802
EPS (Rs) 17.6 7.8 126.7 16.8 4.7 1.8 67.8 89.3 113.3
P/E (x) 645.5 16.7 12.7 10.0
P/ABV (x) 26 2.3 1.9 16
ROAA (%) 0.2 4.4 4.5 4.6

(Source: Company, HDFC sec)
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Valuation & Recommendation:

We expect advances of the company to increase at 29% CAGR over FY23-FY26E after a strong growth of 40% in FY23. Return ratios are likely
to improve as the company has cleaned up its balance sheet and it focusses on growing its book and improving its yield. The valuation of the
stock has not moved up in line with the improved performance and guidance and with that of most of its peers. We have valued the
company at 1.95x Sep’25E ABV for a base case target of Rs 1242 and 2.1x Sep’25E ABV for a bull case target of Rs 1340 over next 2 quarters.
Investors can buy the stock in the band of Rs 1120-1145 and add on dips in Rs 1015-1035 band (1.6x Sep’25E ABV).

Q2FY24 Result Update

SSFL reported another strong quarter of growth with PAT of Rs 125cr (+127%/5% YoY/QoQ) driven by a healthy AUM growth and stable
NIMs. AUM grew by 11% sequentially to Rs 9784cr on back of 51% increase in disbursements to Rs 2513cr. AUM/Loan officer to improve to
Rs 1.4-1.5cr and Borrowers/Loan officer to increase to 380-400 by the end of FY24E. SSFL added 3.5 lakh new customers taking the number
of borrowers to 27.6 lakh.

Net operating income grew 23% YoY to Rs 383cr as yields improved by ~500bps YoY to 24.5%. NIM was stable sequentially but expanded by
~110bps YoY to 14.1%. On the asset quality front, GNPA/NNPA improved from 1.6%/0.5% to 1.5%/0.4% sequentially. Provision coverage
ratio stood at 70%. SSFL has recovered Rs 54cr from written off accounts in H1 and is targeting another Rs 50cr in H2.

Management has maintained AUM guidance of Rs 15,000cr by the end of FY25 and credit costs of less than 2%. The company added ~200
branches on a net basis and its branch count stood at 1502 at the end of Q2FY24.

SSFL is changing its collection model under project ‘Parivartan’ to weekly repayment system from the monthly repayment followed
currently. This impacted on its collection efficiency in Q2 which dipped to 97.7% from 98.1% in Q1FY24.

Recent developments

Diversifying borrowing sources to drive lower cost of funds

SSFL continues to diversify its borrowing sources and has added three big lenders in Q2FY24 i.e. SBI, NABARD and SIDBI. Its improved
operating performance has also resulted in a rating upgrade from ICRA to A stable from A minus earlier. This has helped the company to
lower its marginal cost of borrowing to 12.3% in Q2FY24 from 12.6% in Q4FY23. With higher borrowings from PSUs and rating upgrade,
incremental cost of borrowing is expected to remain benign.
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Portfolio quality continues to improve; collection efficiency remains strong

Asset quality of the company continued to improve, with GNPA/NNPA declining ~23bp/7bp QoQ to 1.4%/0.4%. There was increase in Stage
1 and Stage 2 loan books on account of change in collection model which is expected to normalize going forward. Gross collection efficiency
stood at 100.3% indicating payments are being received after a lag. PCR on Stage 3 loans were stable at ~70%. Credit costs increased to ~4%
in Q2FY24 on account of increased provision for older portfolio and some correction in the assignment portfolio. The management
maintained the guidance of sub 2% in FY24.

Improving asset quality Strong collection efficiency
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(Source: Company, HDFCsec)

Aggressive branch expansion to capture higher market share

SSFL has added ~200 branches in Q2FY24 taking its network to 1502 branches thereby completing its vision of having 1500 branches by
FY25. The management intends to have strong growth next year across all its branches. A typical microfinance branch takes about five
months to break even on its own, and about 11 months to come into the full black.
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Risks & Concerns

Unsecured nature of business

Microfinance loans are unsecured and are susceptible to various operational and credit risks. SSFL lends to women under the JLG model.
These women typically do not have any stable source of income and are usually adversely affected by declining economic conditions.
Natural calamities lead to a fall in incomes and consequently default in repayment of Microfinance loans.

Limited product and revenue diversification

Presently, SSFL’s portfolio comprises almost solely of microfinance loans. The management is looking to diversify into other loan segments
including secured lending like vehicle loans, mortgage loans etc. over the next 2-3 years. However, we will have to wait and watch if the
company is able to scale up its operations in that direction.

