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Spandana Sphoorty Financials Limited
Mixed Performance, challenges to outlook persist
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Summary

 � Spandana Sphoorty Financial Limited’s (SSFL) Q4FY2021 results were mixed 
with operating performance coming above expectations with mixed asset-quality 
performance.

 � Business traction was cautious with AUM growing by 5% q-o-q and 19% y-o-y, slower 
than normal run-rate and indicative of business challenges. 

 � Asset-quality wise, performance was mixed, with collection efficiency for Q4FY2021 
touching 100%, but dwindling therefrom. GNPA at 3.1% has deteriorated as compared 
to proforma GNPA of 2.7%. 

 � Management commentary was cautious. We have fine-tuned our estimates and 
target multiple. We maintain Buy on the stock with a revised PT of Rs. 650.

Spandana Sphoorty Financials Limited (SSFL) posted mixed results for Q4FY2021. Operating 
performance came better than expectations with mixed asset-quality performance and 
slower business traction. Collection efficiency (CE) for Q4FY2021 had touched 100%, but 
has been dwindling from there. Net interest income (NII) came at Rs. 273.6 crore, up 17.7% 
and 26% q-o-q, better than expectations, helped by strong topline growth, as total revenue 
came at Rs. 473.9 crore, up 10.6% y-o-y and up 40.3% q-o-q. Pre-provision operating profit 
(PPOP) came at Rs. 281 crore, up 72% q-o-q but down 5% y-o-y as the company saw better 
cost controls, with operating expenses at Rs. 14 crore, down 26% q-o-q. PAT came at Rs. 49.3 
crore, up from a loss of Rs. 29.1 crore in Q3FY2021 and was above expectations. Loan losses 
and provisions for Q4FY2021 included Rs. 166 crore of write-off portfolio (due to COVID-
related stress) and Rs. 54 crore due to interest reversals. However, SSFL has had encouraging 
recoveries as well; and out of the write-off made in Q3FY2021, it was able to collect ~Rs 
18.5 crore in Q4FY2021. Business traction was cautious with the assets under management 
(AUM) growing to Rs. 8,157 crore, up 5% q-o-q and 19% y-o-y, slower than the run-rate seen in 
normal conditions, and is indicative of the business challenges due to the pandemic. Asset-
quality wise, performance was mixed, with CE for Q4FY2021 touching 100% in Q4FY2021 
from 96.2% in Q3FY2021. However, the company had GNPA of 3.1% and NNPA of 1.4% and 
deteriorated as compared to proforma GNPA of 2.7% and proforma NNPA of 1%. Management 
commentary was cautious since business operations were impacted by the lockdowns. We 
believe despite a strong balance sheet and business metrics, we believe challenges due to 
the pandemic-induced lockdowns would impact normal business operations, which cloud 
near-term visibility. We have fine tuned our estimates and target multiples considering the 
dynamic environment. We maintain our Buy rating on the stock with a revised PT of Rs. 650.

Key positives
 � Average quarterly disbursements reached their historical high, with Q4FY2021 average 

disbursement of Rs. 2,426 crore, up 5% from Q3FY2021.

 � SSFL has had seen encouraging recoveries; and out of the write off made in Q3FY2021, it 
was able to collect ~Rs. 18.5 crore in Q4FY2021.

Key negatives
 � CE for Q4FY2021 had reached 100%. However, since then, it has been dwindling to ~92% 

in April; and for May 2021, provisional numbers were ~82% mainly impacted by the 
lockdowns.

Our Call
Valuation: SSFL currently trades at 1.1x/1.0x its FY2022E/FY2023E book value, which we 
believe is reasonable considering its strong capital position (CRAR of 33%) and steady 
operating parameters. Strong management and an efficient (and de-risked) business model 
with levers available for generating better returns offer support. However, for the near term, 
asset quality and credit cost will be the key monitorables. We believe despite having a strong 
balance sheet and business metrics, pandemic-induced lockdowns are impacting normal 
business operations and cloud near-term visibility. We have fine-tuned our estimates and target 
multiples, considering the dynamic environment. We maintain our Buy rating on the stock with 
a revised PT of Rs. 650.

