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Price Band Rs350-368 |ncorporated in 2010, Fusion Micro Finance has the fastest gross loan
Bidding Date 2-4Nov portfolio CAGR of 37% between FY20-22 among listed NBFC-MFIs in
ICICI Securities, CLSA India, India. As of June 30, 2022 its total AUM was Rs. 7,389 Cr of which 91% is
IIFL Securities, JM Financial = represented by rural areas. Its robust underwriting processes have
Registrar Linkin time ~ resulted in healthy portfolio quality indicators with GNPA/NNPA at
3.7%/1.4% resulting in healthy ROA/ROE of 4.2%/21.8% for Q1FY23.

Book Running Lead Manager

Sector NBFC

IPO NOTE

Objects and Details of the Issue:
The public issue consists of Offer For Sale of ~Rs. 504 Cr by Promoters

Minimum Retail Application- Detail At Cut off Price

Number of Shares 40 ' and investors as well as Fresh Issue of Rs. 600 Cr to be utilized towards
Minimum Application Money Rs. 14720 augmenting the capital base.
Discount to retail 0 Investment Rationale:
Payment Mode ASBA e Well Diversified and Extensive Pan-India Presence
Consolidated Financials (Rs Cr) FY21 FY22 e Access to Diversified Sources of Capital
Total | 298 205 e Robust Underwriting Process and Risk Management Policies
otalincome e Stable and Experienced Management Team Supported by Marquee

Pre Prov. Profit 278 393 Investors
Adj PAT 44 22 e Proven Execution Capabilities with Strong Rural Focus
Valuations (Q1FY23) Upper Band Valuation and Recommendation:-
Market Cap post issue (Rs Cr) 3703 Fusion has grown its AUM at a CAGR of 37% over FY20-22, one of the

. fastest amongst listed financials. With a low base of Rs. 7,389 Cr in AUM,
BVPS post issue 201

the runway for accelerated growth has decent scope over the next 3-5

Dil. EPS Q1FY23 Annualised 29.9

years. Despite covid, Fusion has managed its asset quality well by
P/B 1.8 restricting GNPA/NNPA below the 6%/3% mark over FY21 & 22. Fusion is
well placed to deliver ROA/ROE in excess of 4%/20% on a sustained basis

il S barring any unforeseen event which hampers the micro finance industry
every few years. Fusion’s metrics are similar to those of the largest listed
Promoters 68.2% MFI player viz CreditAccess, while Fusion’s valuations are at a steep
o discount of 45% in comparison. We recommend to ‘Subscribe’ to the
Institutions 31.8% issue.

Q1FY23
Offer structure for different categories Financials (Rs Cr) - Annualised
393 498 705 869

Total Income

QIB (Including Mutual Fund) 50% Growth _ 27% 42% 23%
Non-Institutional 15% Pre Prov. Profit 193 278 393 481
- [ ) 0,
Retail 35% Growth 44% 42% 78%
PAT 70 44 22 300
Post Issue Equity (Rs. in cr) 100.63 Growth B 37% -50% 1281%
Issue Size (Rs in cr) 1104 Diluted BVPS 119 124 133 201 #
EPS 6.9 4.4 2.2 29.9
Face Value (Rs) 10 RoA 1.4% 2.4% 2.7% 4.2%
Jehan Bhadha, Senior Analyst ROE 5.1% 10.7% 10.9% 21.8%
(+91 22 6273 8174) P/E * 53.2 84.3 170.2 12.3
jehankersi.bhadha@nirmalbang.com P/B # 3.1 3.0 2.8 1.8
. Source: Company data, NBRR
Mahima Mehta, Analyst * Q1FY23 P/E is annualized and post IPO
(+91 22 6273 8186) # Q1FY23 BVPS (not annualized) & P/BV is adjusted for fresh IPO infusion
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Company Background

Fusion (Fusion Micro Finance) obtained its license to operate as a Micro Finance Institution in the year 2010. Fusion has the
fastest gross loan portfolio CAGR of 37% between FY20-22 among listed NBFC-MFlIs in India.. As of June 30, 2022 its total AUM
was Rs. 7,389 Cr. The share of AUM from customers in rural areas represented 91% of total AUM.