Competition from SFBs

Many of the erstwhile MFls have converted to small finance banks (SFBs) or merged with a large bank. It has provided them with access to
low-cost funds which they can utilize to offer lower interest rates. This could hamper the growth of MFIs like SSFI who must depend on
bank/market borrowings.

Political interference in MFI dues
Political instigation in some states asking people not to pay back their Microfinance dues could result in higher NPAs.

Higher dependence on few states

Spandana’s business is heavily dependent on its operations in Madhya Pradesh, Orissa and Karnataka, accounting for over ~40% of its AUM.
Although the company is diversifying geographically, any material changes in the socio-political and economic conditions affecting these
markets could adversely impact its business.
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Industry Overview

As on 30 September 2023, 4.0cr clients have loan outstanding from NBFC-MFIs, which is 23.0% higher than clients as on 30 September
2022.

The Asset Under Management (AUM) of MFlIs is Rs 1,33,963cr as on 30 September 2023 , including owned portfolio Rs 1,09,462cr and
managed portfolio (off BS) of Rs 24,501cr. The owned portfolio of MFIN members is 74.0% of the NBFC-MFI universe portfolio of Rs
1,47,829cr.

On a YoY basis AUM has increased by 39.2% as compared to 30 September 2022 and by 6.3% in comparison to 30 June 2023.

Loan amount of Rs 32,732cr was disbursed in Q2FY23-24 through 79.1 Lakh accounts, including disbursement of Owned as well as
Managed portfolio. This is 16.8% higher than the amount disbursed in Q2FY22-23.

Average loan amount disbursed per account during Q2FY23-24 was Rs 41,373 which has reduced by around 0.4% in comparison to same
quarter of last financial year.

As on 30 September 2023, the borrowings O/s were Rs 1,00,438cr. Banks contributed 58.8% of borrowings O/s followed by 19.8% from
Non-Bank entity, 10.5% from AlFls, 5.8% from External Commercial Borrowings (ECB) and 5.1% from other sources.

During Q2FY23-24, NBFC-MFIs received a total of Rs 26,503cr in debt funding, which is 64.2% higher than Q2FY22-23. Banks contributed
66.2% of the total Borrowing received followed by Non-Bank entities 18.9%, AlFls 9.0%, Others 4.3% and ECB 1.7%.

Total equity increased by 33.1% as compared to end of Q2FY22-23 and is at Rs 28,138cr as on 30 September 2023.

Portfolio at Risk (PAR)>30 days as on 30 September 2023 has improved to 3.1% as compared to 7.5% as on 30 September 2022.

MFIs have presence in 27 states and 5 union territories.

In terms of regional distribution of portfolio (AUM), East and North-East accounts for 32% of the total NBFC-MFI portfolio, South 25%,
West 17%, North 16%, and Central contributes 10%.
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Company Background:

Founded in 1998 Spandana Sphoorty Financial Ltd. (SSFL) is a rural focused NBFC-MFI with a geographically diversified presence in India.
The company offers income generation loans under the joint liability group model, predominantly to women from low-income households
in Rural Areas. At its peak, SSFL had 1,856 branches with presence across 10 states and a workforce of over 13,500 employees. As of
Q2FY24, SSFL had over 12,500 employees operating out of 1,502 branches. It disbursed ~Rs 4,177cr of loans in H1FY24 and had an
outstanding AUM of Rs 9,784cr.

Outstanding loan book growth
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(Source: Company, HDFC sec)
Business Overview:
The operations of SSFL focus on women from low-income groups in Rural Areas who aspire to improve their financial well-being.
Chetana Loans: SSFL’s main lending product is ‘Chetana’ loans, which are income generation loans designed to empower women by
enabling them to set up and expand income generating activities. These loans are primarily given to women, who are willing to borrow in a
group and are agreeable to accept joint liability for the loans. Loans are provided to groups without any collateral, with each group
consisting of 8 to 10 women. Under the JLG model, loans are provided to individual clients as well where the group guarantees the
repayment of loans given to individual members of the group. In FY23 Chetana accounted for over 90% of the total loans.
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Other Loans: Besides Chetana loans SSFL also provides certain other categories of loans which include:

* |oans against property to clients who run businesses, are self-employed or salaried;

e personal loans for meeting with the working capital requirements, increasing the scale of business

e interim loans, which are top up loans given to existing clients (on a group guarantee) to use for their capital working needs, seasonal
requirements or emergency needs.