Key Risks
Delayed recovery and prolonged lockdown can impact credit ratings and CE, thereby impacting 
NIM and results of operations.
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Company details

Market cap: Rs. 3,562.43 cr

52-week high/low: Rs. 834 / 404

NSE volume:  
(No of shares)

0.7 lakh

BSE code: 542759

NSE code: SPANDANA

Free float:  
(No of shares)

2.4 cr

Shareholding (%)

Promoters 62.4

FII 10.9

DII 4.6

Others 22.1

Price performance

(%) 1m 3m 6m 12m

Absolute 5.2 -19.9 0.0 33.5

Relative to 
Sensex

-0.1 -17.1 -27.5 -23.3

Sharekhan Research, Bloomberg

Reco/View Change

Reco: Buy 
CMP: Rs. 554

Price Target: Rs. 650 â

á Upgrade  Maintain â Downgrade

Price chart
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Valuation Rs cr

Particulars FY19 FY20 FY21 FY22E FY23E

Net interest income (Rs cr) 655.0 849.9 949.3 894.5 1,214.3 

Net profit (Rs cr) 311.9 351.8 145.1 423.3 699.4 

EPS (Rs) 48.6 54.8 22.6 66.0 109.0 

PE (x) 11.4 10.1 24.5 8.4 5.1 

Book value (Rs/share) 294.6 409.4 428.5 484.6 577.2 

P/BV (x) 1.9 1.4 1.3 1.1 1.0 

RoE (%) 16.5 13.4 5.3 13.6 18.9

RoA (%) 6.3 5.4 1.8 3.4 4.7
Source: Company; Sharekhan estimates

200

400

600

800

1000

M
ay

-2
0

Se
p-

20

Ja
n-

21

M
ay

-2
1



May 24, 2021 2

S
to

ck
 U

p
d

a
te

Powered by the Sharekhan
3R Research Philosophy

Key Concall Highlights

 � Busienss update: Most new branches opened in geographical areas where SSFL has low presence, and 
also there is lesser MFI penetration and intensity. OF the new branches added in Q4, around 5 branches 
opened are Gold loan branches under Criss Financial Services, which is a subsidiary. 

 � Subsidiary Criss Financials has now started to raise debt on its own books. 

 � Growth takes backseat: Loan officers spend 50-50 time in collection and expansion normally. But FY2021 
spent around 100% time in recovery, so company increased loan officiers from 6100 to 6700. 

 � NIMs declined for FY2021 mainly as lending rate declined, and have done very few sell off transaction. 
Lending rate has reducred by 200 BPS and also some writeoffs. 

 � Cost of Funds: Financial Cost is 7.7% for SSFL which has ~250 BPS higher Cost of borrowing compared 
to competitors. 

 � Guidance for FY2022E: Leverage will be around 3x by FY2022E. Capital Adequecy will be around 40%, 
NIM will be 15% less 3% operating cost, less 3% credit cost, will get Rs 400 crores PAT for FY2022E, 
Networth will be Rs 3100 crores.

 � Provision pool is Rs 412 crores on the Balance Sheet, Rs 54 crores is for standard provision. Provision 
taken 50-60% on 80DPD loans. 

 � Collections: Have collected Rs 18.5 crores from the amount written off in Q3 FY2021, and expect similar 
recovery trend in H1 FY2022E as well. 

 � Assuming 15% in borrower no in FY2022E. The 1st cycle borrowers, even though loan amount is low, 
the default rate is high hence SSFL want to go slow on new borrower additions. Growth will come from 
existing borrowers. 

 � Incentive structure is such that performing branches get high incentives, and focus is on collections and 
disbursement both. In normal year, beyond FY2022E, the cost to assets may improve. Branches less than 
1000 borrowers, focus on new borrowers is more and they cant disburse more the existing borrowers. 

 � Provision: SSFL is more confident that 1 instalment missing doesn’t pose a big danger to asset quality. 
However, if the lockdown ends by 15 june the additional 2% provision strategy will be sufficient. If it lingers 
longer, then provision will have to take higher. 

 � States like Gujarat and Rajasthan performed poor impacted by lockdowns. Only Agriculture was 
happening. 

 � Credit Cost: If lockdown extends, may have to provide ~2%  in FY2022E with ROA at 5-6%.

 � Collection Efficiency: January was 94%, was 96% for march, 92% in April mianly impacted by the 
lockdowns. May provisional will be around 82%, and hoping it will increase. 

