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Fusion Micro Finance Ltd (FUSION IN)

Diversification + Growth + RoAA = Rerating Imminent : Initiation

- Investment Focus
Initiate with OUTPERFORM FUSION microfinance is the 2" largest and one of the fastest growing

NBFC-MFIs having registered ~55% AUM CAGR over the last five years.

Rating OUTPERFORM | During the same period, FUSION has reported a healthy 32% CAGR in
Current Price Rs376.80 |  borrowers; where-as its avg. disbursal ticket size (FY19-22) has grown
Target Price Rs578.00 | gt a mere 11% CAGR (Rs 35.7k - remains one of the lowest in the

industry). The co. has a well-diversified presence across regions (focus
Market cap Rs39.10bn /USS0.47bn | on rural area: 93% of the AUMs) with no state/district contributing
Daily traded value (3mth) Uss0.6mn | >20/>3% of AUMs. Further, given its transparent approach, it has
Shares in issue 100.63mn | access to diversified sources of capital (relationship with 57
Free float (%) 30% | jnstitutions; 2" highest amongst the NBFC MFls). Along with this, it
1yrhigh - low Rs403.0-321.40 | has a stable and experienced management team along with marquee
Note: Current Price Rs376.8 is the close price on 9 Dec 2022 investors (promoters). With a stringent under-writing processes, its

asset quality (restructured book at 0.5%) has been relatively better.
Over FY23-25E we have factored healthy AUM CAGR of ~“29% and NIMs

@ Price Return e Nifty100

115 of ~11.8%, driving NIl by ~36% CAGR. Further with improvement asset

110 quality (thus LLPs; even after factoring cushions), we expect FUSION to

105 report superior return ratios — ROAAs/RoAEs of 4.6/23.1% (FY25E). At

100 CMP, FUSION trades at 1.5x FY24E ABV, which we believe is attractive

given the potential to deliver strong growth along with healthy return

9 ratios. Further, it trades at ~34% discount to comparable peer

o (CREDAG). We initiate coverage with an OUTPERFORM rating and

£ I | target price of Rs 578 implying 2.0x Dec-24E ABV of Rs 288. Risk: (i)

s Il.. - == 10w - Higher than expected stress, (ii) Slower growth, (iii) Steep rise in
Nov-22 funding cost and (iv) Political intervention and natural calamities.

Source: Factset Well diversified presence: FUSION, since inception, has focused on

geographic diversification to reduce the state concentration risk

A Imth 3mth L2mth | through expansion in new states and expanding into underpenetrated

rural areas. As on Sep-22, it has presence in 19 states through its 1,031
branches with no state/district contributing >20/3% respectively.
FUSION, also, has one of the lowest AUM/district and 2" lowest ticket
size/borrower amongst the top 10 NBFC-MFlIs, as per CRISIL. We note

Absolute USD
Relative to MSCI China

(Rs mn) Mar-22A Mar-23E Mar-24E Mar-25E | that FUSION has a strong presence in states like UP, BR, OR, MP etc,
NIl 6,292 9,357 12,538 15,926 | which have relatively lower contribution in overall industry loans and
PPOP 3,931 6,370 8,458 10,825 has relatively lower penetration.

PBT 244 4,692 6,557 8,649

Access to diversified sources of funds: In the current liquidity environment,

PAT 218 3,519 4,918 6,487 . . . . .
ROAE (%) Ly 19 206 ey | e believe FUSION is set to benefit from its calibrated approach towards
RORA () 0'3 4'1 4'4 4'6 diversifying the fund raising sources. FUSION has large and diversified
° N N N N . . . . . nd .
Diluted EPS (Rs) 6 355 196 ess | lenders mix (reIatlpnshlp with 57 lenders; 2" highest amongst the tpp
ABV (Rs) 1492 2144 252.0 300.4 10 NBFC-MFIs) which ranges across PVT, PSBs, FBs and Fl. Further, with
P/ABV (x) 25 18 15 13 | the recent rating upgrade (by CRISIL), FUSION incrementally stands to
Source: Company data, HTI Estimates benefit on containing the cost of funds.
Return ratios set to improve: Led by healthy growth, superior NIMs,
marginal improvement in oplev and decline in provisions (even as
cushions are created), FUSION is well placed to deliver a superior avg.
RoAA/ROAE of 4.3%/21.2% over FY23-25E. The dip in LLPs will be the
biggest driver for ROAA improvement during the same period.
Darpin Shah Hitesh Gulati Nikhil Vaishnav
darpin.shah@htisec.com hitesh.gulati@htisec.com Nikhil.vaishnav@htisec.com
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Fusion Micro Finance Ltd (FUSION IN)

Figure 1: State wise AUM: Top 5 states contribute 66.1%
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Figure 3: AUM: faster growth vs. peers
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Figure 5: FUSION Borrowing Mix: Well diversified across lenders
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Figure 2: State wise branches: higher presence in low penetrated states
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Figure 4: Market Share amongst NBFC-MFI: At a mere 7%, despite faster

growth
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Figure 6: Cost Efficiency : In-line with comparable peers
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FUSION Product Offerings

FUSION’s focus customer segment is women in rural areas with an annual household income
of up to Rs 3L. FUSION follows a joint liability group (JLG) lending model, wherein a small
number of women form a group (typically comprising five to seven members) and guarantee
one another’s loans. This ensures credit discipline through peer support within the group,
making their customers prudent in conducting their financial affairs and prompt in repaying
their loans.

Income generating loans: Income-generating loans are FUSION’s core loan product for
women in rural areas and are intended to provide capital for their small businesses.

FUSION provides income-generating loans ranging from Rs 10k to Rs 40k for the first loan
cycle (with loans of up to Rs 40k being available to customers with a track record of at least
14 months with their existing financier) and Rs 10k to Rs 80k for subsequent cycles. The co.
charges ~1.25% of non-refundable fees on these loans and the interest rate of ~22.65% for
the first cycle and 22.25% for the subsequent cycles. FUSION provides these loans for the
tenure of 11-24mths with a fortnightly or monthly repayment option.

Under this segment, the company gives loans to sector such as Agriculture and allied
activities (AUM of Rs 56.9bn; 77%), Manufacturing and production (Rs 7.39bn; 10%), Trade
and retail (Rs 3.58bn; 4.8%), services (Rs 3.22bn; 4.4%) and other segments (Rs 624.3mn;
0.8%). As on June '22, total AUM under this product stood at Rs 71.7bn (97.1% of total AUM)
to 2.88mn number of loans.

Other Income generating loans:

Top-up loans: These loans are granted to existing customers to manage their interim working
capital requirements for their business. To be eligible for top-up loans, a customer must have
paid a minimum of six monthly instalments, a minimum attendance rate of 60% at the
scheduled center meetings and a satisfactory track record on her previous or ongoing loans
with the company or any other lender.

The company provides top-up loans for amount ranging from Rs 5k to Rs 12k. Similar to
income generating loans, it charges loan processing fees of 1.25% and interest rates of
22.25% with tenure of upto 12 months. Despite the strong momentum in borrower’s
acquisition, >50% having borrowers have 1lyr+ vintage, the mgmt., has remained selective
towards increasing the top-up loans. As of Jun’22, FUSION has disbursed a mere Rs 125.7mn
and has an o/s AUM of Rs 286.7mn (0.4% of total AUM) to 56,353 number of loans, under
this segment. Further, as on Sept-22, the no. of loans has dipped < 48000 borrowers,
showings mgmts. conservative approach.

Cross-sell loans: FUSION also leverages their existing customer base to provide cross-sell
loans that are utilized for livelihood and productivity enhancing purposes. For the same,
FUSION has entered into agreements with (i) smartphone brands, (ii) bicycle manufacturers,
(iii) kitchen appliances manufacturers, and (iv) agriculture solutions providers.

The prices of these products range from ~Rslk to Rs 11.5k. FUSION charges fees of ~1% and
interest rate of 22.25% and extends these loans for max. of eight months. As of Jun’22,
FUSION disbursed Rs 119.7mn and AUM of Rs 194.1mn (0.3% of total AUM) to 27,805
number of loans.

Emergency loans: FUSION grants emergency loans to existing customers and to be eligible
for this loans, a borrower must have completed at least one cycle of income-generation loans
with no delinquency and a minimum attendance rate of 60% at scheduled center meetings.
The company grants emergency loans for amount ranging from Rs 3k to Rs 7k. Unlike the
income generating loans, the company doesn’t charge any fees and charges relatively lower
rates i.e. ¥19%. These loans are given at max for 8 months.
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MSME loans: To cater the continued rising demand for higher ticket size loans from the MFI
borrowers and its, un-willingness to underwrite higher ticket unsecured MFI loans, FUSION
has ventured into the secured, higher ticket size MSME loans in FY21.

FUSION provides MSME loans to manufacturer, trader or service provider, having investment
limits of Rs 15L. The co. grants MSME loans upto Rs 15L at interest rate of ~27% and charges
fees of ~¥3% for the same. These loans are given for max of 10yrs with monthly repayments.

MSME segment is now spread in 7 states (43 branches) and the mgmt. intends to increase
its presence gradually across states. As per the mgmt., the MSME segment was under the
pilot for three years and there were no major targets for the segment. However, over the
next couple of years, the mgmt. expects, MSME portfolio to relatively have as higher share
of the overall portfolio.

As of Jun’22, AUM stood at Rs 1.98bn (2.45% of AUM vs. 2.2% QoQ) to 7,284 borrowers vs.
6,028 borrowers QoQ and has disbursed Rs 353.7mn. As on June-22, ~26% of the MSME
loans are secured in nature; where-as the rest are unsecured. The mgmt. intends to increase
the share of secured loans to ~31% by FY23E and further to 35%.

Figure 7: FUSION’s products at a glance

Product Name Subsequent Subsequent|  Fees Tenure Repayment period
1st Cycle Cycle 1st Cycle Cycle

Income generating loans 10-40k 10-80k 22.65% 22.3% 1.3% 11to 24 mths = Fortnight and monthly
Top up loans 5-12k NA 22.25% NA 1.3% 12 mths = Fortnight and monthly
Cross sell loans 1-11.5K NA 22.25% NA 1.0% 8mths © Fortnight and monthly
Emergencyloans 3-7k NA 19.00% NA NA 8mths = Fortnight and monthly
MSME loans 1.5mn NA 27.00% NA 3.0% 10 yrs monthly

Source: RHP, Company data, HTI Research

Figure 8: AUM break up FY21: MSME has lower share at 0.7% Figure 9: AUM break up Q1FY23: MSME rises to 2.2% in Q1FY23
Top uploans, Cross sell MSME | Top up loans,Cross sell MSME loans,
oans,
Others, 0.7% —0.2% loans, 0.1% 0.7% Others, 0.8% 0.4% loans, 0.'3% 2.2%
| | = ']
Services, 7.2% a Services, 4.4% ‘
P

Trade and Trade and

retail, 7.0% retail, 4.8%

Mfg and Mfg and

prodn, 12.2%

Source: RHP, Company data, HTI Research
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Figure 10: AUM mix: MSME share rising
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AUM and Disbursement: Healthy Business momentum; to continue hereon as well

Borrowers:

Over the years, FUSION has increased its presence from a mere 62 branches in 5 states in
FY15 to 934 branches in 18 states in FY22 and further has increased its presence to 19
branches with 1,031 branches as on Sept-22.

The continued branch expansion and entering into newer states has enabled FUSION to grow
its active borrowers at healthy ~51% CAGR over the last 9 years (FY13-22) and 32% CAGR
over the last 5 years (FY17-22) to 2.72mn. This has further increased to 3.2mn borrowers as
on Sept-22, registering a growth of 42% YoY and 17% FYTD. Further, as per the mgmt., ~41%
of these borrowers are unique to FUSION and ~25-26% borrowers are new to credit
customers who has no formal loans.

Figure 11: No of Borrowers: Strong growth over the years LT v
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Source: RHP, Company data, HTI Research; Note: 3yr CAGR denotes FY19-FY22, Syr CAGR denotes FY17-FY22 and 9yr CAGR denotes FY13-FY22

With the continued branch expansion and further penetrating in the existing states, FUSION
has a well-diversified state wise borrower mix as well. Similar to its branch presence, FUSION
has a higher share of its borrowers in the states like BR, UP, OR and MP.
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Figure 12: Active Borrowers State-wise: Top 3 states contribute ~49.4% of total borrowers

Active borrower state wise FY19 FY20 FY21

Bihar 21.0% 19.5% 18.2% 19.0%i 19.2%
Uttar Pradesh 17.1% 16.3% 16.4% 17.3%1 18.3%!
Odisha 14.9% 14.6% 13.9% 12.0%! 11.9%!
Madhya Pradesh 13.6% 11.2% 10.0% 9.3%: 9.0%
Tamil Nadu 1.3% 4.3% 6.5% 7.9%i 7.7%i
Punjab 6.5% 7.2% 7.5% 6.9%! 6.7%!
Rajasthan 4.3% 4.3% 5.5% 6.6%: 6.7%:
Haryana 7.3% 6.6% 6.4% 5.4%: 5.0%:
Jharkhand 4.6% 4.9% 4.8% 5.1%! 5.1%|
Uttarakhand 3.1% 2.6% 2.7% 2.5%: 2.4%:
Gujarat 0.5% 1.5% 1.9% 2.4%: 2.4%:
Chhattishgarh 1.6% 1.7% 1.8% 2.0%, 2.0%,
West Bengal 2.1% 2.3% 2.0% 1.8%, 1.8%,
others 2.1% 3.0% 2.6% 1.8%, 1.7%,

Source: RHP, Company data, HTI Research

Over the last three years i.e. FY19-22, FUSION has reported a healthy ~22% CAGR, which is
significantly higher vs. the industry CAGR of a mere 5.5%. Similarly, FUSION has reported
higher CAGR vs. comparable peers, which are in the range of -7.4 to 42.3%.

Figure 13: Player-wise Borrowers : FUSION has grown at 21.7% CAGR vs Industry at 5.5%

i
Client player wise FY19 FY20 FY21 FY22 Q1FY23 Q2FY231 CAGR % (FY19-22)

Industry client (mn) 52.0 63.0 60.0 61.0 62.0 NA : 5.5%:

CreditAccess Grameen 2.5 2.9 29 2.9 2.8 3.8 : 5.5%:

I

Fusion Microfinance Pvt. Ltd. 13 1.9 2.1 27/ 2.9 3.2 : 21.7%,

I

Asirvad Microfinance 1.8 2.4 24 2.6 2.6 2.7 : 12.8%

I

Muthoot Microfin Ltd. 1.6 1.9 1.9 2.1 2.2 NA: 9.7%|

1

Annapurna Finance Pvt. Ltd. 1.5 1.8 1.9 2.3 23 NA: 15.1%l

1 i

Samasta Microfinance Ltd. 1.0 15 1.6 1.8 23 19, 21.2%!

i I

Satin Creditcare Network Ltd. 32 3.1 2.7 2.5 24 2.3 -7.4%!

1 1

Svatantra Microfin Pvt. Ltd. 0.6 1.0 13 1.7 1.8 NA | 42.3%!

1 1

Spandana Sphoorty Financial Ltd. 2.5 2.6 2.5 2.3 2.0 221 -2.2%:
)

Belstar Microfinance Ltd. 0.7 1.2 1.4 1.8 1.8 NA'I 38.3%:
1

Bandhan Bank 13.1 15.4 17.5 19.8 20.2 20.7 1 14‘8%:
1

Equitas Small Finance Bank NA 2.4 39 5.7 NA NA: N/-\I

Ujjivan Small Finance Bank 4.6 53 5.9 6.5 6.6 6.9 : 12.0%:

Utkarsh Small Finance Bank 2.0 2.8 2.9 3.1 NA NA: 16.2%:

I

Suryoday Small Finance Bank 1.2 1.5 1.5 1.9 2.0 2.1 :_ 18.6%,

Source: RHP, Company data, HTI Research
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Disbursals & ticket size:

As per CRIF, over FY19-22, the microfinance industry has reported a mere 5.5% CAGR in
disbursals ticket size to Rs 40.3k as on Mar-22. The muted growth in disbursals ticket size
was on the back of a continued decline in ticket sizes by banks (-4% CAGR) to Rs 40.5k.
However, SFBs and NBFC-MFIs reported a CAGR of 14.7% and ~12% to Rs 45.9k and Rs 38.2k
respectively. As on June-22, the industry disbursal ticket size has remained stable at Rs ~40k
with banks reporting a further decline to Rs 37.9k; where-as SFBs ticket size further inching
up to Rs 46.4k. NBFC-MFlIs ticket size was stable at Rs 38.5k. As per CRISIL, the NBFC-MFI
segment is expected to report a mere ~4-5% CAGR in disbursals ticket size over FY22-25E to
Rs 45k.