Peer Comparison

(Rs cr) | _— Revenue | PAT BV (Rs) | P/BV (x) RoE (%)

Rs | FY24E  FY25SE FY26E | FY24E | FY25E FY26E  FY24E = FY25E FY26E | FY24E  FY25E FY26E  FY24E  FY2SE FY26E
Satin Cr. 240 2664 | 1687 2129 2638 325 475 626 237 285 348 1.0 0.8 0.7 15.2 18.3 19.9
CreditAccess 1597 25482 | 3902 4812 5705 | 1381 1675 2024 407 511 639 3.9 3.1 2.5 24.0 23.0 22.0
Ujjivan SFB 57 11152 | 4123 4981 5988 | 1287 1416 1613 26 33 40 2.2 1.7 1.4 27.7 24.2 22.6
Bandhan Bank 241 38839 | 13114 | 15532 18181 | 3605 4556 5327 139 164 194 1.7 1.5 1.2 17.0 18.0 17.9
Spandana 1129 8033 | 2308 2948 3669 480 632 802 504 593 706 2.2 1.9 1.6 14.4 16.2 17.4

(Source: HDFC sec, Bloomberg)
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Financials
Income Statement

Ratio Analysis

(Rs cr) FY22 FY23 FY24E FY25E FY26E Particulars FY22 FY23 FY24E FY25E FY26E
Interest Income 1463 1401 2217 2829 3535 Return Ratios (%)
Interest Expenses 540 458 857 1112 1389 Calc. Yield on advances 23.5 20.8 24.0 23.5 23.3
Net Interest Income 923 943 1360 1717 2146 Calc. Cost of borrowing 11.8 9.3 12.0 11.8 11.6
Non interest income 17 76 90 118 134 Calc. NIM 14.8 14.0 14.7 14.3 14.1
Operating Income 940 1019 1451 1835 2281 RoAE 2.4 0.4 14.4 16.2 17.4
Operating Expenses 362 457 614 749 905 ROAA 0.9 0.2 4.4 4.5 4.6
PPoP 578 562 837 1086 1376 Asset Quality Ratios (%)
Prov & Cont 481 544 190 236 298 GNPA 17.7 2.1 1.9 1.9 2.0
Profit Before Tax 97 18 647 850 1077 NNPA 11.8 0.6 0.6 0.6 0.5
Tax 27 5 167 218 276 Growth (%)
PAT 70 12 480 632 802 Advances -20.4 40.6 33.0 29.0 24.0
Deposits -29.8 61.0 35.1 29.8 24.8
Balance Sheet NII -12.9 2.2 44.3 26.2 25.0
| (Rsc) | Fv22] Fv23| Fv2ae | Fy2se | Fv26e TR 317 27 48.9 298] 267
Share Capital 69 71 71 71 71 PAT -51.9 -82.3 3773.1 31.7 26.8
Reserves & Surplus 3018 3028 3508 4140 4942 Valuation Ratios
Shareholder funds 3088 3099 3579 4211 5013 EPS (Rs) 10.1 1.7 67.6 89.1 112.9
Minority Interest 2 0 0 0 0 P/E (x) 111.4 645.5 16.7 12.7 10.0
Borrowings 3772 6074 8205 10651 13290 Adj. BVPS (Rs) 357.0 429.5 495.8 582.8 693.5
Other Liab & Prov. 214 209 504 719 879 P/ABV (x) 3.2 2.6 2.3 1.9 1.6
SOURCES OF FUNDS 7076 9383 12288 15581 19181 Dividend per share (Rs) 0.0 0.0 0.0 0.0 0.0
Fixed Assets 31 47 58 71 81 Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0
Investment 2 189 206 240 281 Operating efficiency
Cash & Bank Balance 1202 1005 1238 1398 1651 Cost-average assets 38.6 44.8 42.3 40.8 39.7
Advances 5518 7760 10321 13313 16509 Cost-income 1.8 2.5 2.9 3.2 3.3
Other Assets 322 382 464 559 660
TOTAL ASSETS 7076 9383 12288 15581 19181 (Source: Company, HDFC sec)
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the
level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove
their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Digitally signed by

ATUL JAGDISH atuL jAGDISH KARWA
KARWA Date: 2024.01.01

09:03:46 +05'30'
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Disclosure:

I, Atul Karwa, MMS, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. SEBI conducted the inspection and based on their observations have issued advise/warning.
The said observations have been complied with. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately
preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — Yes

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH0O00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an
individual investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an
investment in securities of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information
obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without
notice. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use
would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any
purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign
currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or
other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and
opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the
currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the
companies / organizations described in this report. As regards the associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant
banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this
report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the
Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INHO00002475; SEBI Investment Adviser Reg. No.: INA0O00011538; CIN -
U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of I1As) and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
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