 � Most challenges: Kerala lowest collection efficiency, mainly due to employees issues as they were not 
going out to contact borrowers . Rajasthan also has challenges, where employees are going out and 
meeting borrowers, but some 3 districts saw impact with reverse migration, Cosntruction activity, Gems 
etc were closed, so these had problemts. MP has very strict lockdown,due to which reaching borrowers is 
difficultl. Andhra and Telengana are consistently strong.
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Results Rs cr

Particulars Q4FY21 Q3FY20 Y-o-Y % Q3FY21 Q-o-Q %

Total revenue from operations 473.9 428.7 10.6 337.9 40.3

Interest Income 403 297.6 35.4 332.6 21.2

Commission and Incentive Income 8.8 17.4 -49.6 0.5 1,506.00

Net gain on fair value changes 37.2 108.6 -65.7 -0.4  NA 

Others 25 5.1 392.4 5.1 389.4

Finance cost 138.1 82.5 67.4 116 19.1

Net Interest Income (NII) 273.6 232.5 17.7 217.2 26

Other Income 6.4 11.2 -42.9 6.4 0.4

Total Income 480.3 439.8 9.2 344.3 39.5

Net Total Income 342.2 357.3 -4.2 228.3 49.9

Operating expenses 60.6 60.7 0 64.9 -6.6

Employee benefits expense 44.1 48.6 -9.3 43.8 0.5

Depreciation and amortization expense 2.5 2.3 6.5 2 23.6

Other expenses 14.1 9.7 44.9 19.1 -26.1

Pre-Provisioning Profit 281.5 296.6 -5.1 163.4 72.3

Provisions 214.4 188.1 13.9 199.9 7.2

PBT 67.2 108.5 -38.1 -36.6 -283.7

Tax 17.9 25.4 -29.6 -7.4 -341

PAT 49.3 83.1 -40.7 -29.1 -269.1
Source: Company; Sharekhan Research
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Outlook and Valuation 

n Sector view – Challenging times for the near term

The NBFC sector saw an improved performance for Q4, helped by lower borrowing costs (supported by continued 
accommodative monetary policy stance). Financial services companies are reporting incremental pick-up in 
credit demand, especially in retail and rural segments, post the unlocking of the economy. Increased MSPs, 
improved Kharif sowing, good monsoons, and adequate water storage position are indicative of resilience in the 
rural economy, which continue to be a bright spot at these times as well. Post opening up, healthy improving CE 
and gradually normalising disbursements along with supportive monetary and regulatory environment indicated 
strengths. However, near-term visibility is impacted due to the second wave and lockdowns, including for the MFI 
segment’s players.

n Company outlook – Strong and prudent management, healthy metrics 

SSFL’s operational cost efficiencies, strong risk management, diversified book, and well-managed asset quality 
are key positives. We believe there are significant positive levers available to the company with its low leverage 
ratio, increased securitisation potential (priority sector qualification helps), and improving trend of rating profile 
(providing access to cheaper cost of funds). A growing and rising pool of securitised assets will help further ease 
the cost of funds for SSFL, even though at present, the stream is yet to regain full momentum. Factors such as 
well-capitalised balance sheet, stable ratings, and strong operating metrics indicate that SSFL is well placed. 
Though near-term challenges exist, we believe the strong domain expertise of the management, prudent cost 
management, and robust risk measures (standardised systems, real-time monitoring, automated checks, and 
controls) will help SSFL tide over medium-term challenges.

n Valuation – Maintain Buy rating with a revised PT of Rs. 650.

SSFL currently trades at 1.1x/1.0x its FY2022E/FY2023E book value, which we believe are reasonable, considering 
its strong capital position (CRAR of 40%) and steady operating parameters. Strong management and an efficient 
(and de-risked) business model with levers available for generating better returns offer support. However, for 
the near term, asset quality and credit cost will be the key monitorable. We believe despite having a strong 
balance sheet and business metrics, the pandemic-induced lockdowns are impacting normal business operations 
and cloud near-term visibility. We have fine-tuned our estimates and target multiples considering the dynamic 
environment. We maintain our Buy rating on the stock with a revised PT of Rs. 650.

One-year forward P/E (x) band

-

0.6 

1.2 

1.8 

2.4 

3.0 

3.6 

Se
p-

19

O
ct

-1
9

N
ov

-1
9

De
c-

19

Ja
n-

20

Fe
b-

20

M
ar

-2
0

Ap
r-

20

M
ay

-2
0

Ju
n-

20

Ju
l-2

0

Au
g-

20

Se
p-

20

O
ct

-2
0

N
ov

-2
0

De
c-

20

Ja
n-

21

Fe
b-

21

M
ar

-2
1

Ap
r-

21

M
ay

-2
1

PBV 3-yr Avg

Source: Sharekhan Research

Peer Comparison

Particulars
CMP P/BV(x) P/E(x) RoA (%) RoE (%)