Figure 14: 45% of loans disbursed to ticket size Rs30-50k while ~78% loans disbursed to ticket size Rs 25-75k

Disbursals ticket size
(vol in lakh)
<=15K

15K-25K
25-30K
30-50K
50-75K
75K-1L
1L+
Disbursals ticket size (%)
<=15K
15K-25K
25-30K
30-50K
50-75K
75K-1L

1L+
Source: CRIF, HTI Research
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Q3FY20

12.3
19.5
68.6
44.5
32.1
10.9

6.6
10.4
36.5
23.7
17.1

5.8

Q4FY20 Q1FY21 Q2FY21 Q3FY21 Q4FY21  QI1FY22 Q2FY22 Q3FY22  Q4FY22  Q1FY23
11.5 6.8 14.8 48.3 31.3 14.5 31.1 19.6 214 1 101 i
18.6 7.0 15.8 21.7 24.9 8.8 22.5 14.8 191 | 123 -
68.9 1.8 17.7 36.5 49.3 14.2 37.3 38.6 417 | 220}
44.9 4.4 36.9 63.0 84.5 24.6 68.2 63.1 81.9 i 56.2 i
38.4 1.3 7.5 16.6 26.5 8.9 19.8 22.2 267 | 18.91
14.6 2.8 6.2 12.0 28.3 6.0 7.8 10.7 i 5.3 i

- 0.7 1.3 3.6 0.6 0.7 1.3 1.9 : - :
i i

5.8 30.5 15.4 24.9 13.5 19.5 16.7 11.7 10.5 i 8.1 i
9.4 31.0 16.4 11.2 10.7 11.8 12.1 8.8 9.4 | 9.81
35.0 7.9 18.4 18.8 21.2 19.1 20.1 23.1 205 | 17.6}
22.8 19.8 38.3 32.6 36.4 33.1 36.8 37.7 40.3 i 4s.oi
19.5 6.0 7.8 8.6 11.4 12.0 10.7 13.2 131 | 152 !
7.4 2.9 3.2 5.2 3.8 33 4.7 53 1 42!
- 0.7 0.7 1.5 0.8 0.4 0.8 0.9 i -

Figure 15: NBFC MFI player Disbursement ticket to see 4-5% CAGR growth (FY22-25)

CAGR: 4-5% (FY22-25) 45
) 39
2% \Y’\“‘% ¥ 5
O\GR Al
28 30
23 I I
FY18 FY19 FY20 Fy21 FY22 FY25P

M Size of NBFC-MFI players Ticket (in thousands)
Source: RHP, Company data, HTI Research

FUSION has remained conservative and has gradually increased the disbursal ticket size over
the last several years. The co’s avg. disbursals ticket size over FY19-22 has grown at ~11%
CAGR to Rs 35.7k vs. the other NBFC-MFI peers growing in the range of 3-24% CAGR (Rs 34.2k
to Rs 45k) and industry growing at 11.7% CAGR to Rs 39k.
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Figure 17
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Mar-20

Source: RHP, Company data, HTI Research
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As on June-22, the avg. disbursals ticket size has increased a mere ~2% QoQ to Rs 36.3k vs.
peers reporting a growth of -13.4 to 38.4% QoQ to be in the range of Rs 28.9k-54.0k. Despite
the increase, the avg. disbursals remain below the industry avg of Rs 40k. Further, as on Sept-
22, the avg. disbursals ticket size for FUSION has remained flat QoQ at Rs 36.2k.

Figure 16: FUSION vs. peers Avg. disbursals ticket size (Rs)

Top 10 NBFC-MFI CAGR
op WS FY19 FY20 FY21 (FY19-22)

CreditAccess Grameen Ltd. 21,379 20,000 35,938 37,576 : 32,546 20.7%:
Fusion Microfinance Pvt. Ltd. 26,427 29,801 32,113 35,668 : 36,365 10.5%:
Asirvad Microfinance Ltd. 20,466 22,628 29,268 39,070 E 54,063 24.1%i
Muthoot Microfin Ltd. 31,161 33,164 33,855 34,252 E 28,948 3.2%:
Annapurna Finance Pvt. Ltd. 31,338 35,207 35,989 40,198 : 52,251 8.7%i
Samasta Microfinance Ltd. 27,072 27,279 33,900 39,294 i 39,116 13.2%:
Satin Creditcare Network Ltd. 26,723 31,486 33,113 42,110 : 41,252 16.4°oi
Svatantra Microfin Pvt. Ltd. 29,995 36,252 36,517 37,399 i 35,959 7.6%i
Spandana Sphoorty Financial 26,279 34,308 45,318 45,025 : 40,458 19.7%:
Belstar Microfinance Ltd. 29,355 30,747 34,430 35,025 i_ _ _31,8_15 [ _6_.1_%5

Source: RHP, Company data, HTI Research

With a strong borrower addition and a mere 12/10% growth in avg. disbursals per borrowers,
FUSION reported a healthy disbursals CAGR of ~50% and 67% over FY17-22 and FY13-22
respectively to Rs 61.8bn. The large proportion of disbursals (~98%) is towards the
microfinance loans (MFI), where-as a mere 2% of disbursals are contributed by MSME
(started in FY21).

As per the mgmt., the large proportion of disbursals are towards the income generating loans
(w/w agri and allied segments has a higher share). Where-as the other product segments i.e.
top-up and cross sell loans has a very small contribution.

As on June-22, the majority of disbursement were towards income generating Agri and Allied
(Rs 15.71bn; 78% of total disbursement) segment.

However, the disbursals per borrowers has grown at a mere 3% YoY (flat FYTD), which has
led a 27% YoY rise in overall disbursals to Rs 20.5bn. However, the disbursals have grown
~70% YoY for 1HFY23 to Rs 40.4bn. The strong disbursals growth for FUSION (esp. in 1Q) was
despite impact due to implementation of RBI’s revised guidelines.

: Disbursement MoM : Higher vs. peer covid levels

Impacted
due to covid

jun20 | 181.6

Bounce back post covid 1.0

Bounce back post covid 2.0

n
~
~
00 < <) ) <} © n o ~ ~ — ~
) o on P 5 n < — ) I < =)
& o 2 o 0 [59] < Q = °° @
S 4 ™ (3 2 = Q Sl o) e
<o G = < n © ) © ~ © ©
o o o - — - — I o~ o o~ o~ ~
N I ~ N o N ~ ~ ~ ~ ~ ~ ~
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Figure 18: Disbursement : healthy growth over the last three years
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20,0 38.1 16.7
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10.0 6.0 83 28.5
3.1 20
0.6 17 B l
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FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22  H1FY23

EEEEE Disbursement (Rs bn) YoY growth (%)
Source: RHP, Company data, HTI Research; Note: 3yr CAGR denotes FY19-FY22, Syr CAGR denotes FY17-FY22 and 9yr CAGR denotes FY13-FY22

Figure 19: Industry Disbursements: NBFC-MFI continues to gain M-share
Disbursals Lender
Type Mix (Rs bn)

Q4FY19  Q1FY20 Q2FY20 Q3FY20 Q4FY20 Q1FY21  Q2FY21  Q3FY21  Q4FY21  Q1FY22  Q2FY22 Q3FY22  Q4FY22  Ql1FY23

Banks 332.8 243.8 263.4 291.5 354.5 42.9 167.0 299.6 455.6 145.3 260.3 257.5 3229 § 1712
] 1
NBFC MFI 203.5 160.4 179.1 188.8 202.1 5.7 98.6 194.6 245.7 61.6 214.2 208.3 2635 1 17591
1 1
SFBs 98.4 78.1 93.1 101.8 106.0 12.8 40.4 76.1 116.1 34.5 121.2 111.7 127.4 : 84.4:
Others 56.2 45.6 51.5 51.9 58.3 2.5 29.5 52.7 85.6 22.3 58.2 82.0 105.2 : 66.4:
Total 690.9 527.9 587.0 633.9 720.9 63.9 335.6 623.0 903.0 263.6 653.8 659.4 819.0 : 497.9:
1 1
1 1
1 1
M-share (%) 1 1
Banks 48.2 46.2 44.9 46.0 49.2 67.1 49.8 48.1 50.5 55.1 39.8 39.1 39.4 : 34.4:
1 1
NBFC MFI 29.5 304 30.5 29.8 28.0 8.9 294 31.2 27.2 234 32.8 31.6 322 1 3531
] 1
SFBs 14.2 14.8 15.9 16.1 14.7 20.1 12.0 12.2 12.9 13.1 18.5 16.9 15.6 : 17.0:
Others 8.1 8.6 8.8 8.2 8.1 4.0 8.8 8.5 9.5 8.4 8.9 12.4 12.8 : 13.3:
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 L 100.0_:

Source: CRIF, HTI Research
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Figure 21: MFI GLP is expected to grow at 18-20% CAGR (FY22-25)

INITIATE WITH OUTPERFORM

AUM: Growth to remain robust

Despite the challenging times (AP crises, loan waivers, Demonetisation, NBFC liquidity issues,
regional floods and COVID) over the last 13yrs, the microfinance industry has remained
resilient and delivered 34.6% AUM CAGR to Rs 2,854bn and has 61mn live customer base
with 119mn active loans as on Mar-22.

Figure 20: MFI industry shown resilience over the past decade

National farm Covid- 19
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) L
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Source: RHP, HTI Research

As per CRISIL, the MFI Industry is expected to grow at 18-20% CAGR over FY22-25, led by
faster growth of ~20-22% CAGR in the NBFC-MFI segment. Further, the key drivers behind
superior growth include increasing penetration into the hinterland and expansion into newer
states, faster growth in rural segment, expansion in average ticket size, and support systems
like credit bureaus.

Figure 22: NBFC MFI is expected to grow at 20-22% CAGR (FY22-25)
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Source: RHP, Company data, HTI Research Source: RHP, Company data, HTI Research
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Figure 23: NBFC MFI market share rise to 38% by FY25P
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Source: RHP, Company data, HTI Research

With a continued branch expansion, addition in new borrowers and healthy disbursals trends,
FUSION has reported AUM CAGR of 55% and 70% over FY17-22 and FY13-22 respectively to
Rs 67.9bn. Further, the AUM has inched up to ~Rs 80.5bn as on Sept-22 i.e. 55% YoY, ~9%
QoQ and 19% FYTD.

As seen in disbursals, the large proportion of loans is towards the microfinance segment i.e.
~98% and MSME contributes a mere 2% of total AUM. Within the microfinance segment,
~96% of AUM comprises of four major income generating loans products i.e. towards Agri.,
Mfg., Trade and Services. The other loan products i.e. top-up and cross sell loans form sub
0.4% each for the co.

Figure 24: FUSION: Strong AUM CAGR ,,—"""\
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Source: RHP, Company data, HTI Research; Note: 3yr CAGR denotes FY19-FY22, Syr CAGR denotes FY17-FY22 and 9yr CAGR denotes FY13-FY22

Figure 25: FUSION AUM growth remain higher compare to CREDITACCESS
142.8

54.5
46.3
36.5
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33.1 133
24.0
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—&— FUSION- AUM growth (%) CREDITACCESS- AUM growth (%)

Source: RHP, Company data, HTI Research
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FUSION has a strong presence in states like BR, UP, OR, MP etc which have relatively lower
contribution in the overall industry loans and significantly under-penetrated. As per MFIN
and CRISIL, these states are penetrated in the range of a mere 13-28%.

Figure 26: Underpenetrated states to drive growth for MFI

0%
Jammu & Kashmir Himachs Pradesh
>
- Uttarskhand
24% g v
- 3 s Prarkhand
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- Vi E A% 2 K
X \ﬁ
2% 13% =) o

Tripurs

Underpenctrated states (up to 17%)
Modecrately penctrated states (17-36%)
Highly penetrated states (>36%)

B Notc dered for analysis

Source: MFIN, CRISIL Research

Source: RHP, Company data, HTI Research; Note: Penetration has been computed by dividing number of unique active MFI borrowers by estimated
number of households in March 2022

Figure 27: UP, MP, BR, OR GJ, and RJ remain underpenetrated market and has huge potential to grow

Fusion "
Branches .

TN TR OR KTK

Source: RHP, Company data, HTI Research
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Given the lower penetration in key states, further deepening in various geographies and a
marginal rise in ticket sizes, we have factored AUM CAGR of ~29% over FY23-25E. As per the
mgmt., FUSION will not be adding any other products and will continue to focus on MFI and
MSME in the near term. However, by FY25E, the MSME segment will relatively have a higher
share in the overall AUMs.
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Figure 28: AUM: Healthy growth to continue
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FUSION’s avg. ticket size on o/s AUM has grown at ~12.5% over FY13-22 and ~15% CAGR
over FY17-22 to Rs 24.4k. Over FY19-22, FUSION’s avg ticket size has grown at 12.5% vs.
NBFC-MFI peers reporting a CAGR of 4-21%. FUSION’s average ticket on o/s AUM as on June-
22 is the fourth lowest (Rs 24.3k) amongst the top 10 NBFC-MFI peers.

We like FUSION’s conservative approach of having lower ticket size loans and not focusing
on increasing market share (at the cost of quality). With this we believe FUSION is a perfect
blend between risk and growth.

Figure 29: FUSION vs. peers avg portfolio outstanding per a/c

CAGR
FY19 FY20 FY21 (FY19-22)
1

Top 10 NBFC-MFIs

CreditAccess Grameen Ltd.
Fusion Microfinance Pvt. Ltd.
Asirvad Microfinance Ltd.
Muthoot Microfin Ltd.
Annapurna Finance Pvt. Ltd.
Samasta Microfinance Ltd.
Satin Creditcare Network Ltd.
Svatantra Microfin Pvt. Ltd.
Spandana Sphoorty Financial

Belstar Microfinance Ltd.

Source: RHP, Company data, HTI Research

14

17,288 17,920
16,771 19,539
13,146 14,570
23,150 21,833
19,776 22,672
20,458 18,653
17,682 19,974
21,011 10,661
14,723 22,300
21,283 13,723

2688 30223' 3139 20.5%!
21,550  23873; 24,309 12.5%,
15,866 19,749 E 20,408 14.5%5
21,840 22,889, 22,143 -0.4%,
23,537 26,469 E 27,201 10.2%5
23,734 29,7701 29,244 13.3%,
24,419 24,246 E 25,135 11.1%E
13,114 26,581 i 25,739 8.2%,
31,012 24,753 | 24,697 18.9%i
18,635 23,686 ;_ 23,639 3.6%)
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Diversified AUM Mix

At the industry level, the MFI portfolio remains concentrated with top 10 states having ~83.8%
share in the overall GLP as on Q1FY23 vs. 80.4% in Q1FY22 with TN (14.0%, +140bps), BR
(12.7%, +150bps) and WB (11.0%, -260bps) being the largest contributor. MFI sector as a
whole is dominated by eastern region with 32.6% vs. 33.1% QoQ (where-in Banks have 43.2%
share and NBFC-MFI have 28.2%) followed by southern region with 26.7% (where SFBs have
~36.3% share).