Rural / Urban AUM Mix State-wise AUM Mix

9% mUP
M Rural ® Bihar
34%
Odisha
MP
Urban 7% ™

14 other states

Source: Company, NBRR

Fusion has achieved a significant footprint across India, where it has extended its reach to 29 Lac active borrowers which were
served through a network of 966 branches and 9,262 permanent employees spread across 377 districts in 19 states and union
territories in India. Fusion’s significant footprint of active borrowers and branch network puts it in a vantage position to further
penetrate and deepen its presence in areas in which it has established branch infrastructure but remain relatively untapped and
also to expand into new regions that have significant growth potential. Fusion has the fourth lowest gross loan portfolio per
district and second lowest gross loan portfolio per customer among the top ten NBFC-MFIs in India, for FY22, demonstrating
better diversification and lower risk per customer. As a result of its active management of state concentration, it has been able
to maintain low levels of AUM concentration per state despite its growth over the years. As of June 30, 2022, no single state
contributed to more than 20% of its total AUM, and the proportion of AUM in five largest states in terms of AUM concentration
has further decreased from 95% as on FY16 to 66% as on June 30, 2022.

Fusion’s long-term credit ratings have improved from a rating of “BBB” by CARE as of FY17 to a rating of “A-” by CRISIL, CARE
and ICRA as of June 30, 2022, making it one of the youngest NBFC-MFIs with such a strong credit rating.

Its robust underwriting processes and risk management policies, such as its extensive customer assessment methodologies and

monitoring systems, have resulted in healthy portfolio quality indicators such as low rates of gross NPAs and net NPAs. As of
June 30, 2022 its gross NPA ratio was 3.67% and net NPA ratio was 1.35%.
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Investment Rationale
Well Diversified and Extensive Pan-India Presence

As of June 30, 2022, Fusion had 29 lac active borrowers which were served by 966 branches and 9,262 employees spread across
377 districts in 19 states and union territories in India. Fusion’s extensive geographic presence puts it in a vantage position to
lend across the country in a scalable manner while maintaining low operating costs, helps it mitigate any risks arising from
economic, political, cultural or environmental factors particular to a specific region, and allows it to offer “last-mile” connectivity
to its customers in even the most remote areas.

Between March 31, 2016 and June 30, 2022, Fusion’s number of active borrowers grew at a CAGR of 34% and its number of
branches grew at a CAGR of 32%. As a result of the expansion efforts, as of June 30, 2022, no single state contributed to more
than 20% of its total AUM, and its proportion of AUM in five largest states in terms of AUM concentration has further decreased
from 95% in FY16 to 66% as of June 30, 2022.

Similarly, the proportion of AUM in 50 largest districts in terms of AUM has also decreased over the years from 88% of total
AUM as of FY16 to 38% as of June 30, 2022. Fusion has the fourth lowest gross loan portfolio per district and second lowest
gross loan portfolio per customer among the top ten NBFC-MFlIs in India, for FY22.

State wise portfolio mix (as on June 2022)

up 19.2%
Bihar 19.2%
Odisha 11.4%
MP 9.1%
TN 7.2%
Rajasthan 6.7%
Punjab 6.5%
Haryana 5.3%
Jharkhand 4.8%
Uttarakhand 2.6%
Guijarat 2.3%
Chhattisgarh 2.0%
WB 1.5%
Delhi 0.7%
Maharashtra 0.7%
HP 0.4%
Puducherry 0.3%
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Source: Compamy, NBRR
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Access to Diversified Sources of Capital

Over the years, Fusion has adopted a calibrated approach towards diversifying its fund-raising sources and minimizing the cost
of borrowings with prudent asset liability management and effective liquidity management. The average effective cost of
borrowings have declined at a steady rate over the years. Fusion benefits from a large and diversified mix of lenders which has
increased over the years and included 56 lenders as of June 30, 2022, comprising a range of public banks, private banks, foreign
banks and financial institutions to meet its capital requirements.