Rs/Share FY22E FY23E FY22E FY23E FY22E FY23E FY22E FY23E

Spandana Sphoorty 554 1.3 1.1 24.6 8.2 3.4 4.7 13.6 18.9

Credit Access Grameen 734 2.7 2.3 21.8 14.0 1.9 4.1 12.3 16.1
Source: Company, Sharekhan research
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About company

SSFL is a leading, rural-focused NBFC-MFI with a geographically diversified presence in India. The company 
has a pan-India presence across 18 states and has been operating as an NBFC since 2004 and NBFC-
MFI since 2015. The company offers income-generation loans under the joint liability group model (JLG), 
predominantly to women from low-income households in rural areas. SSFL is the second largest microfinance 
company in India with AUM of Rs. 8,157 crore and an active customer base of 24.5 lakhs. The NBFC-MFI has 
successfully emerged stronger post earlier challenges such as the AP MFI crisis and demonetisation and 
today boasts of healthy margins and return ratios.

Investment theme

SSFL had reported strong CAGR in AUM (~58%) and borrowers over FY2017-FY2021; but the pandemic 
impacted its operations and disbursements. Despite improving collections and disbursals, going forward, 
challenges to near-term visibility have emerged due to the second wave. Over the years, SSFL had built 
upon expanding its access to funds/capital, while seeing a gradually improving rating profile trend and a 
conservative asset-quality book and leverage. We believe there are significant positive cushions available to 
the MFI, with its low leverage ratio, increased securitisation potential (PSL qualification helps), and improving 
trend of rating profile (providing access to cheaper cost of funds), all of which can help support its long-term 
return ratios further. Strong management quality is reflected in robust risk measures (standardised systems, 
real-time monitoring, automated checks, and controls built on the system, and mandatory credit bureau 
checks), which are key positives and will help the company tide over near-term challenges.

Key Risks

A delayed recovery and prolonged lockdown can impact credit ratings and CE efficiency, thereby impacting 
NIMs and results of operations.

Additional Data

Key management personnel 

Abdul Feroz Khan Chief Strategy Officer

Padmaja Gangireddy  Managing Director

Mr. Satish Kottakota Chief Financial Officer

Ramesh Periasamy Secretary
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Valiant Mauritius Partners Ltd. 6.0

2 JM FINANCIAL INDIA FUND II 2.5

3 Bajaj Allianz Life Insurance Co. Ltd. 1.3

4 Goldman Sachs Group Inc./The 1.2

5 HELION VENTURE PRTNR LLC 1.0

6 VENDIDANDI VIJAYA SIVARAMI 0.8

7 Wells Fargo & Co. 0.8

8 Neuberger Berman Group 0.7

9 SEI Investments 0.3

10 Government Pension Investment Fund Japan 0.2
Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.



Understanding the Sharekhan 3R Matrix

Right Sector

Positive Strong industry fundamentals (favorable demand-supply scenario, consistent 

industry growth), increasing investments, higher entry barrier, and favorable 

government policies  

Neutral Stagnancy in the industry growth due to macro factors and lower incremental 

investments by Government/private companies

Negative Unable to recover from low in the stable economic environment, adverse 

government policies affecting the business fundamentals and global challenges 

(currency headwinds and unfavorable policies implemented by global industrial 

institutions) and any significant increase in commodity prices affecting profitability.

Right Quality

Positive Sector leader, Strong management bandwidth, Strong financial track-record, 

Healthy Balance sheet/cash flows, differentiated product/service portfolio and 

Good corporate governance.

Neutral Macro slowdown affecting near term growth profile, Untoward events such as 

natural calamities resulting in near term uncertainty, Company specific events 

such as factory shutdown, lack of positive triggers/events in near term, raw 

material price movement turning unfavourable

Negative Weakening growth trend led by led by external/internal factors, reshuffling of 

key management personal, questionable corporate governance, high commodity 

prices/weak realisation environment resulting in margin pressure and detoriating 

balance sheet

Right Valuation

Positive Strong earnings growth expectation and improving return ratios but valuations 

are trading at discount to industry leaders/historical average multiples, Expansion 

in valuation multiple due to expected outperformance amongst its peers and 

Industry up-cycle with conducive business environment.

Neutral Trading at par to historical valuations and having limited scope of expansion in 

valuation multiples.

Negative Trading at premium valuations but earnings outlook are weak; Emergence of 

roadblocks such as corporate governance issue, adverse government policies 

and bleak global macro environment etc warranting for lower than historical 

valuation multiple.
Source: Sharekhan Research 
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