Figure 30: Industry Portfolio mix state wise (%)- top 10 states contribute ~84%

6 5 4 4 4 4

4 5 3 5 2 i 4 4 5 5

6 6 6 4 6 5 3 6 3

6 3 6 A 6 5 6 6 3 3
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Source: CRIF, HTI Research; Note- CRIF has stopped providing data for AS from Dec’21, instead it provides data for KL

With the diversified regional presence, FUSION has very well spread AUM mix, with no state
contributing more than 20% of the total AUM (max limit for each state, as a risk practice) and
no district contributing 3% of total loans. Further, the share of top 5 states (AUM wise) have
gradually reduced to 66.1% as on Q1FY23 from 75% in FY18 and 94.6% in FY16. However, we
note that the share of top 5 states has marginally increased to ~67% as on Sept-22 with the
top two states i.e. BR and UP contribute ~19.5-19.8% each of the total AUMs.

While the top states are near the threshold limits of ~20%, they are expected to continue
their growth momentum and relatively newer states like RJ/GJ/PB are expected to report a
faster growth. As per the mgmt., the new branches added over the last three years,
contribute a mere 25% of the total business, where-as the vintage branches contribute the
remaining 75%, thus having enough headroom for future growth.

Figure 31: Top 5 states forms 66.1% as on Q1FY23 and ~67% in 2QFY23

AUMstatewise FY19 FY20 FY21 FY22 Q1FY23

Bihar 19.8% 18.9% 18.3% 18.7%! 19.2%
Uttar Pradesh 17.8% 16.7% 16.9% 18.1%, 19.2%
Odisha 14.0% 13.7% 13.5% 11.6% 11.4%
Madhya Pradesh 12.4% 10.2% 9.5% 9.3%5 9.1%:
Tamil Nadu 2.1% 5.1% 6.4% 7.7%! 7.2%
Punjab 7.7% 8.5% 7.8% 6.8%: 6.5%
Rajasthan 4.0% 4.3% 5.6% 6.8%! 6.7%
Haryana 8.3% 7.6% 6.7% 5.7%| 5.3%
Jharkhand 4.5% 4.5% 4.6% 4.7%, 4.8%
Uttarakhand 3.4% 3.0% 2.9% 2.7% 2.6%
Gujarat 0.6% 1.5% 1.8% 2.3%5 2.3%E
Chhattishgarh 1.6% 1.6% 1.8% 1.9%! 2.04
West Bengal 1.8% 2.0% 1.8% 1.6%! 1.5%
others 2.1% 2.4% 2.5% 2.2%" 2.1%

Source: RHP, Company data, HTI Research
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Figure 32: Top 5 states concentration

74.0%

FY17

Source: RHP, Company data, HTI Research

75.0%

FY18

72.3%

FY19

68.0%

FY20

INITIATE WITH OUTPERFORM

65.9%

FY21

B Top 5 states concentration

65.3%

FY22

66.8%

H1FY23

Figure 33: AUM contribution state wise (%): CREDITACCESS largely has south based exposure; FUSION

well diversified
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Further, despite the faster AUM CAGR over the last couple of years, FUSION’s Market-share
in the NBFC-MFI space remains at a mere 7%.

Figure 34: FUSION M-share (amongst NBFC-MFIs) at a mere 7%, despite the faster growth
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Source: RHP, Company data, HTI Research: Note: data as per Q1FY23
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Fusion Micro Finance Ltd (FUSION IN) INITIATE WITH OUTPERFORM

We also note that despite the perceived higher contribution of 20% in respective state,
FUSION’s overall market-share in its top statesi.e. BR (3.9%), UP (5.7%), OR (4.9%), MP (3.8%),
still remains on a relatively lower side. Further the contribution from these states on overall
microfinance portfolio still remains on the lower side, esp. for states like UP, MP and OR;
which provides room for growth.

Figure 35: State wise FUSION market share (%) continues to rise; but enough room to further increase
5.7

3.9 38 37
133
0.
0. 02 O 1 0.2
0.1 0.2
I --I -

EFY20 WFY21 EFY22 Q1FY23
Source: RHP, Company data, HTI Research

Figure 36: State wise market share (%): FUSION has lower M-shares within states

Market share (%) FUSION CREDITACCESS UJJIVAN SURYODAY UTKARSH

Tamil Nadu 1.3 8.1 4.4 1.9 -
West Bengal 0.4 - 4.4 - -
Bihar 3.9 - - - 10.0
Maharashtra 0.2 14.4 4.6 3.9 4.4
Uttar Pradesh 5.7 = = = 11.4
Madhya Pradesh 3.8 6.3 - 1.3 -
Odisha 4.9 - - 3.4 -
Karnataka - 22.2 6.3 1.1 -

Source: CRIF, Company data, HTI Research; Note: data as per Q1FY23 and for UTKARSH as per FY22
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Fusion Micro Finance Ltd (FUSION IN) INITIATE WITH OUTPERFORM

Geographical diversification and extensive pan India presence

FUSION is one of the few NBFC-MFIs that has started diversification from initial days’ unlike
peers, which started with concentration in couple of states. FUSION, choose north India and
rural areas to start it business operations. Further, with a focus on diversification, FUSION
moved from North India (UP/ BR) to South India (TN) and now is diversified across 19 states.

FUSION has strong focus on reducing state concentration risk through expansion into new
states and deepening and widening reach into untapped markets in a strategically controlled
manner.

With this strategy, over the years, FUSION has expanded its footprint from 21 branches in 4
states in FY13 to 934 branches in 18 states and UT in FY22 and further to 19 states/UTs and
1,031 branches as on Sept-22.

As a result of expansion efforts, as of Sept-22, no single state contributes more than 20% of
total AUM and no district contributes more than 3%. FUSION is gradually reducing the
dependence on 5 states with its share falling to 66.8% respectively from 75% in FY17. Further,
the share of top 50 large districts has dipped to ~37.9% as on June-22 vs. 87.6% in Mar-16.

As per CRISIL, FUSION has the fourth lowest AUM per district and second lowest AUM per
borrower amongst the top ten NBFC-MFls, as on Mar-22.

As per the mgmt., from here-on the co. will further expand only in couple of additional states
and look for further deeper penetration in the existing states i.e. have branches in the radius
of 30-35km (similar what the co. currently has in BR — given its deep understanding about
the state).

We like the company’s geographical diversification and deeper penetration strategy, which
will enable the co to deliver superior growth without increasing the risk (i.e. increasing
ticket sizes, significantly).

As mentioned earlier, FUSION has a relatively higher and strong branch network is states,
which relatively have a lower contribution to the overall microfinance portfolio (at the
industry level) and are significantly under-penetrated.

Figure 37: FUSION: Continued branch additions Figure 38: And expanding the state presence (m———
fm——— 1
1 I 19.0
;1031 80 180! |
934 | I ! I
| 1 ! 1
1 ! : 1
1
725 : . . :
| 1 ! 1
591 X | ! I
504 I 1 ! |
1 ! : 1
359 ! X . !
249 I ! . I
1 ! 1
150 | 1 ! .
1
oo g 2 B 2 B
m B : ! i !
FYl4  FYiS FY20 FY21  FY221H1FY231 FYL5 FYL6 FY17 FYl8 FYL9 FY20 FY21 FY221HIFY23,

Source: RHP, Company data, HTI Research
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Figure 39: Branches state wise: UP, RJ, TN and GJ saw higher branch addition over last 4 yrs

Branches state wise FY19 FY20 FY21 FY22 Q1FY23 Q2FY23

14.0% :

Bihar 15.1%
Uttar Pradesh 14.3%
Odisha 14.5%
Madhya Pradesh 14.5%
Tamil Nadu 4.0%
Punjab 5.4%
Rajasthan 6.0%
Haryana 5.2%
Jharkhand 5.2%
Uttarakhand 2.6%
Gujarat 2.2%
Chhattishgarh 3.0%
West Bengal 2.8%
Assam 3.2%
others 2.4%

Source: RHP, Company data, HTI Research

Figure 40: Branches vs. Peers
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1
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1
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1.9%:

3.6%1

1
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1
1.6%,
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No of branches FY20 FY21 FY22 Q1FY23 QZFYZS:

CreditAccess Grameen Ltd.
Fusion Microfinance Pvt. Ltd.
Asirvad Microfinance Ltd.
Muthoot Microfin Ltd.
Annapurna Finance Pvt. Ltd.
Samasta Microfinance Ltd.
Satin Creditcare Network Ltd.
Svatantra Microfin Pvt. Ltd.
Spandana Sphoorty Financial Ltd.
Belstar Microfinance Ltd.
Bandhan Bank

Equitas Small Finance Bank
Ujjivan Small Finance Bank
Utkarsh Small Finance Bank

Suryoday Small Finance Bank
Source: RHP, Company data, HTI Research
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Fusion Micro Finance Ltd (FUSION IN) INITIATE WITH OUTPERFORM

Rural areas: Higher focus

FUSION, too, has a higher tilt towards the rural areas. As on Jun-22, FUSION’s rural region
has ~71% share in terms of number of customers, 72.1% share in the total branches. As on
Sept-22, the share of rural areas is ~93% in total AUM.

Given the significant under-penetration in rural areas, it offers potential for healthy growth.
Further, asset quality of rural region is better than urban and semi urban region since the
FY17 due to better risk profile of customer and better credit discipline than the urban and
semi-urban region.

We believe with presence in the rural regions, deeper reach, existing client relationships and
employee base, FUSION is relatively better placed.

Figure 41: FUSION AUM region wise: ~93% AUM comprise from rural areas  Figure 42: Rural share: FUSION has higher share in rural (as on Q1FY23)

1
1
1
1
1
a
Fl

90%

84% 82%

93.0%4 35%

NDHAN
BELSTAR

FY19 FY20 FY21 FY22 Q1FY23

Q2FY23
L

BA
SPANDANA

Urban (%) M Rural (%)

CREDITACCESS

B Share of rural clients
Source: RHP, Company data, HTI Research Source: RHP, Company data, HTI Research

Figure 43: FUSION’s Branch mix: ~72% branches in rural areas

65.5% 68.9% 69.2% 71.8%

FY19 FY20 FY21 FY22

72.1%

Urban (%) MRural (%)

Source: RHP, Company data, HTI Research
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Access to diversified sources of capital

Similar to diversification of AUM across regions, FUSION has adopted a calibrated approach
towards diversify the fund raising sources and minimizing costs of borrowings with prudent
asset liability management.

We believe FUSION’s USP has been to be consistent, providing granular details to all the
lenders, and remaining transparent.

As per the mgmt., the top relations with banks (esp. large banks) is on the back of its
transparency with these lenders during the period of disruption (Demonetisation and covid).
Given this, the co. has never faced liguidity issues, even during the crisis period for NBFCs.

With this conservative approach, FUSION has been continuously widening its lender pool
with the aim of adding different types of lender. Over the years, FUSION has formed a large
and diversified mix of lenders which included 57 lenders as of June-22, comprising a range of
public banks, private banks, foreign banks and financial institutions.

According to CRISIL, FUSION has the second highest number of lender relationships among
the top 10 NBFC-MFIs in India as of March 31, 2022.

This is further evident with banks share in overall borrowings increasing to almost 80%+ vs.
30% in FY16 (w/w PSBs were at a mere 1%). As per the mgmt., FUSION despite being
relatively smaller in size (AUM wise), it was amongst the top three of the list to receive the
govt. grant during the covid period.

As on Sept-22, while the borrowing mix is tilted towards bank borrowing (~82.5%+ of the
total borrowings), it is well diversified amongst PSBs (26.8%; incl. SBIN - largest lender, BOB),
PVT Banks (34.8%; incl. HDFCB, ICICIBC), FB (13.3%, STANC) and FI (7.6%, incl. CDC group). Of
the remaining 17.5%, NBFCs (incl. BAF and SUF) contribute ~10.6% and NCDs (from overseas
investors) ~7.0%.

As of Sept-22, the company maintained a comfortable liquidity buffer of Rs 10.3bn and
further, have Rs 32.5bn sanctions in hand and Rs 45.0bn of proposal in pipeline.

Figure 44: Borrowing: growing in tandem with AUM

70,000 129.7 E CAGR: 3yr- 25.4%, 5yr- 43.8%, 9yr- 67.7% '55,466 140
N i
60,000 >7,158 120
1015 98.5
50,000 85.1 83.3 44,323 100
40,000 70.3 30
29,286 29,737 54.4
30,000 9.0 60
20,000 15,980 30.3 40
9,381
10,000 5,069 20
552 1,112 2554 I
B — — - [ | K= 1.5 0

FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22  H1FY23
EEE Borrowings (Rs mn) growth YoY (%)
Source: RHP, Company data, HTI Research; Note: 3yr CAGR denotes FY19-FY22, S5yr CAGR denotes FY17-FY22 and 9yr CAGR denotes FY13-FY22

11 Dec 2022 21 & znan



Fusion Micro Finance Ltd (FUSION IN) INITIATE WITH OUTPERFORM

Figure 45: Borrowing mix: well diversified across lenders

_— 13.3% 2L 20.2% 26.8%
[ ¢4 | 1525 11.7% 9.9% 7.6%
FY19 FY20 FY21 FY22 Q1FY23 Q2FY23
B Development financial institutions M Public banks Private banks M Foreign banks u FPI/I;C-D - -I-NB_FC

Source: RHP, Company data, HTI Research

Figure 46: Borrowing mix vs. peers: FUSION is well diversified with 57 lenders; 2" highest amongst peers

3 B Bonds & Loans from Bank Commercial Number of
CHETE | ) Debenture s | Banks & Fl's Overdraft Paper Others lenders

CreditAccess Grameen Ltd. 13.1% 84.9% 2.0% i 43.0:
Fusion Microfinance Pvt. Ltd. 16.4% 82.2% - 1.5% - - 57.0:
Asirvad Microfinance Ltd. 30.7% 69.3% - - - - i 60.0;
Muthoot Microfin Ltd. 16.3% 72.2% - - 1.2% 10.3%! NA,
Annapurna Finance Pvt. Ltd. 29.5% 60.9% - 9.5% 0.1%: NA:
Samasta Microfinance Ltd. 10.9% 88.5% 0.1% 0.5% : NAI
Satin Creditcare Network Ltd. 25.3% 55.8% 3.6% 5.6% 0.5% 9.3%: 56.0E
Spandana Sphoorty Financial Ltd. 48.4% 51.6% = - - - i 39.0:
Belstar Microfinance Ltd. 29.5% 60.9% - 9.5% - 0.1% 4 f.g:

Source: RHP, Company data, HTI Research
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Rating: Recently upgraded

INITIATE WITH OUTPERFORM

The company’s long-term credit ratings have improved from a rating of “BBB” by CRISIL as of
March 31, 2016 to a rating of “A-" by CRISIL. Further, recently, in Nov-22, CRISIL has upgraded
its long term rating to A/ stable from A-/ stable and for Rs 500mn NCD to A/ stable (from A-

/stable).

CARE has assigned a grading of “MFI 1” or “MFI One”, which is the highest available grading
on an eight-point scale. M-CRIL has awarded a score of 96.00% on the Code of Conduct

Assessment for MFls in India.

Top 10 NBFC-MFls

CreditAccess Grameen Ltd.

Fusion Microfinance Pvt. Ltd.

Asirvad Microfinance Ltd.

Muthoot Microfin Ltd.

Annapurna Finance Pvt. Ltd.

Samasta Microfinance Ltd.

Satin Creditcare Network Ltd.

Svatantra Microfin Pvt. Ltd.

Spandana Sphoorty Financial Ltd.

Belstar Microfinance Ltd.

Source: RHP, Company data, HTI Research
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Figure 47: Rating vs comparable peers
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ALM: Positive across buckets
As of Sept-22, FUSION has favorable asset-liability positions and positive interest rate gaps
across all time buckets.