IPO NOTE

Sources of borrowings (FY22) Cost of borrowing
1% 14% -
W Banks 13% - 12.3%
16% 12% - 11.2%
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Source: Companies, NBRR

Robust Underwriting Process and Risk Management Policies

Fusion’s robust risk management policies and underwriting processes, such as extensive customer assessment methodologies
and monitoring systems, have resulted in healthy portfolio quality indicators. Fusion’s average GNPA of 2.4% between FY15-22
was the lowest among all NBFC-MFIs operating in North India. Fusion’s customer due diligence procedures encompass multiple
levels of checks and controls designed to assess the quality of customers and to confirm that they meet its stringent selection
criteria, and include comprehensive evaluation of repayment capacity and detailed cash flows analysis of the customer as well
as thorough group training sessions and knowledge testing. Fusion utilizes credit bureau data to verify customer details and
obtain information on past credit behaviour. Further, it employs proactive practices that involve frequent evaluations of
portfolio risk levels on a periodic basis and rigorous monitoring and analysis of cash disbursements and collection, roll rates and
customer retention at both branch and head office levels, which minimize the incidence of bad debts.

Superior asset quality metrics: GNPA + Standard Restructured as % of AUM (Q1FY23)
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Source: Compamy, NBRR
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Stable and Experienced Management Team Supported by Marquee Investors

Fusion was founded by Mr. Devesh Sachdev (will hold 4.9% stake post IPO vs 6.6% pre IPO), a first-generation entrepreneur who
has 26 years of experience in the banking and financial services and logistics industry. Fusion’s senior management team
comprises experts and professionals heading various functions with an average of 17 years of leadership experience in their
respective fields. Fusion also benefits from support of marquee investors, including Warburg Pincus LLC (will hold 39.4% stake
post IPO vs 48.6% pre IPO), a leading private equity firm focused on growth investing across several sectors, and Creation
Investments Fusion, LLC (will hold 23.7% stake post IPO vs 30.0% pre IPO), a leading alternative investment management
company with a focus on private equity and private credit investments in emerging market financial services companies serving
underserved and underbanked clients, both of whom are now Fusion’s promoters.

Proven Execution Capabilities with Strong Rural Focus

Fusion has a long history of serving rural markets with high growth potential in the microfinance segment, and has maintained a
track record of financial performance and operational efficiency through consistently high rates of customer acquisition and
retention and low-cost expansion into underpenetrated areas. The total AUM grew at a CAGR of 37% from Rs. 3,607 Cr as of
FY20 to Rs. 6,786 Cr as of FY22. Through such growth, Fusion has achieved a consistent reduction in cost to income ratio from
63% for FY19 to 44% for FY22 in the back of operating leverage. Fusion also achieved improving customer retention rates of
72%, 70%, 69% and 47% for Q1FY23, FY22, FY21 and FY20, respectively, which it attributes to its superior customer services and
commitment to proactively address the specific needs of each individual across its large customer base. Fusion had the third
highest growth in number of customers among the top ten NBFC-MFIs in India in FY22. As of June 30, 2022, 20.5 lac or 71% of its
total customers, and 91% of its total AUM, were from rural areas. Connection with rural customers, in particular, has been
largely driven by Fusion’s focus on continuously deepening its understanding of the financial needs of the rural customer
segment.

Fusion’s customer-centric model and ability to leverage its extensive distribution network and deep-rooted presence in rural
markets across India, makes it well placed to offer an increasing variety of financial products in areas where financial services
penetration remains limited. According to CRISIL, in addition to having less competition, lower credit penetration and less
migration, rural areas also benefit from overall better credit behaviours and, in turn, lower delinquency rates. As Fusion’s
operations are focused on rural and peri-rural areas, it has not been as adversely affected by the current COVID-19 pandemic as
compared to other lenders with relatively larger urban or semi-urban operations.