Figure 48: Duration (yrs) remain at 1.3/1.1 yrs for Borrowing and advances as of Q1FY23

2.1
2.0 o
1 1
1 1
I 1
13 ! !
1.3 1.2 11 . 1.2 : 1.3 :
1.0 1.0 1.1 \ 1.1 .
0.9 1 1
0.7 I 1
1 1
I 1
1 1
1 1
I 1
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FY17 FY18 FY19 FY20 FY21 FY22 : Q1FY23 1
1

B Borrowing Advances
Source: RHP, Company data, HTI Research

Figure 49: ALM borrowing: 77% of borrowings between 3M-3Yrs Figure 50: ALM: 82.9% of AUM between 3M to 3yrs
1to 7 days - - - - 1.2 0.3 1to 7 days - - - - 1.3 1.5
8-14 days - - - - 1.4 1.7 8-14 days - - - - 1.5 1.5
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2-3 mnths 2.8 2.6 3.7 5.9 4.9 5.9 2-3 mnths 8.5 5.6 6.3 7.6 5.6 5.4
3-6 mnths 9.7 10.4 17.1 17.5 16.3 18.0 3-6 mnths 21.7 17.7 19.9 18.6 16.4 16.0
6-12 mnths 17.5 19.1 22.8 30.2 25.5 23.0 6-12 mnths 26.2 33.1 32.3 32.8 29.0 28.7
1-3 years 41.4 39.9 40.6 39.6 38.8 36.4 1-3 years 18.0 32.2 26.6 40.9 37.4 38.2
3-5years 7.6 11.5 6.0 2.9 3.2 4.5 3-5years o - = 0.0 0.0 0.1
+5years 16.0 11.1 - 0.1 3.3 0.9 +5years - = - - 0.0 0.1

Source: RHP, Company data, HTI Research
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Figure 51: Positive ALM
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Capital: Well-placed

Along with the large no of lending relationships, FUSION also benefits from support of
marquee investors, including Warburg Pincus LLC (holds 39.4% stake), and Creation
Investments Fusion, LLC (holds 23.7% stake). These both marquee investors are FUSION’s
promoters.

As on Sept-22, FUSION’s CRAR stood at 21% (doesn’t include the fund-raise). The co. has
recently raised Rs 6bn through fresh issue which will further boost its CRAR/Tier I. As per
prudent policy, the mgmt. intends to maintain CRAR at >20% i.e. well above the regulatory
requirement of 15%, at any given point. We believe, FUSION is well placed with capital to
capture the huge growth opportunity and absorb any asset quality related shocks.

We further believe despite the higher growth (30% CAGR), FUSION will be relatively better
placed and won’t require additional funds over the couple of years, given superior CRAR
and return ratios.

Figure 52: CRAR at 21% (1H no’s doesn’t include fund raise of Rs 6bn in Nov-22)

35.8
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Source: RHP, Company data, HTI Research; Note: H1FY23 Tier | denotes Q1FY23 number
Figure 53: RWA/assets (%) rises to 90.4% in Q1FY23
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Figure 54: CRAR vs. comparable peers

Capital adequacy ratio FY20 FY21

CreditAccess Grameen Ltd.
Fusion Microfinance Pvt. Ltd.
Asirvad Microfinance Ltd.
Muthoot Microfin Ltd.
Annapurna Finance Pvt. Ltd.
Samasta Microfinance Ltd.
Satin Creditcare Network Ltd.

Svatantra Microfin Pvt. Ltd.

Spandana Sphoorty Financial Ltd.

Belstar Microfinance Ltd.
Bandhan Bank

Equitas Small Finance Bank
Ujjivan Small Finance Bank
Utkarsh Small Finance Bank

Suryoday Small Finance Bank

Source: RHP, Company data, HTI Research; Note: FUSION as on Sept-22, doesn’t include the recent fund raise

15-Nov-22 30.0
20-Dec-19 18.1
5-Dec-18 20.8
15-Oct-18 0.6
16-Jul-18 0.6
8-Feb-18 1.8
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11-May-16 53
19-Jun-15 2.0
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23-Mar-10 0.1
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Source: ACE Equity, RHP, Company data, HTI Research; IPO includes OFS of Rs 5,040mn.
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Figure 55: FUSION: Historical Fund raise
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Fusion GNPA vs Industry
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Bihar Uttar Fradesh Odisha
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Source: RHP, Company data, HTI Research; June-22

Asset quality: gradually Improving

Even as the microfinance sector faced various challenges over the last 10-12yrs and despite
being an unsecured loan, the Microfinance sector has shown the resilience and bounced back
sharply.

The sector reported a steep rise in PAR 30 and Par 90 during the covid period, with PAR
touching peak of >15% in June-21 and PAR 90 touching 4.4% in Mar-21. Since then, the
industry has sharply bounced back with PAR 30 declining to 5.8% and PAR 90 at ~2.2% as on
June-22. We believe this has further improved in Sept-22 and the trend is expected to
continue. We note that, while the sector has seen a sharp improvement in PAR levels, it
still remains higher vs. the pre-covid levels of ~<2% and <1% for PAR 30 and PAR 90
respectively.

However, we also note that the w/os for the sector has been relatively elevated at 4.5-5.7%
over the last few quarters and remains significantly higher vs. pre-covid levels of avg. ~1.1%

Figure 56: Industry Value Delinquency 1-30 (%)- improves across states Figure 57: Industry Value Delinquency 30+ (%)-improves across states QoQ
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Figure 58: Industry Value Delinquency 90+ (%)- improves across states QoQ  Figure 59: Industry Value Delinquency 180+ (%)- Worsens across all states, ex.
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Figure 60: Industry Delinquency improves for 30/90+ DPDs; W/os rise QoQ

Delinquency Trends Sep-18 Dec-18 Mar-19 Jun-19 Dec-19 Mar-20 Jun-20 Dec-20 Mar-21 Jun-21 Dec-21 Mar-22
304% 2.9% 2.0% 2.8% 1.0% 1.3% 1.9% 2.3% 0.9% 2.4% 14.1% 9.5% 15.0% 10.4% 9.2% 6.0% 5.8%
90+% NA NA NA NA NA NA 0.8% 0.7% 0.5% 3.7% 4.4% 3.3% 3.3% 3.7% 2.7% 2.2%
1804% 5.5% 5.1% 4.6% 4.3% 4.5% 4.4% 4.1% 3.0% 3.2% 3.7% 4.4% 6.9% 8.0% 9.3% 8.4% 9.1%
Write-off (%) 1.1% 1.1% 1.1% 1.3% 1.3% 1.4% 1.6% 2.9% 3.2% 3.0% 3.1% 5.0% 5.1% 4.4% 4.8% 5.7%
Source: CRIF, HTI Research
Figure 61: Industry PAR 90+ remains higher in north east, south and west Figure 62: Industry PAR 90+: higher in north east in FY22
125 13.1
11.6 29.8
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>4 12.4 12.5
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I I ] I
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B PAR 90+ (Average FY18-22)(%) B PAR 90+ (FY22) (%)
Source: RHP, Company data, HTI Research Source: RHP, Company data, HTI Research
Figure 63: Industry Asset quality: elevated in semi urban areas in FY21 and FY22
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FUSION’s robust risk management policies and underwriting processes, such as extensive
customer assessment methodologies and monitoring systems, along with the diversified
regional balance have resulted in healthy portfolio quality performance.

Its customer due diligence procedures encompass multiple levels of checks and controls
designed to assess the quality of customers and to confirm that they meet our stringent
selection criteria, and include comprehensive evaluation of repayment capacity and detailed
cash flows analysis of the customer. Further, FUSION, utilizes credit bureau data to verify
customer details and obtain information on past credit behavior. 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.
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FUSION: PAR 30+ and PAR 90+
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FUSION: Non Paying customers
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Source: RHP, Company data, HTI Research
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Incrementally, FUSION does loan utilization checks, where-in the relationship officers visits
the borrowers’ household or place of business to verify whether the loan funds received have
been used for the purpose that the borrower stated in her loan application. Each relationship
officer is required to conduct loan utilization checks for 100% of the loans sourced by him in
the previous month, and branch managers are required to conduct loan utilization checks for
a sample of 25% of loans sourced from within his designated area in the previous month.

In the initial days (2010), FUSION followed a weekly collection policy, similar to its
comparable peers. However, post the various surveys with the then existing borrowers and
the feedback received, FUSION has shifted to fortnightly or monthly collection methodology.

As per the mgmt., even after shift it has not impacted the overall collections nor it has
impacted the asset quality performance. Further as per the mgmt., this was due to a
continued interaction (being in-touch) with the borrowers.

With the stringent process, the FUSION’s GNPA has remained well within the manageable
levels, despite the disruptions like demonetisation and the pandemic. FUSION’s avg. GNPA
stood at 3% over FY17-22, which is-line with the avg. of NBFC-MFIs and lower vs.
microfinance linked banks/SFBs avg. of 4.2%.

Despite the sectoral headwinds and destructions, FUSION has reported superior asset quality
performance with highest GNPAs reported at ~5.7% in FY21 during the pandemic and sub 4%
in FY18 post the demonitisation impact, which we believe is commendable. However, it is
partially aided by higher w/os as well (as seen for the industry).

Further, if we compare the asset quality deterioration over the pandemic (FY21-22), FUSION
is relatively better vs. many of the NBFC-MFIs and Banks /SFBs.

While the asset quality has improved, it is higher at 3.8% as on Sept’22 vs. the pre-covid
levels. As of Sept-22, PAR 30+ stood at 4.7% (1.6% in FY20) and PAR 90+ were 3.83% (1.12%
in FY20). Further, as of June-22, zero-paying customers accounted for 5.92% of total
customers (2.66% in FY20) and 3.27%% of total AUM (1.75% in FY20). State wise, GNPA in
state of UP were 1.56%, BR- 1.9%, and OR- 4.36% as of June’22.

Figure 64: Asset quality: impacted due to covid; improving gradually
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Figure 65: Asset quality (%): gradually improving
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Figure 66: W/os higher in FY22 and H1FY23; similar to industry trends
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Source: RHP, Company data, HTI Research

Figure 67: GNPA: rises during FY20-22 in line with industry peers
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Source: RHP, Company data, HTI Research
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Figure 68: FUSION NNPA remain lowers in line vs peers

NNPAratio FY17 FY18 FY19 FY20 FY21 Fy22! H1FY23

CreditAccess Grameen Ltd. 0.0% 0.0% 0.2% 0.4% 1.3% 0.9%: 0.8%:
Fusion Microfinance Pvt. Ltd. 0.1% 0.2% 0.6% 0.4% 2.2% 1.6%: 1.1%:
Asirvad Microfinance Ltd. 1.3% 0.0% 0.0% 0.0% 0.0% 0.2%: 1.7%:
Muthoot Microfin Ltd. 0.3% 2.0% 1.2% 4.1% NA 1.9%: NA :
Annapurna Finance Pvt. Ltd. 0.0% 0.3% 0.7% 0.8% 4.2% 2.9%1 NA |
Samasta Microfinance Ltd. 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%: NA :
Satin Creditcare Network Ltd. 0.3% 4.9% 2.3% -0.1% 3.3% 2.4%: 1.0%:
Svatantra Microfin Pvt. Ltd. 0.0% 0.7% 0.6% 0.7% 1.0% 1.6%: NA :
Spandana Sphoorty Financial Ltd. 1.6% 0.1% 0.0% 0.1% 1.4% 9.7%: 4.0%:
Belstar Microfinance Ltd. 0.0% 0.3% 0.1% 0.1% 0.6% 1.5%: 2.6%:
Bandhan Bank 0.4% 0.6% 0.6% 0.6% 2.4% 1.7%: 1.9%:
Equitas Small Finance Bank 1.8% 1.7% 1.6% 1.5% 1.5% 2.5%I 2.0%:
Ujjivan Small Finance Bank 0.0% 0.7% 0.3% 0.2% 2.9% 0.6%: 0.0%!
Utkarsh Small Finance Bank NA 1.1% 0.1% 0.2% 1.3% 2.3%: 1.0%:
Suryoday Small Finance Bank 3.8% 1.9% 0.4% 0.6% 4.7% 6.0%: 4.8%:

Source: RHP, Company data, HTI Research

Figure 69: FUSION impacted due to covid led to deterioration in FY21-22 vs CREDITACESS
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Collection efficiency:

FUSION’s collection efficiency continues to gradually improve and stood at to 95.2%
(June’22) vs 88.4% YoY vs 92.3% in FY22 with states like UP at 97.6%, BR at 98.1% reporting
a relatively better collection efficiency. Collection efficiency remains lower in the range of
83-94% in other states like MP at 94%, OR at 93.8%, TN at 93.1%, as of June’22.

Further as of Q2FY23, Collection efficiency excl. prepayment for portfolio disbursed between
Apr-21 and Sept-22 stands at 98.6% vs 88.6% for portfolio disbursed before Mar-21. However,

collection efficiency incl. prepayments remain higher at 108.8% vs. 105.9% for portfolio
disbursed before Mar-21.

Figure 70: Overall Collection Efficiency remain stable as of June-22 Figure 71: Overall Collection Efficiency peers
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Figure 72: Collection efficiency excluding Pre- payment Figure 73: Collection efficiency including Pre- payment
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Figure 74: Collection efficiency on a monthly basis

State wise MoM CE Apr-21| May-21 Jul-21} Aug-21| Sep-21 Feb-22 Apr-22| May-22 m

Bihar 96.7% 91.5% 94.4% 97.5% 96.7% 96.9% 96.4% 94.7% 96.3% 96.7% 97.7% 97.5% 98.1% 98.1% 98.1%
Uttar Pradesh 95.1% 89.3% 94.2% 97.3% 96.0% 96.4% 96.8% 94.5% 95.9% 96.5% 97.2% 97.1% 97.6% 97.5% 97.7%
Odisha 92.4% 86.3% 87.5% 91.4% 90.8% 90.8% 91.5% 90.2% 90.8% 92.3% 92.8% 92.6% 93.9% 93.8% 93.6%
Madhya Pradesh 86.7% 73.3% 87.0% 93.6% 92.1% 92.1% 93.6% 89.4% 90.8% 91.7% 92.5% 92.9% 94.0% 93.8% 94.0%
Tamil Nadu 94.2% 73.0% 73.0% 94.7% 96.1% 94.6% 94.3% 90.0% 92.0% 92.0% 93.8% 94.3% 93.4% 92.9% 93.1%
Punjab 86.3% 83.9% 84.5% 86.0% 85.1% 89.6% 91.0% 88.6% 89.6% 90.2% 91.3% 91.2% 93.7% 93.9% 93.5%
Rajasthan 91.9% 84.5% 92.2% 95.3% 94.3% 94.0% 94.3% 91.1% 92.7% 93.5% 94.0% 93.8% 94.5% 94.1% 94.0%
Haryana 91.1% 81.4% 87.3% 90.2% 88.2% 90.6% 90.7% 86.6% 88.3% 87.5% 89.3% 87.9% 90.6% 90.2% 89.5%
Jharkhand 91.0% 83.3% 87.0% 90.9% 90.9% 91.8% 91.4% 89.1% 91.2% 92.0% 93.1% 93.1% 94.7% 94.5% 94.9%
Uttarakhand 95.6% 86.5% 93.8% 98.0% 96.5% 97.1% 96.7% 94.7% 96.2% 96.5% 96.8% 96.7% 96.8% 96.5% 96.5%
Gujarat 93.5% 91.9% 93.5% 94.9% 94.3% 94.6% 94.8% 93.0% 93.1% 93.9% 94.0% 93.7% 94.2% 94.1% 94.7%
Chhattisgarh 76.0% 66.1% 88.0% 92.3% 91.1% 91.5% 92.0% 88.6% 90.0% 91.7% 92.9% 92.8% 94.6% 94.1% 94.8%
West Bengal 94.0% 87.1% 85.9% 92.3% 92.5% 91.1% 90.9% 90.0% 91.2% 91.9% 93.7% 94.1% 94.7% 95.1% 94.8%
Delhi 98.8% 98.0% 101.5%: 100.1% 99.9% 99.8% 99.8%: 100.1%: 100.0% 99.9%: 100.0% 99.8% 99.8%: 100.0%: 100.0%
Maharashtra 87.5% 83.4% 89.3% 92.7% 92.4% 91.5% 93.9% 91.4% 92.0% 93.3% 94.4% 94.0% 94.7% 94.7% 95.3%
Himachal Pradesh 98.2% 96.1% 97.9% 97.7% 97.5% 98.0% 97.9% 96.7% 97.5% 97.7% 97.4% 97.7% 98.1% 98.1% 98.2%
Puducherry 93.6% 78.0% 77.2% 90.8% 94.7% 90.8% 92.8% 87.4% 89.8% 89.6% 92.8% 92.7% 91.9% 91.7% 92.2%
Assam 56.0% 45.4% 39.5% 46.3% 64.6% 69.6% 77.2% 82.0% 80.8% 76.7% 84.4% 79.8% 84.4% 86.0% 82.7%

Source: RHP, Company data, HTI Research

Figure 75: Collection Efficiency: State wise on yearly basis.