Highest AUM CAGR among listed micro finance lenders (FY20-22)
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Key Risks

Exposure to unsecured nature of loans poses a risk: Micro finance loans being unsecured are inherently riskier than other
forms of loans. Further micro loans are mainly focused towards the bottom of the pyramid borrowers and thus pose a high risk
in the eventuality of a severe economic slowdown.

Highly concentrated in the states of U.P & Bihar: Any adverse changes in regulation, social unrest, economic disruption, a
natural calamity including floods/drought or any district specific political interference in the states of UP (19% of AUM) and
Bihar (19% of AUM) would have an adverse impact on Fusion.

IPO NOTE

Resurgence of Covid: A resurgence of covid could result in renewed lockdowns thus impacting the economic situation of the
bottom of the pyramid population. This could result in an increase in defaults and thereby require higher provisions to be made
by Fusion thus impacting profitability.

Valuation and Recommendation

Fusion has grown its AUM at a CAGR of 37% over FY20-22, one of the fastest amongst listed financials. With a low base of Rs.
7,389 Cr in AUM, the runway for accelerated growth has decent scope over the next 3-5 years. Despite covid, Fusion has
managed its asset quality well by restricting GNPA/NNPA below the 6%/3% mark over FY21 & 22. With covid becoming history,
asset quality concerns have abated and demand for micro loans is on an upswing. Fusion is well placed to deliver ROA/ROE in
excess of 4%/20% on a sustained basis barring any unforeseen event which hampers the micro finance industry every few years.
Fusion’s metrics are similar to those of the largest listed MFI player viz CreditAccess, while Fusion’s valuations are at a steep
discount of 45% in comparison. We recommend to ‘Subscribe’ to the issue.

Peer Comparison: Metrics for latest available quarter

As on Q1/Q2FY23 as available CreditAccess (Q2) Spandana(Q2) Arman (Q1) Fusion (Q1)

AUM (Rs cr) 16,539 5,782 1,388 7,389
NIM 12.0% 13.0% 15.6% 10.3%
Cost/Income 38% 51% 37% 45%
Credit Cost 2.5% 1.6% 3.4% 1.1%
Standard Restructured 0.5% 3.5% NA 0.6%
GNPA 2.2% 7.3% 3.6% 3.7%
NNPA 0.8% 4.0% 0.3% 1.4%
Loan CAGR FY20-22 18% -2% 20% 37%
ROA annualised 4.0% 3.8% 5.0% 4.2%
ROE annualised 16.1% 7.1% 27.5% 21.8%
P/E (x) Q1 annualised 21.7 21.2 23.0 12.3
P/Adj. BV (x) trailing 3.5 1.5 5.4 1.9
P/BV (x) trailing 3.4 1.6 5.5 1.8

Source: NBRR
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5 Financials

Z P&L (Rs. Crs) FY20 FY21 FY22 Q1FY23 FY23 Ann.jll Bal. Sheet (Rs. Crs) FY20 FY21 FY22 Q1FY23
Interest earned 666 828 1,064 329 1,317 Equity capital 79 79 83 83

O Interest expende 338 375 496 143 573 Reserves & surplus 1,120 1,167 1,255 1,334