State wise YoY CE FY19 FY20 Fy21 FY22{ Q1FY23

Bihar 99.7%: 99.5%: 98.4%: 96.2%  98.1%
Uttar Pradesh 98.8%: 98.2%  97.1%. 95.6%  97.6%
Odisha 99.6% 98.4% 95.2% 90.8% 93.8%
Madhya Pradesh 97.6% 96.9% 95.8% 89.8% 93.9%
Tamil Nadu 100.0% 99.8% 95.9% 90.7% 93.1%
Punjab 99.1% 99.2% 95.5% 88.2% 93.7%
Rajasthan 99.6% 99.0% 98.0% 92.8% 94.2%
Haryana 98.7%: 98.0% 97.3%: 88.2% 90.1%.
Jharkhand 98.4%: 97.6%  96.0%: 90.6%  94.7%
Uttarakhand 99.2%: 98.5%. 98.1%: 95.5%  96.6%
Gujarat 100.0%: 99.7%: 98.0%: 93.8%: 94.4%
Chhattisgarh 99.2% 98.3% 95.1% 88.1% 94.5%
West Bengal 99.7% 98.9% 97.4% 91.3% 94.8%
Delhi 99.9% 99.7%: 100.7% 99.8% 99.9%
Maharashtra 96.7% 98.0% 95.1% 91.4% 94.9%
Himachal Pradesh 99.7% 99.5% 99.3% 97.5% 98.1%
Puducherry 99.8% 99.7% 95.1% 89.4% 91.9%
Assam 99.9%: 88.2%. 63.5%: 62.6%. 84.4%
Total 99.0%: 98.4%: 96.4%: 92.3% 95.2%l

Source: RHP, Company data, HTI Research
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Restructured Book:

FUSION has restructured Rs 1,337mn (2.5% of AUM) of portfolio under RF 2.0. However, as
of Sept-22, the o/s restructured book stands at a mere ~“Rs 376mn i.e. 0.47% of AUM vs. Rs
428.41mn i.e. 0.58% of total AUM in Jun’22. The o/s restructured book for FUSION is lower
vs. peers which are in the range of 0.5-3.7%.

Figure 76: Restructured asset: remain lowers vs comparable peers
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Source: Company data, HTI Research; Note: data as on Q2FY23 except UTKARSH which is as on FY22

Provisions: Decline to drive RoAAs

Despite the challenging times over the last 10-12yrs, the microfinance industry has managed
to keep the loan loss provisions well within the manageable levels. As per the industry data,
the LLPs are already declining in FY22 and 1HFY23 given the higher and conservative
provisions already done in FY21

Figure 77: Credit costs for MFI industry across various events
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Source: RHP, Company data, HTI Research

Over the last 5-yrs i.e. FY17-22, in-line with the movement in GNPAs and maintaining
relatively higher coverage ratios, FUSION’s LLPs stood at avg. 4.6%. The mgmt. intends to
make required provisions on upfront basis (100% provisions at 90DPD), even at the cost of
profitability. The co. has created higher provisions ~“Rs 5.9bn i.e. avg. 5.9% of AUM over FY21-
22. As of 1HFY22, FUSION non tax provision stood at Rs 812mn (2.1% annu. vs 6.45% in FY22).
Further, Fusion carries management overlay of Rs 174.74mn, which is also included in Rs
611mn of provision as per ECL in Q2FY23.

With improving in NIMs (due to benefit of repricing) along with better asset quality
performance, the mgmt. intends to create additional provisions (std. assets or mgmt. overlay
provisions) to cushion the B/S and also keep consistent earnings momentum. The mgmt.
intends to create additional cumulative provisions of ~2.5-3% over the next few years.
Accordingly, the mgmt. has guided for LLPs of 1.5-2.0% over the next couple of years. We
have factored LLPs of 1.8% over FY23-25E. We believe given the improvement in asset
quality, these are conservative and provide upside risk to our estimates. The reduction in
LLPs is one of the biggest RoAA driver for FUSION over the next couple of years.
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Figure 78: Provisions dipped in H1FY23 Figure 79: PCR healthy at ~72%
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Figure 80: Credit costs (%): higher vs CREDITACCESS Figure 81: PCR (%): in-line with peers
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Figure 82: LLPs : CREDAG vs FUSION
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Products Yields

NIM to remain healthy

Income generatingloans
Top up loans

Cross-sell loans

MSME loans

Emergency loans

Source: RHP, Company data, HTI Research

11 Dec 2022

22.7%

22.3%
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27.0%
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Over FY17-FY22, FUSION’s cost of borrowings has dipped ~380bps led by overall dip in
interest rates and its wide diversified borrowing sourcing. Further this was led by continuous
rating upgrades and additions of various financial institutions. Similarly, its yields have
dipped ~490bps during FY17-22 and have maintained spreads below 10% (as directed by RBI).

FUSION on calc. basis have maintained NIMs in the range of ~8.4-11.5% over the same period.
As on Sept-22, FUSION charges interest rates in the range of 19.0-27.0% across segments and
with the removal of RBI’s spread cap, bodes well for FUSION. With the recent rating upgrade,
FUSION is expected to contain the rise in CoF. Whereas it further expects 150bps expansion
of yields (targeting in the range of 21.5-21.75%). We have factored NIMs of 11.8% over FY23-
25E.

Figure 83: calc. Yields and CoF: dipped over the period
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Figure 84: Core spreads: Improvement seen in 1HFY23
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Figure 87: Yields and CoF vs. peers (as on Q2FY23)
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Figure 85: NIM: to remain healthy
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Figure 86: FUSION NIM bounced back since FY18 low
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Figure 88: NIM vs. peers (as on Q2FY23)
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FUSION CAGR growth (%)
3yr-26.6%
5yr-35.3%
9yr-58.2%

CREDITACCESS CAGR growth (%)
3yr-42.4%
5yr-31.1%
9yr-44.7%

Note: CREDITACCESS is on consol basis; 3yr CAGR denotes
FY19-FY22, 5yr CAGR denotes FY17-FY22 and 9yr CAGR
denotes FY13-FY22

11 Dec 2022
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Operating efficiency driven by technology

FUSION has expanded its reach to 19 states as on Sept-22 from a mere 4 states in FY13 and
has increased its branch network to 1,031 branches. Further the co has total employee
strength of 8700+. Despite the continued expansion (into newer states), employee additions
and continued investments in technology, FUSION'’s overall opex has grown at 35% and 59%
CAGR over FY17-22 and FY13-22 respectively which is slower vs. overall AUM CAGR of 55%
and 70% CAGR and NIl CAGR of 54% and 75% during the similar period.

The slower opex growth was equally led by 31% CAGR (over FY17-22) in other opex and 37%
CAGR (over FY17-22) in staff cost. This controlled opex has led to a sharp improvement in
oplev for FUSION. The co’s C/I ratio has improved to 44% (-2223bps since FY17) and C-AA has
improved to 5.5% (down 465bps since FY17). Further, as on Q2FY23, the C/l and C-AA ratio
stood at 36.5% and 5.6% respectively.

Despite the continued addition in branches and employees, FUSION has reported
improvement in oplev as it continued to improve its productivity.

FUSION’s disbursals per branch and disbursals per employee has grown at 14.7% and 13.3%
CAGR respectively over FY17-22 and 9.3% and ~7.6% over FY13-22 respectively. Further, its
AUM per branch and AUM per employee has grown at 18.6% and 17.2% CAGR over FY17-22
and 11.6% and ~10% over FY17-22 and FY13-22 respectively.

In comparison to NBFC-MFI peers, FUSION’s productively matrix is relatively better with
highest borrowers per employees (309 vs. peers in the range of 193-307), highest borrowers
per branch (3,116 vs. NBFC-MFI peers in the range of 1,686-2,440). Further its client per loan
officer at 479 is higher vs. many of the comparable peers. We believe the significantly higher
productivity is partially due to fortnightly/monthly collections for FUSION vs. weekly for
some of the players. While, the collections are on fortnightly and monthly basis, FUSION
continues to maintain the constant touch with its borrowers, which provide comfort on
collections and NPAs.

FUSION’s oplev is better vs. the comparable SFB (understandably so given the liability and
diversification cost) and is in-line with the comparable NBFC-MFI peers (~30-64% as on Mar-
22).

With a focus towards deepening of presence vs. expansion in newer states, superior NIM
performance and continued healthy growth momentum, we expect FUSION to report
improvement in operating leverage. We have factored opex growth of 30% CAGR in-line with
AUM CAGR of 30%, leading to an improvement of a mere 10bps in C-AA to 4.8% by FY25E,
which we believe to be conservative.

Figure 89: Opex to remain higher driven further expansion and branch addition
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Figure 90: Operating leverage to improve further
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Figure 91: Cost to Income ratio: remains lower vs comparable peers
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Source: RHP, Company data, HTI Research
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Figure 92: C-AA ratio: too remains lower vs comparable peers
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Return ratios to improve

Given the improvement in asset quality and continued momentum is growth, we expect
healthy net earnings growth for FUSION. With this, we expect FUSION to report superior
return ratios. We expect RoAA to inch closer to 4.3% (avg) by FY23-25E led by a sharp drop
in provisions, and better NIMs. We note that reduction in LLPs, is one of the biggest drivers
for RoAA improvement over the next couple of years.

Figure 93: ROAA and ROAE expect to grow led by decline in provisions and better NIMs

30.0 4.4 46 5o
23.2 4.1
25.0 10
20.0 23.1
2.7 19.9 20.6 3.0
15.0
100 133 . ; 2.0
5.0 1.0
0.0 . 0.3 0.0
so P14 FYIS FYl6 FY20  FY2L  FY22  FY23E FY24E  FY2SE
1.0
100
-15.0 / -2.0
2.5
20.0 3.0

ROAE (%) == ROAA (%; RHS)

Source: RHP, Company data, HTI Research

Figure 94: ROAE: FUSION vs. CREDAG
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Figure 95: RoAA: FUSION vs. CREDAG
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Figure 96: ROAE (%): higher vs. peers Figure 97: ROAA (%): higher. vs peers
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Figure 98: FUSION vs CREDITACCESS
FUSION CREDITACCESS
Dupont (on Avg. Assets)
FY22 FY23E FY24E FY23E FY24E
Net Interest Income 9.6% 10.9% 11.2% 10.8% 11.5% 12.0%
Non Interest Income 1.2% 1.4% 1.2% 0.0% 0.0% 0.0%
Operating Cost 4.8% 4.9% 4.8% 4.2% 4.3% 4.1%
Provisions 5.6% 2.0% 1.7% 3.7% 1.7% 1.3%
Tax 0.0% 1.4% 1.5% 0.8% 1.4% 1.7%
ROAA 0.3% 4.1% 4.4% 2.2% 4.1% 4.9%
Leverage (x) 5.1 4.9 4.7 4.1 4.4 4.5
ROAE 1.7% 19.9% 20.6% 9.1% 17.9% 22.1%
Source: Company data, HTI Estimates
Valuation
We value FUSION using the residual income method. We expect the co. to deliver ROAE of
18.0%+ over the next 10 years and subsequently assume the RoAE to moderate towards the
cost of equity of the co. in the long term. We hence arrive at a target price of Rs 578 for
FUSION via an implied multiple of 2.0x on its Dec-24E ABV assuming a cost of equity of 14.7%.
Figure 99: Key assumption Figure 100: FUSION valuation summary
Parameters Value Parameters Value (Rs mn)
Risk-Free Rate 7.5% Dec 24E Adjusted Networth 29,356
Market Risk Premium 4.8% Addition to Book Value 27,942
Beta (x) 1.5 Market Value of Equity 57,298
Required Rate of Return for Equity 14.7% Number of Shares Today 99
Shareholders A -
Target Price 578
Dec-24E ABV 288
Implied Price/ ABV Multiple 2.0
Source: HTI Estimates Source: Company data, HTI Estimates
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Figure 101: P/ABV vs ROAE Figure 102: P/ABV vs ROAA
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Figure 103: Valuation comps

ROA (%) ROE (%) PAT CAGR

Company Name

FY23E FY24E FY23E FY23E FY24E FY23E FY24E  (FY22-24E)
CREDAG 135 1,100 [Outperform 2.8x 2.3x 17.1x 11.4x 4.4% 5.1% 18.9% 22.7% 80.6%
FUSION 38 578 Outperform 1.7x 1.5x 10.6x 7.6x 4.1% 4.4% 19.9% 20.6% 375.4%
BANDHAN 398 378 Outperform 2.0x 1.6x 13.5x 8.1x 1.9% 2.7% 15.7% 22.1% 525.8%
EQUITAB 71 65 Outperform 1.5x 1.3x 15.3x 10.7x 1.5% 1.8% 10.3% 13.1% 53.2%
UJJIVANS 60 33 Outperform 1.6x 1.3x 7.2x 6.4x 3.1% 2.8% 26.4% 22.6% NA

Source: Company data, HTI Research

Key Risk

e Slower Growth: We have factored ~30% AUM CAGR over FY22-25E. Slower than
expected AUM growth will lead to subdued earnings and thus lower return ratios

e Sharp rise in Stress: Within the MFI sector, FUSION is in the sweet spot, any
deterioration in asset quality will led to rise in LLPs and thus dent the earnings for the
co.

e NIM Compression: With the recent rating upgrade and revision in lending rates, FUSION
is set to deliver superior NIMs. Faster than expected rise in cost of funds and its inability
to pass on the rise (through yields) will impact the core earnings and thus the return
ratios.

e Change in Regulations: Any incremental regulatory changes towards interest rates,
recognition and provisions, can impact FUSION from delivery of superior return ratios.

e Political intervention and natural calamities: Overall microcredit lending remains
relatively riskier, given unsecured nature of lending to vulnerable segments, high risk of
political intervention (especially the waiver announcement) and vulnerability to natural
calamities and social-economic events.

e  Departure of key personnel
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Financial Summary

Figure 104: Financial Summary
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Balance sheet (Rs mn) FY20 FY21 FY22 FY23E FY24E FY25E
SOURCES OF FUNDS

Share Capital 790 790 828 991 991 991
Reserves 11,199 11,673 12,552 21,028 24,717 29,582
Shareholders' Funds 11,989 12,464 13,380 22,019 25,707 30,572
Total Borrowings 29,737 44,323 57,758 74,465 96,676 125,092
Other Liabilities & Provisions 674 1,593 1,767 2,651 3,181 3,817
Total 42,400 58,379 72,905 99,135 125,564 159,482
APPLICATION OF FUNDS

Advances 33,430 43,607 59,182 82,739 107,417 137,296
Investments 5 o o o o o
Fixed Assets 60 183 192 221 243 267
Other Assets 8,905 14,589 13,531 16,175 17,904 21,919
Total Assets 42,400 58,379 72,905 99,135 125,564 159,482
Income Statement (Rs mn) FY20 FY21 FY22 FY23E FY24E FY25E
Interest Earned 6,936 8,383 11,251 16,035 21,266 27,347
Interest Expended 3,377 3,751 4,960 6,677 8,728 11,421
Net Interest Income 3,560 4,632 6,292 9,357 12,538 15,926
Other Income 367 347 762 1,198 1,321 1,699
Total Income 3,926 4,980 7,054 10,556 13,858 17,626
Total Operating Exp 1,999 2,204 3,123 4,186 5,400 6,801
PPOP 1,927 2,776 3,931 6,370 8,458 10,825
Provisions & Contingencies 927 2,208 3,687 1,678 1,902 2,175
PBT 1,000 568 244 4,692 6,557 8,649
Provision for Tax 304 128 27 1,173 1,639 2,162
PAT 696 439 218 3,519 4,918 6,487
Valuation Ratios FY20 FY21 FY22 FY23E FY24E FY25E
EPS 8.8 5.6 2.6 35.5 49.6 65.5
Earnings Growth (%) 37.4 -36.9 -50.5 1517.7 39.7 31.9
BVPS (ex reval.) 151.9 157.7 161.7 2223 259.5 308.6
Adj. BVPS (ex reval. & 100% cover) 150.2 144.7 149.2 214.4 252.0 300.4
RoAA (%) 1.8 0.9 0.3 4.1 4.4 4.6
ROAE (%) 7.6 3.6 1.7 19.9 20.6 231
P/E (x) 42.7 67.8 143.3 10.6 7.6 5.8
P/ABV (x) 2.5 2.6 2.5 1.8 1.5 13
Dividend Yield (%) 0.0 0.0 0.0 0.5 1.3 1.7

Source: Company Data, HTI Estimates
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Profitability FY20 FY21 FY22 FY23E FY24E FY25E
Yield on Advances (%) 21.0 19.6 18.5 18.9 19.3 19.3
Cost of Funds (%) 11.4 10.1 9.7 10.1 10.2 10.3
Core Spread (%) 9.5 9.4 8.8 8.8 9.1 9.0
NIM (%) 11.5 11.2 11.0 11.7 11.9 11.7
Operating Efficiency FY20 FY21 FY22 FY23E FY24E FY25E
Cost/Avg. AUM Ratio (%) 6.5 5.3 85 5.2 5.1 5.0
Cost-Income Ratio (%) 50.9 44.3 44.3 39.7 39.0 38.6
Balance Sheet Structure Ratios FY20 Fy21 FY22 FY23E FY24E FY25E
Loan Growth (%) 39.1 28.6 46.3 35.5 29.8 27.8
Borrowing Growth (%) 1.5 49.0 30.3 28.9 29.8 29.4
Equity/Assets (%) 28.3 21.3 18.4 22.2 20.5 19.2
Total Capital Adequacy Ratio (CAR) 35.8 27.3 21.9 29.8 27.6 26.0
Tier | CAR 33.1 25.5 19.9 27.8 25.6 24.0
Asset Quality FY20 FY21 FY22 FY23E FY24E FY25E
Gross NPLs (Rsm) 384.5 2,559 3,584 2,458 2,395 2,819
Net NPLs (Rsm) 130.5 1,024 1,030 781 745 809
Gross NPLs (%) 1.1 5.7 5.8 2.9 2.2 2.0
Net NPLs (%) 0.4 2.3 1.7 0.9 0.7 0.6
Coverage Ratio (%) 66.1 60.0 71.3 68.2 68.9 71.3
Provision/Avg. AUM (%) 3.0 5.4 6.5 2.1 1.8 1.6
Dupont (on Avg. Assets) FY20 FY21 FY22 FY23E FY24E FY25E
Net Interest Income 9.1% 9.2% 9.6% 10.9% 11.2% 11.2%
Non Interest Income 0.9% 0.7% 1.2% 1.4% 1.2% 1.2%
Operating Cost 5.1% 4.4% 4.8% 4.9% 4.8% 4.8%
Provisions 2.4% 4.4% 5.6% 2.0% 1.7% 1.5%
Tax 0.8% 0.3% 0.0% 1.4% 1.5% 1.5%
ROAA 1.8% 0.9% 0.3% 4.1% 4.4% 4.6%
Leverage (x) 4.3 4.1 5.1 4.9 4.7 5.1
ROAE 7.6% 3.6% 1.7% 19.9% 20.6% 23.1%
Source: Company Data, HTI Estimates
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Annexure
Company Profile

FUSION MFI started its operations in 2010 with a focus on strategic management of state
concentration risk by expanding into underpenetrated rural areas and focus customer
segment is women (typically comprising 5-7 members) in rural areas with an annual
household income of up to Rs 300k. FUSION business runs on JLG model and offer key
products like income-generating loans that provide capital for women entrepreneurs in rural
areas to fund businesses operating in the agriculture-allied and agriculture, manufacturing
and production, trade and retail, and services sectors. Based on eligibility criteria, FUSION
also offer existing customers top-up loans to manage interim working capital requirements
as well as emergency loans. In addition, to that FUSION also offer existing customers cross-
sell loans as well as MSME loans to eligible enterprises. FUSION provide financial services to
unserved and underserved women in rural areas (91.4% of total AUM) across India.

Figure 105: History
1994 The Company was incorporated as Ambience Fincap Private Limited
2010 Started operatingunder the brand name ‘Fusion’
2010 Firstinvestment by RIF North 2 in our Company
2013 First investment by NMI Frontier Fund and the other foreign shareholder of the Company at that time
2014 Issuance offirst Listed Non-Convertible Debentures
2015 Expanded operation in up to five states

s First investment by Oikocredit Ecumenical Development Cooperative Society U.A. and Belgian
Investment Company in our Company
First investment by Creation | and Global Impact Funds, S.C.A., SICAR and certain existing

shareholders, in our Company

2017 Achieved AUM of over INR 1,000 Crore

2016

2018 Expanded operations up to 18 states

First investment by Honey Rose, which is directly owned by certain private equity funds managed by

201
018 Warburg Pincus LLC and follow-on round by Creation I in our Company
2018 Issuance of market-linked debentures
2019 Follow-on round from Honey Rose, which is directly owned by certain private equity funds managed

by Warburg Pincus LLC and Creation Il
2021 Reached 2,200,000 active loan clients through 725 branches across 18 states

Source: RHP, Company data, HTI Research

Figure 106: Shareholding pattern as of 10th Nov’22

Others, 13.7300%

FPI,9.7%
Honey Rose, 39.4%

Insurance Companies,
1.5%

MF/Banks, 7.1%

Devesh Sachdev, 4.9%

Creationll,9.9%
Creation |, 13.8%

Source: Company data, HTI Research
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Fusion Micro Finance Ltd (FUSION IN)

Figure 107: Board of Directors

INITIATE WITH OUTPERFORM

eriefProfle

Devesh Sachdev MD & CEO

Ratna Dharashree

Vishwanathan Independent Director

Namrata Kaul Independent Director

Pankaj Vaish Independent Director

Narendra Ostawal Nominee Director

Kenneth Dan Vander

Nominee Director
Weele

Source: RHP, Company data, HTI Research
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He is the Chairperson of the governing board of the Microfinance Institutions Network. He completed his post-
graduate certificate in Logistics and Supply Chain Management from LRI, Jamshedpur and completed the HBS
Accion Program on Strategic Leadership inclusive Finance from Harvard Business School, USA. He has over 26
years of experience in service industry sector and has in the past held various positions with Citicorp Credit
Services India Limited, Samarth Financial Consultancy Private Limited, BSA Logistics Private Limited

She holds a Bachelor of Arts degree from Utkal University, Bhubaneshwar and studied Master of Arts at the
University of Lucknow. She has over 35 years of experience and has worked in the past with the Government of
India (IA & AS 87), United Nations Office for Project Services, MFIN, Oxfam India, and United Nations
Development Program. She is currently on the board of Moneyboxx Finance Limited, Dilip Buildcon Limited,
Reach to Teach Private Limited and Reach to Teach Foundation.

She holds a post-graduate diploma from Indian Institute of Management, Ahmedabad and was also awarded
the CheveningScholarship to study Leadership and Excellence at the London School of Economics and Political
Science. She has over 34 years of experience in the finance sector in India and UK. In the past she has worked
with Grindlays Bank and Deutsche Bank and is currently an independent director on several boards including
Havells India Limited, Schneider Electric, Vivriti Capital Private Limited, Bhopal Smart City Development
Corporation Limited.

He holds a bachelor of technology degree in mechanical engineering from IIT—Banaras Hindu University,
Varanasiand had also completed a MBA from the University of Minnesota, U.S.A. He was awarded the “Banaras
Hindu University Medal” for standingfirst at the bachelor of technology in fifth year examinations in mechanical
engineering, and the ‘Distinguished Alumni Award of Excellence’ by the Association of IT-BHU Alumni, New Delhi
forthe year 2011-12. He has over 35 years of work experience. He was associated with Accenture Services
Private Limited and SEWATrade Facilitation Centre.

He is associated with Warburg Pincus India Private Limited since 2007 where he currently holds the position of
MD. He has 20 years of experience and has previously been associated with 3i India Private Limited and
McKinsey & Company, Inc. He holds a post graduate diploma in business management from Indian Institute of
Management Bangalore and attended the international executive business program at the University of
Chicago’s Graduate School of Business.

He has over 15 years of experience and has served on the board of several companies including Creditaccess
Grameen Limited, Muthoot Microfinance Limited, Sonata Finance Private Limited, etc. He holds a bachelor’s
degree in business administration from the University of Wisconsin and a PhD from the Oxford Centre for
Mission Studies, Open University.
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Fusion Micro Finance Ltd (FUSION IN) INITIATE WITH OUTPERFORM

Figure 108: Management Team profile

eref Profe

a) Previously worked with companies like GE India, SBI Cards & Payments Services, Citicorp Finance (India)and
SRF Finance

b) Holds a PGDM in Management Science from IMM, Delhi

c) Has been with Fusion for 5+years

Tarun Mehndirtta coo

a) Previously worked with Essel Mining (Aditya Birla Group) and Avantha Holdings
Gaurav Maheshwari CFO b) Qualified Chartered Accountant
c) Has been with Fusion for 6+years

a) Previously worked with Almondz Capital, Management Services and Megha Technical Engineers
Deepak Madaan CSand Compliance Officer ' b)Qualified CSand holds a Bachelor’s degree in Law
c) Has been with Fusion for 9+years

a)Several years of work experience with Tata Consultancy Services, GE Capital, Mahindra Satyam, Location Labs
amongothers

Naveen Kumar Mangle CTO o .
b) MBA from IIFT and BE from Delhi University
c)Has been with Fusion for 3+years
a) Previously worked with companies such as Religare Housing Development Finance Corporation, HDFC Bank,
ICICI Bank, h
Kamal Kaushik COO0 - MSME CiclBank, amongothers

b) Qualified CA
c) Has been with Fusion for 3+years

a) Previously worked with Magma Fincorp and Development Credit Bank amongothers
Ankush Ahluwalia SVP —Business Operations b)Holds a Master’s in Business Economics from Kurukshetra University
c) Has been with Fusion for 7+years

a) Previously worked with GE Capital, ICICI Bank, Kotak Mahindra Bank, and Sundaram Finance
Satish Mani SVP —Audit b) B. Com from Delhi University and has also completed HBS Accion Program
c) Has been with Fusion for 7+years
a) Previously worked with Axis Bank, Tata Consultancy Services, Satin Creditcare Network, WIMCO and ICICI Bank
Sanjay Vishwanath Choudhary CRO b) Qualified CAand completed FRM certification from GARP, USA
c) Has been with Fusion for 2+years
a)She has over 20 years of experience working extensively in HR domain. She has been associated with
Pooja Mehta CHRO organization likes PwC and Mercer.
B) She is a post-graduate in psychology from Delhi University and completed her post graduation from XLRI

Source: company data, HTI Research
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Fusion Micro Finance Ltd (FUSION IN)

FUSION CAGR growth (%)
3yr-42.9%
5yr-53.9%
9yr-74.8%

CREDITACCESS CAGR growth (%)
3yr-26.7%
5yr-35.5%
9yr-50.3%

Note: CREDITACCESS is on consol basis; 3yr CAGR denotes
FY19-FY22, Syr CAGR denotes FY17-FY22 and 9yr CAGR
denotes FY13-FY22

FUSION CAGR growth (%)
3 yr-64.0%

5yr-62.5%

9yr-116.7%

CREDITACCESS CAGR growth (%)
3yr-23.5%
5yr-35.8%
9 yr- 65.0%

Note: CREDITACCESS is on consol basis; 3yr CAGR denotes
FY19-FY22, 5yr CAGR denotes FY17-FY22 and 9yr CAGR
denotes FY13-FY22

11 Dec 2022
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Financial Performance

Over FY17-22, FUSION reported 55% AUM CAGR to Rs 67.9bn led by faster growth in no of
borrowers (+32% CAGR) and a mere 16% CAGR in the avg. o/s per borrowers. The strong
growth in AUM drove the core earnings by 54% CAGR over the same period.

During the same period, FUSION continued with its branch expansion and employee addition.
Despite this, the overall opex growth at ~35.3% CAGR (led by 37% CAGR in the staff cost and
31.2% CAGR in other opex) which was lower vs. the AUM CAGR and NII CAGR and thus has
led to healthy 63% CAGR in PPOP.

Further, with this the cost ratios saw a significant improvement i.e. C-l ratio was lower by
2,223bps to 44.3% and C-AA improved ~465bps to 5.5% as on Mar-22.

However, with elevated provisions over FY17-22 (65% CAGR), the net earnings have grown
at ~40% CAGR.

Over FY23-25E, we expect NIl CAGR of 30.5% led by AUM CAGR of 28.8% and avg. NIMs of
~11.8%. Even as we factor opex CAGR of ~27.5%, we expect cost ratios to broadly remain
stable (C-AA at 5.1% and C/I at 39.1%). With dip in provisions cost (down 13.9% CAGR), we
expect net earnings to grow at 35.8% CAGR. With this we expect avg. RoAA of 4.3% and avg.
ROAE of 21.2% over FY23-25E.

Figure 109: NIl growth continue to remain strong

18.0 125.7 140.0

117.5

16.0 120.0

14.0
12.0 82.8

100.0

10.0 65.3

80.0
8.0 45.4 60.0
6.0
31,0
3.6 40.0
40 q 30 1 35.8
22 zo 0
1.0 :
2.0 01 0.2 0.5 0.7 l I
~ ] | [ | ~

FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22  FY23E FY24E FY25E

I \|| (Rs bn) growth YoY (%)

Source: RHP, Company data, HTI Research

Figure 110: PPoP growth to remain healthy led by improvement in opex

12.0 172.4 172.4 108 2000
10.0

150.0

116.3 8.5

8.0

81.0 6.4 100.0

6.0 44.0 N0
353 39 50.0

32.8

4.0 2.8 28.0
(5.8) 19 ]
* 0.3 0.3 0-9
0.1 0.1 0.3 : .
~ — -— -— . (50‘0)

FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22  FY23E FY24E FY25E

EEEEE PPoP (Rs bn) growth YoY (%)

Source: RHP, Company data, HTI Research
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CREDITACCESS CAGR growth (%)

INITIATE WITH OUTPERFORM

Figure 111: Strong PAT growth driven by lower provisions

3yr-4.1% 7,000 ) ,.R 61 A% A 6,487
_ 9 o7 G
5yr-35.2% 6,000 9\J‘ Clx -
9 yr- 53.0% L U sors
5,000 -7 39 6/° _,l
Note: CREDITACCESS is on consol basis; 3yr CAGR denotes P CP\G“
FY19-FY22, 5yr CAGR denotes FY17-FY22 and 9yr CAGR 4000 - Y S\I( --" 3,519
denotes FY13-FY22 ! -7 \ ‘\\‘ -
3,000 . . ;)A 6°/° o
(a8 CP\G?\ -
\ 3\;( -
2,000 “
1,000 14 507 690 43g
30 53 41
_ > E B =
FY14 FY15 FY16 FY17 FY18 FY19 FY20 Fy21 FY22 FY23E  FY24E  FY2SE
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Source: RHP, Company data, HTI Research; Note: 3yr CAGR denotes FY19-FY22, S5yr CAGR denotes FY17-FY22 and 9yr CAGR denotes FY13-FY22

Figure 112: NIl vs. comparable peers
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Figure 113: PPOP vs. comparable peers Figure 114: PAT vs. comparable peers
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Technology

For FUSION, technology was one of the key integral part of the overall business strategy.
Through the early adoption of technology, FUSION has enabled automation and digitalization
of several processes across its business functions incl. customer acquisition, customer
onboarding, customer service, loan disbursements, internal audit and risk management.