D_ NIl 329 452 568 186 ’ 745 Net worth 1,199 1,246 1,338 1,416

— Non interest incc 64 46 137 31 124 Borrowings 2,974 4,432 5,776 6,010
Total income 393 498 705 217 869 Other liab and prov 67 159 169 127
Growth - 27% 42% 23% Total liab and equity 4,240 5,838 7,283 7,554
Total Op. expens 200 220 312 97 ’ 388 Cash & Bank Balance 818 1,335 1,154 770
Growth - 10% 42% 24% Investments 1 0 0 0
Staff costs 148 169 233 72 289 Net Advances 3,343 4,361 5,918 6,651
Other Op Exp 52 52 79 25 99 Growth - 30% 36% 54%
Profit before pro 193 278 393 120 481 Other assets 79 142 211 133
Growth - 44% 42% 22% Total assets 4,240 5,838 7,283 7,554
Profit before tax 100 57 24 100 ’ 401 GNPA ratio 1.1% 5.5% 5.7% 3.7%
Taxes 30 13 3 25 100 NNPA ratio 0.4% 2.2% 1.6% 1.4%
Net profit 70 a4 22 75 300 Credit Cost 2.6% 5.4% 6.5% 1.1%
Growth - a0 1281%

AUM 3,607 4,638 6,786 7,389
Per Share Data FY20 FY21 FY22 Q1FY23 FY23 AnnJ¢igel7i] - 29% 46% 60%
Diluted EPS 6.9 4.4 2.2 7.5 29.9 Yield on Advances 21.2%  20.5% 18.8%  19.5%
Diluted BVPS 119 124 133 201 223 Cost of Borrowings 12.3% 11.2% 10.4% 10.1%
Diluted Adj BVPS 118 114 123 191 214 Spread 8.9% 9.2% 8.4% 9.4%
NIM 8.9% 9.2% 8.4% NA

Valuation Ratios  FY20 FY21 RPN APERNAPEY I  CRARTier 1 33.1% 25.5% 19.9% 19.5%
P/E 53.2 84.3 170.2 NA 12.3 Cost/Income Ratio  50.9%  44.3% 44.3% 44.7%
P/BV 3.1 3.0 2.8 1.8 1.7 ROA 2.2% 1.1% 0.4% 4.2%
P/ABV 3.1 3.2 3.0 1.9 1.7 ROE 7.6% 3.6% 1.7% 21.8%

Source: Company data, NBRR
* All valuations are on post IPO basis
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Disclosure:

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are
for private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014
having Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India
Limited , BSE Limited ,Metropolitan Stock Exchange of India Limited , Multi Commodity Exchange of India Limited ,
National Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

IPO NOTE

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL or its associates or Analyst do not have any conflict or material conflict of
interest at the time of publication of the research report with the subject company. NBSPL or its associates or Analyst or
his relatives may or may not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBSPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company . NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: The research analysts and authors of these reports, hereby certify that the views expressed in this
research report accurately reflects my/our personal views about the subject securities, issuers, products, sectors or
industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst(s) principally responsible for
the preparation of this research report and has taken
reasonable care to achieve and maintain independence and objectivity in making any recommendations.

8|Page



IPO NOTE

Fusion Micro Finance Ltd

Powered by

U NIRMAL BANG

a relationship beyond broking

1% November, 2022

Disclaimer:

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation
advice to you. NBSPL is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or
sell any security or product, or to engage in or refrain from engaging in any such transaction. In preparing this research, we did not
take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the
information in this research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this
report at the same time. NBSPL will not treat recipients as customers by virtue of their receiving this report. 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 NBSPL & its group companies to
registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or
warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or
update the information or opinions in it. NBSPL or any of its affiliates or employees shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. NBSPL or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report,
including without limitation the implied warranties of merchantability, fithess for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, NBSPL is committed to providing independent
and transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an
adviser, whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There
are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even become
valueless. International investors are reminded of the additional risks inherent in international investments, such as currency
fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions
expressed are subject to change without any notice. Neither the company nor the director or the employees of NBSPL accept any
liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further
communication in relation to this research. Here it may be noted that neither NBSPL, nor its directors, employees, agents or
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue
or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBSPL.

Our reports are also available on our website www.nirmalbang.com .

Nirmal Bang Research (Division of Nirmal Bang Securities Pvt. Ltd.)
B-2, 301/302, Marathon Innova,
Opp. Peninsula Corporate Park
Off. Ganpatrao Kadam Marg
Lower Parel (W), Mumbai-400013
Board No. : 91 22 6723 8000/8001
Fax.:022 6723 8010
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