FUSION was first to move to cloud in FY13. Further, in FY17-18 moved to digital and UPI based
disbursement and collections and in FY18, FUSION created separate collection vertical.
Further, FUSION has done huge work in IT security and also done some future ready kind of
work in IT part. Whereas in FY17-18, FUSION has created committee to understand lagging
on Tech front and post this build a plan to enhance the same. Apart from this, FUSION also
launches soft and hard tellecalling and also launched random sampling tellecalling (post
disbursement) and also created separate vertical of tellecalling for 90+ customer.

With the adaptation of technology, all the borrowers are on-boarded digitally, the share of
cash-less disbursals have increased to ~96-97% as on Sept-23 and the average turnaround
time for loan approvals has been reduced from ~13.2 days in FY16 to 5.1 days in FY22 and
further to 3.9 days as on June-22.

As of June 30, 2022, FUSION tech spends stood at Rs 30.8mn (3.2% of total opex) vs Rs
47.6mn (2.2% of total opex) in FY21.

Figure 115: Digital remains key strength for FUSION
P . . 8 B
Key Strengths : Digital Orientation efusion

Technology — Infrastructure .
Customer Experience

# Early Cloud adopters # Digital onboarding improved from
w Scalable : 30% in 2018 to 100% in 2022.
w O API H

pen i Cashless disbursement improved

from 20% in 2018 to 97% in 2022.

Architecture

Efficiency

Business Outcome
'TOUCh & TECh” i Loan Approval TAT reduced from 13
days in 2016 to ~4 days In 2022
Strategy

Safe & Secure

*  Email Security
i+ EDR (Endpoint

Scalability & Optimization of Resources
Detection & Respons
% Device Encryption

# Branches increased from 375 in
2018 to 1031 in 2022 with
%+ Data classification & presence in 19 states & 390

Data Loss Prevention Advanced Customer Interface districts

i % UPI Collections
Awarded ISO 27001:2013 # Facial Recognition
certified > i Realtime Credit Check

Source: Company data, HTI Research
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Productivity ratios: FUSION vs. comparable peers

Figure 116: Disbursement per Branch

Disbursement per Branch (Rs mn) FY20 FV21 Q2FV23

CreditAccess Grameen Ltd. 111.9 100.0 110.21 154 26. O

Fusion Microfinance Pvt. Ltd. 60.9 51.8 67.3 : 21.0 20.2 :
Asirvad Microfinance Ltd. 46.1 34.2 80.6 : 22.5 NA 1
Muthoot Microfin Ltd. 59.2 34.2 51.6 : 13.9 NA :
Annapurna Finance Pvt. Ltd. 55.7 35.5 54.11 11.7 NA :
Samasta Microfinance Ltd. 55.3 59.9 70.8: 14.3 NA :
Satin Creditcare Network Ltd. 70.2 43.5 39.2 : 15.1 15.1 :
Svatantra Microfin Pvt. Ltd. 56.1 47.1 68.4: 16.9 NA |
Spandana Sphoorty Financial Ltd. 79.2 61.1 28.11 10.9 125 :
Belstar Microfinance Ltd. 43.4 37.5 48.6:_ _ w7 N_A_:

Source: RHP, Company data, HTI Research

Figure 118: AUM per Branch

AUM per branch (Rs mn) FY20 FY21 FY22 m Q2FY23 :

CreditAccess Grameen Ltd. 106.5 117.7 118.0 | 107.6 81.8 1
Fusion Microfinance Pvt. Ltd. 61.9 65.3 73.9 : 71.9 78.1 :
Asirvad Microfinance Ltd. 52.8 56.4 45.9 : 45.5 48.1 :
Muthoot Microfin Ltd. 713 65.9 7261 71.7 NA :
Annapurna Finance Pvt. Ltd. 55.8 55.2 66.6 : 62.9 NA !
Samasta Microfinance Ltd. 60.6 76.7 80.3 : 69.5 NA :
Satin Creditcare Network Ltd. 63.3 72.0 62.3 : 62.0 61.8 :
Svatantra Microfin Pvt. Ltd. 58.3 69.6 78.7 : 77.5 NA :
Spandana Sphoorty Financial Ltd. 67.6 77.4 58.6 1 52.8 51.8 :
Belstar Microfinance Ltd. 39.1 50.8 59.9 : 62.2 643 1

Source: RHP, Company data, HTI Research

Figure 120: AUM per customer

AUM per Customer (Rs mn) FY20 FY21 Q2FY23 :

CreditAccess Grameen Ltd. 34,065 39,502 47,352 4 46,396 36,261 1
Fusion Microfinance Pvt. Ltd. 19,700 21,877 24,644 : 24,931 25,148 :
Asirvad Microfinance Ltd. 23,219 24,832 26,931 : 26,973 28,373 :
Muthoot Microfin Ltd. 26,234 26,758 31,2711 31,200 NA :
Annapurna Finance Pvt. Ltd. 22,909 25,968 28,474 : 28,213 NA I
Samasta Microfinance Ltd. 22,078 29,247 36,022 : 29,065 NA :
Satin Creditcare Network Ltd. 23,442 27,350 25,636 : 26,621 27,423 :
Svatantra Microfin Pvt. Ltd. 25,762 27,628 32,0411 32,750 NA :
Spandana Sphoorty Financial Ltd. 26,572 33,288 26,743 : 27,605 26,636 |
Belstar Microfinance Ltd. 19,658 23,906 24,250:_ _26089 _NA_:
Source: RHP, Company data, HTI Research
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Figure 117: Disbursement per Employee

Disbursement per employee (Rs mn) FY20 FY21 FY22 Q1FY23 QZFY23

CreditAccess Grameen Ltd. 10. 7 15 2.7 |
Fusion Microfinance Pvt. Ltd. 6.6 5.7 7.0 : 2.1 22 :
Asirvad Microfinance Ltd. 7.7 5.0 6.8 1 2.8 NA T
Muthoot Microfin Ltd. 5.6 &7/ 5.8 : 1.6 NA :
Annapurna Finance Pvt. Ltd. 6.7 42 6.2 : 1.4 NA :
Samasta Microfinance Ltd. 53 5.4 5.3 : 12 NA :
Satin Creditcare Network Ltd. 7.2 4.1 3.8 : 1.6 1.8 :
Svatantra Microfin Pvt. Ltd. 6.4 5.2 791 22 NA 1
Spandana Sphoorty Financial Ltd. 9.7 7.4 3.7 : 1.5 1.7 :
Belstar Microfinance Ltd. 5.9 5.3 6.0 :_ _ &7_ _ _NL\ :

Source: RHP, Company data, HTI Research

Figure 119: AUM per Employee

AUM per employee (Rs mn) FY20 FY21 FY22 Q1FY23 QZFYZ'

CreditAccess Grameen Ltd. 10.7 115 : 10.8

Fusion Microfinance Pvt. Ltd. 6.7 7.2 7.6 : 7.1 8.5:
Asirvad Microfinance Ltd. 8.9 83 561 5.7 6.21
Muthoot Microfin Ltd. 6.8 7.2 8.2 : 8.1 N/5|I
Annapurna Finance Pvt. Ltd. 6.7 6.6 7.6 : 7.4 N,A:
Samasta Microfinance Ltd. 5.8 6.9 6.0 : 5.7 NA:
Satin Creditcare Network Ltd. 6.5 6.9 6.0 : 6.7 73:
Svatantra Microfin Pvt. Ltd. 6.6 Uol] 9.11 9.9 NA
Spandana Sphoorty Financial Ltd. 83 9.4 7.3 : 7.0 6.9:
Belstar Microfinance Ltd. 53 7.2 74, 11 73

Source: RHP, Company data, HTI Research

Figure 121: AUM per loan officer

AUM per loan officer (Rs mn) FY20 FY21 m QZFVZ“

CreditAccess Grameen Ltd. 12.8 15.2 16.6 | 16.1 16. 4
Fusion Microfinance Pvt. Ltd. 103 1.1 114 : 12.0 13.§I
Asirvad Microfinance Ltd. 16.5 133 931! 9.4 10.7
Muthoot Microfin Ltd. 113 10.8 11.7 : 13.7 NA:
Annapurna Finance Pvt. Ltd. i3 10.7 11.3 : iMES NA:
Samasta Microfinance Ltd. 9.7 11.7 11.1 : 9.6 Nﬂl
Satin Creditcare Network Ltd. 11.1 11.0 9.1 : 10.4 11.3:
Svatantra Microfin Pvt. Ltd. 12.4 14.4 15.7 1 17.2 NA
Spandana Sphoorty Financial Ltd. 112 121 9.9 : 9.5 9.1:
Belstar Microfinance Ltd. 11.4 15.7 13.2 :_ _ _1_3 0_ L l_\l/*

Source: RHP, Company data, HTI Research
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Figure 122: Employee per Branch

Employee per branch FY20 FV21 QZFV23

CreditAccess Grameen Ltd.
Fusion Microfinance Pvt. Ltd.
Asirvad Microfinance Ltd.
Muthoot Microfin Ltd.
Annapurna Finance Pvt. Ltd.
Samasta Microfinance Ltd.

Satin Creditcare Network Ltd.
Svatantra Microfin Pvt. Ltd.
Spandana Sphoorty Financial Ltd.

Belstar Microfinance Ltd.
Source: RHP, Company data, HTI Research

Figure 124: Clients per Branch

otentsperbranch _|__paol el izl aresl s

CreditAccess Grameen Ltd.
Fusion Microfinance Pvt. Ltd.
Asirvad Microfinance Ltd.
Muthoot Microfin Ltd.
Annapurna Finance Pvt. Ltd.
Samasta Microfinance Ltd.

Satin Creditcare Network Ltd.
Svatantra Microfin Pvt. Ltd.
Spandana Sphoorty Financial Ltd.

Belstar Microfinance Ltd.
Source: RHP, Company data, HTI Research
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11.7
9.3
6.0

10.5
8.3

10.5
9.8
8.8
8.1
7.3

3,127
3,141
2,274
2,717
2,437
2,745
2,702
2,265
2,545
1,996

11.0
9.0
6.8
9.2
8.4

11.1

10.5
9.0
8.2
7.0

2,978
2,986
2,269
2,464
2,126
2,621
2,631
2,520
2,324
2,127

Figure 123: Clients per Employee

10.3 | 10.0 | CreditAccess Grameen Ltd. 270 244I
9.7 | 10.1 9.2 : Fusion Microfinance Pvt. Ltd. 338 331 312|
11.8 : 8.1 7.7 : Asirvad Microfinance Ltd. 382 333 205:
8.8 : 8.8 NA : Muthoot Microfin Ltd. 259 267 256:
8.71 8.6 NA 1 Annapurna Finance Pvt. Ltd. 294 253 2691
133 : 123 NA : Samasta Microfinance Ltd. 263 237 163:
10.4 : 9.2 85 : Satin Creditcare Network Ltd. 276 251 229:
8.6 : 7.8 NA : Svatantra Microfin Pvt. Ltd. 257 280 282:
751 7.1 761 Spandana Sphoorty Financial Ltd. 313 283 271:
8.1 : 8.7 8.8 : Belstar Microfinance Ltd. 272 303 3081

Source: RHP, Company data, HTI Research

Figure 125: Clients per loan officer

2,510 2,360 2,255 : CreditAccess Grameen Ltd. 354,
3,020 : 3,116 3,104 : Fusion Microfinance Pvt. Ltd. 525 506 464:
1,688 : 1,686 1,694 : Asirvad Microfinance Ltd. 710 537 343:
2,266 1 2,271 NA 1 Muthoot Microfin Ltd. 430 402 3641
2,353 : 2,198 NA : Annapurna Finance Pvt. Ltd. 493 412 399:
2,171 : 2,376 NA : Samasta Microfinance Ltd. 437 399 299:
2,385 : 2,307 2,252 : Satin Creditcare Network Ltd. 473 404 348:
2,431 1 2,398 NA 1 Svatantra Microfin Pvt. Ltd. 479 523 4851
2,168 : 1,920 1,946 : Spandana Sphoorty Financial Ltd. 421 364 366:
2,511 : 2,440 NA : Belstar Microfinance Ltd. 579 656 555:

Source: RHP, Company data, HTI Research

Figure 126: No of loans disbursed by loan officer

No of loans disbursed perloan
officer FY20 FY21 FY22 | Ql FY23

CreditAccess Grameen Ltd. 414 , 71 |
Fusion Microfinance Pvt. Ltd. 339 272 202 : 72 |
Asirvad Microfinance Ltd. 632 276 292 : 85 :
Muthoot Microfin Ltd. 281 164 242 : 91 E
Annapurna Finance Pvt. Ltd. 321 191 228 i 41:
Samasta Microfinance Ltd. 321 268 248 : 53:
Satin Creditcare Network Ltd. 393 202 136 : 62 :
Svatantra Microfin Pvt. Ltd. 327 267 364 | 105,
Spandana Sphoorty Financial Ltd. 382 211 112 : 52:
Belstar Microfinance Ltd. 410 336 307 : 81 :

Source: RHP, Company data, HTI Research
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Lending process

Area selection- FUSION uses Area Lucrative Index (ALI) analysis model to evaluate the local
conditions and potential for establishing a new branch. When selecting a new area, the ALI
analysis is independently conducted by two separate teams, namely business operations
team and risk/audit team. Each team discusses their respective findings with the relevant
regional office heads, and the findings are then reported to head office approval committee
comprising CEO, COO, CRO, Business Head and Audit Head. Once the committee approves
the new area, then the company initiates the processes for opening a new branch and hiring
required manpower. In addition to the ALl process, FUSION also has a village selection
process which involves a detailed village survey conducted by a relationship officer and the
branch manager assigned to the relevant area.

Group formation- After a branch has been opened and the corresponding villages are
selected, then the company employees conduct public meetings to introduce themselves
and the Company. In these meetings, FUSION showcases their product offerings and explain
the concepts of group lending, lending procedures and the requirements for group and
center formation.

Customer due diligence- Once the interested women have formed their groups, FUSION
provides further information to them, such as a brief introduction to the company, criteria
for group formation and group responsibilities. Immediately after the formation of the group,
the relationship officer visits the prospective borrowers house to collect the KYC documents
and basic data of the customers.

Continuous Group Training (CGT) and Group Recognition Test (GRT)- After a group is formed
and has cleared customer due diligence checks, FUSION conducts CGT sessions over the
course of two days. During the CGT, Company employees also collect quantitative data on
each potential member to ensure she qualifies for the program and to record baseline
information for future analysis. The CGT covers various topics such as the center meeting
processes with the relationship officers, the frequency of which depends on the relevant
customer’s repayment schedule, as well as the rules and regulations of the Company,
awareness of the products and processes, bank accounts, savings and insurance. Once CGT
is done then the branch manager will undertake GRT and would also visit homes of the new
customers to ascertain the repayment capacity and obtain consent from other member of
family for the guarantor.

Loan approval- Following the online submission of loan application, uploading of the
required KYC documents, filing of the CGT and GRT reports along with the related individual
and household visit photos, and receipt of a positive credit report from the relevant credit
bureau, the branch manager will proceed to submit the loan sanctioning proposal via mobile
application for approval.

Center meetings and loan collections- The company branch managers and relationship
officers use regular center meetings and business development visits to villages as means to
communicate with the members in the joint liability groups. Company Relationship officers
are given primary responsibility for both the sourcing of new borrowers and the collection of
repayments from the borrowers at center meetings. In the event of overdue payments, the
relationship officer will increase his level of engagement with the borrower by conducting
more frequent center meetings and field visits in order to discuss the situation with the
customers and the group/center and come up with resolutions that work in the best interest
of both the borrower and the Company.

Loan utilization checks- During a loan utilization check, the relationship officers visits the
borrowers’ household or place of business to verify whether the loan funds received have
been used for the purpose that the borrower stated in her loan application. Each relationship
officer is required to conduct loan utilization checks for 100% of the loans sourced by him in
the previous month, and branch managers are required to conduct loan utilization checks for
a sample of 25% of loans sourced from within his designated area in the previous month.
FUSION have implemented app-based modules for the officers to collect information during
post-disbursement loan utilization checks and field visits.
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Compliance: FUSION vs. industry regulations

Figure 127: Compliance: FUSION vs. industry regulations

NBFC-ND-SI Master Directions FUSION Compliance Status

“Microfinance loans” constituted 85.43% of our total assets, as of
June 30, 2022.

Loan Portfolio—Microfinance Loans 75.0% oftotal assets to bein the nature of “Microfinance loans”.

1) The borrower’s total annual household income to not exceed

Rs300K.

2) The outflow on account of repayment of monthly loan

obligation of ahouseholdshall be subject to a limit of maximum

50% of monthly householdincome which includes repayments

towards all existingloans as well as the loan under consideration,  Fusion comply with the criteria determined for NBFC-MFIs by the
andisinline with the board approved policy of NBFC-MFI. NBFC-ND-SI Master Directions.
3) The computation of loan repayment obligations has taken

into account all outstanding loans (collateral-free

microfinance loans as well as any other type of collateralized

loans) of the household. And no new loans have been provided to

those households till the prescribed limit of 50% is complied with.

Criteria —Microfinance Loans

Individual loan amounts not to exceed The maximum credit limit is Rs 40K for the first loan cycle and Rs
Rs 75K in the first cycle and Rs125K in subsequent cycles. 90K for subsequent loan cycles.

Ticket Size

Tenure of loan to be at least 24 months for loan amounts in excess FUSION comply with this normin relation to our micro-credit

T fL
enure ott.oan of Rs 30K with prepayment without penalty. products.

Collateral Loan to be extended without collateral. FUSION comply with this norm for our micro-credit products.

Loan to be repayable in weekly, fortnightly or monthly installments, FUSION comply with this norm, subject tocompliance with

Mode of Repayment . R
at the choice of the Borrower. any local lawrequirements.

The actual cost of insurance for group, livestock, life and

FUSION collect only the actual cost of loan coverinsurance. We
health of borrower and spouse can be recovered. However,

Insurance Premium comply with this norm inrelation to collection ofinsurance

administrative charges can only be recovered as per the applicable

o i premium.

guidelines issued by the IRDA.

Penalty Borrowers not to be subject to penalties for delayed payments. FUSION comply with this norm.
. . No security deposit or margin should be taken from the FUSION have not taken any security deposit or margin money from

Security Deposit . . .

borrower. our borrowers in respect of our micro-credit products.
P —— Asset for which interest or principal payment has remained FUSION comply with this norm. We classifyloans that remain

sset Classification
overdue for a period of 90 days or more to be classified as a NPA. overdue for 90 days or more as NPAs.

Loan provision for non-performing assets meeting the “Qualifying
Assets” criteria to be created for higher of:
(a) 1% of the outstandingloan portfolio; or

Loan Provisioning (b) 50% of the aggregate loan installments overdue for more than
90 days and less than 180 days; or
(c) 100% of the aggregate loan installments overdue for 180 days or
more (applicable from April 1,2013).

For non-performing assets, expected credit loss allowance (“ECL")
is as per our Board approved ECL model to ensure compliance with
RBI Circular No. DOR (NBFC).CC.PD.N0.109/22.10.106/2019-20
dated March 13, 2020.

Source: RHP, Company data, HTI Research
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Figure 128: Recent regulatory changes

Area of regulation Existing regulations Revised regulations (effective from April 1,2022)
_ For NBFC-MFIs For Banks and SFBs For all Regulated Entities

No pricing cap. Underwriting of loans to be done on a risk-
based analysis, and a risk premium to be charged based
Margin cap at 10% for large on the borrower.

jos >
B (erm perGelies s No restrictions for Banks and

Loan pricing 1bn); SFBs Board-approved policy for pricing of loans to be putin
12% for small MFlIs (loan place. The policy should include the interest rate model,
portfolios <Rs 1bn) range of spread of each component for categories of

borrowers and ceiling on the interest rate and all other
charges on MFl loans.

Not more than 1% of gross

Processing fees
loan amount

The minimum requirement of microfinance loans for
NBFC-MFIs has been revised to 75% of an NBFC-MFI’s

total assets.
Have to meet the target set

Qualifying criteria 85% loans unsecured -
for priority sector loans

The maximum limit on microfinance loans for NBFCs
other than NBFC-MFIs has been revised to 25% of the
total assets from 10% previously.

Annual household income: Up to Rs 300k in urban as well
as rural areas (This amount is higher than what was
stated in the consultation paperissuedinJune 2021 —up
. Rural areas:Rs 125k p.a. No restrictions for Banks and toRs 125k for rural areas and Rs 200k for urban and semi-
Household income
Urban areas: Rs200k p.a SFBs urban areas).
Board-approved policy for assessment of household
income

Rs 75kin the first cycle and Rs

Ticket size of loans .
125kin the subsequent cycles

- than 2 lend ot el lend t Limit on maximum loan repayment obligation ofa

. ot more than 2 lenders ore than 2 banks can lend to

Lendingto the same borrower household towards all loans: 50% of monthly household
allowed per borrower same borrower income

No restrictions for banks and
SFBs

Overall borrower indebtedness :Should not exceed Rs 125k

Source: RHP, Company data, HTI Research
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APPENDIX

IMPORTANT DISCLOSURES

This research report is distributed by Haitong International, a global brand name for the equity research teams of Haitong International Research Limited (“HTIRL"), Haitong Securities India Private
Limited (“HSIPL"), Haitong International Japan K.K. (“HTIJKK"), Haitong International Securities Company Limited (“HTISCL"), and any other members within the Haitong International Securities Group
of Companies (“HTISG"), each authorized to engage in securities activities in its respective jurisdiction.

Analyst Certification:

|, Darpin Shah, certify that (i) the views expressed in this research report accurately reflect my personal views about any or all of the subject companies or issuers referred to in this research and (i)
no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this research report; and that | (including members of my household)
have no financial interest in the security or securities of the subject companies discussed.

I, Hitesh Gulati, certify that (i) the views expressed in this research report accurately reflect my personal views about any or all of the subject companies or issuers referred to in this research and (i)
no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this research report; and that | (including members of my household)
have no financial interest in the security or securities of the subject companies discussed.

I, Nikhil Vaishnav, certify that (i) the views expressed in this research report accurately reflect my personal views about any or all of the subject companies or issuers referred to in this research and
(ii) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this research report; and that | (including members of my
household) have no financial interest in the security or securities of the subject companies discussed.

Conflict of Interest Disclosures

HTI and some of its affiliates may engage in investment banking and / or serve as a market maker or hold proprietary trading positions of certain stocks or companies in this research report. As far
as this research report is concerned, the following are the disclosure matters related to such relationship (As the following disclosure does not ensure timeliness and completeness, please send an
email to ERD-Disclosure@htisec.com if timely and comprehensive information is needed).

EDEL.IN is/was an investment bank clients of Haitong currently or within the past 12 months.

AXSB.IN, HDFC.IN, HDFCLIFE.IN, HDFCAMC.IN, NAM.IN and ICICIBC.IN are/were a client of Haitong currently or within the past 12 months. The client has been provided for non-investment-banking
securities-related services.

Haitong received in the past 12 months compensation for investment banking services provided to EDEL.IN.

Haitong has received compensation in the past 12 months for products or services other than investment banking from AXSB.IN, HDFC.IN, HDFCLIFE.IN, HDFCAMC.IN, NAM.IN and ICICIBC.IN.

Ratings Definitions (from 1 Jul 2020): Rating Distribution
Haitong International uses a relative rating system using Outperform,
Neutral, or Underperform for recommending the stocks we cover to
investors. Investors should carefully read the definitions of all ratings used
in Haitong International Research. In addition, since Haitong International
Research contains more complete information concerning the analyst's
views, investors should carefully read Haitong International Research, in its
entirety, and not infer the contents from the rating alone. In any case,

Most Recent Full Quarter Prior Full Quarter
Underperform Underperform

1.3%

. ) . Outperform
ratings (or research) should not be used or relied upon as investment 89.4%

advice. An investor's decision to buy or sell a stock should depend on
individual circumstances (such as the investor's existing holdings) and other
considerations.

Outperform
89.5%

Analyst Stock Ratings

Outperform: The stock’s total return over the next 12-18 months is
expected to exceed the return of its relevant broad market benchmark, as
indicated below.

Neutral: The stock’s total return over the next 12-18 months is expected to
be in line with the return of its relevant broad market benchmark, as
indicated below. For purposes only of FINRA/NYSE ratings distribution
rules, our Neutral rating falls into a hold rating category.

Underperform: The stock’s total return over the next 12-18 months is
expected to be below the return of its relevant broad market benchmark,
as indicated below.
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Benchmarks for each stock’s listed region are as follows: Japan - TOPIX,
Korea - KOSPI, Taiwan - TAIEX, India — Nifty100, US — SP500; for all other
China-concept stocks - MSCI China.

Haitong International Equity Research Ratings Distribution, as of Sep 30, 2022

Outperform Neutral Underperform

(hold)
HTI Equity Research Coverage 89.4% 9.2% 1.4%
IB clients* 5.5% 6.8% 4.5%

*Percentage of investment banking clients in each rating category.

BUY, Neutral, and SELL in the above distribution correspond to our current ratings of Outperform, Neutral, and Underperform.

For purposes only of FINRA/NYSE ratings distribution rules, our Neutral rating falls into a hold rating category. Please note that stocks with an NR designation are not included
in the table above.

Previous rating system definitions (until 30 Jun 2020):

BUY: The stock’s total return over the next 12-18 months is expected to exceed the return of its relevant broad market benchmark, as indicated below.

NEUTRAL: The stock’s total return over the next 12-18 months is expected to be in line with the return of its relevant broad market benchmark, as indicated below. For purposes
only of FINRA/NYSE ratings distribution rules, our Neutral rating falls into a hold rating category.

SELL: The stock’s total return over the next 12-18 months is expected to be below the return of its relevant broad market benchmark, as indicated below.

Benchmarks for each stock’s listed region are as follows: Japan - TOPIX, Korea - KOSPI, Taiwan - TAIEX, India - Nifty100; for all other China-concept stocks - MSCI China.

Haitong International Non-Rated Research: Haitong International publishes quantitative, screening or short reports which may rank stocks according to valuation and other metrics or may suggest
prices based on possible valuation multiples. Such rankings or suggested prices do not purport to be stock ratings or target prices or fundamental values and are for information only.

Haitong International Coverage of A-Shares: Haitong International may cover and rate A-Shares that are subject to the Hong Kong Stock Connect scheme with Shanghai and Shenzhen. Haitong
Securities (HS; 600837 CH), the ultimate parent company of HTISG based in Shanghai, covers and publishes research on these same A-Shares for distribution in mainland China. However, the rating
system employed by HS differs from that used by HTI and as a result there may be a difference in the HTI and HS ratings for the same A-share stocks.

Haitong International Quality 100 A-share (Q100) Index: HTI's Q100 Index is a quant product that consists of 100 of the highest-quality A-shares under coverage at HS in Shanghai. These stocks are
carefully selected through a quality-based screening process in combination with a review of the HS A-share team’s bottom-up research. The Q100 constituent companies are reviewed quarterly.

MSCI ESG Disclaimer: Although Haitong International’s information providers, including without limitation, MSCI ESG Research LLC and its affiliates (the “ESG Parties”), obtain information (the
“Information”) from sources they consider reliable, none of the ESG Parties warrants or guarantees the originality, accuracy and/or completeness, of any data herein and expressly disclaim all express
or implied warranties, including those of merchantability and fitness for a particular purpose. The Information may only be used for your internal use, may not be reproduced or redisseminated in
any form and may not be used as a basis for, or a component of, any financial instruments or products or indices. Further, none of the Information can in and of itself be used to determine which
securities to buy or sell or when to buy or sell them. None of the ESG Parties shall have any liability for any errors or omissions in connection with any data herein, or any liability for any direct,
indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

SusallWave FIN-ESG Data Service Disclaimer: Please read these terms and conditions below carefully and confirm your agreement and acceptance with these terms before using SusallWave FIN-
ESG Data Service.

1. FIN-ESG Data is produced by SusallWave Digital Technology Co., Ltd. (In short, SusallWave)'s assessment based on legal publicly accessible information. SusallWave shall not be responsible
for any accuracy and completeness of the information. The assessment result is for reference only. It is not for any investment advice for any individual or institution and not for basis of purchasing,
selling or holding any relative financial products. We will not be liable for any direct or indirect loss of any individual or institution as a result of using SusallWave FIN-ESG Data.

2. SusallWave do not consider recipients as customers for receiving these data. When using the data, recipients shall make your own independent judgment according to your practical individual
status. The contents of the data reflect the judgment of us only on the release day. We have right to update and amend the data and release other data that contains inconsistent contents or
different conclusions without notification. Unless expressly stated, the data (e.g., financial performance data) represents past performance only and the past performance cannot be viewed as the
prediction of future return.

3. The copyright of this data belongs to SusallWave, and we reserve all rights in accordance with the law. Without the prior written permission of our company, none of individual or institution
can use these data for any profitable purpose. Besides, none of individual or institution can take actions such as amendment, replication, translation, compilation, re-editing, adaption, deletion,
abbreviation, excerpts, issuance, rent, exhibition, performance, projection, broadcast, information network transmission, shooting, adding icons and instructions. If any loss of SusallWave or any
third-party is caused by those actions, users shall bear the corresponding compensation liability. SusallWave shall not be responsible for any loss.

4. Ifany term is not contained in this disclaimer but written in other agreements on our website (e.g. User Registration Protocol of SusallWave Website, User Service (including authentication)
Agreement of SusallWave Website, Privacy Policy of Susallwave Website), it should be executed according to other agreements. If there is any difference between this disclaim and other agreements,
this disclaimer shall be applied.

IMPORTANT DISCLAIMER

For research reports on non-Indian securities: The research report is issued by Haitong International Research Limited (“HTIRL"), a wholly owned subsidiary of Haitong International Securities Group
Limited (“HTISGL") and a licensed corporation to carry on Type 4 regulated activity (advising on securities) for the purpose of the Securities and Futures Ordinance (Cap. 571) of Hong Kong, with the
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assistance of Haitong International (Japan) K.K. (“HTIKK”), a wholly owned subsidiary of HTISGL and which is regulated as an Investment Adviser by the Kanto Finance Bureau of Japan.

For research reports on Indian securities: The research report is issued by Haitong Securities India Private Limited (“HSIPL"), an Indian company and a Securities and Exchange Board of India (“SEBI”)
registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the BSE Limited (“BSE”) and the National Stock
Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”). HSIPL was acquired and became part of the Haitong International Securities Group of Companies (“HTISG") on 22
December 2016.

All the research reports are globally branded under the name Haitong International and approved for distribution by Haitong International Securities Company Limited (“HTISCL") and/or any other
members within HTISG in their respective jurisdictions.

The information and opinions contained in this research report have been compiled or arrived at from sources believed to be reliable and in good faith but no representation or warranty, express or
implied, is made by HTIRL, HTISCL, HSIPL, HTIJKK or any other members within HTISG from which this research report may be received, as to their accuracy, completeness or correctness. All opinions
expressed herein are as of the date of this research report and are subject to change without notice. This research report is for information purpose only. Descriptions of any companies or their
securities mentioned herein are not intended to be complete and this research report is not, and should not be construed expressly or impliedly as, an offer to buy or sell securities. The securities
referred to in this research report may not be eligible for purchase or sale in some jurisdictions. If an investment product is denominated in a currency other than an investor's home currency, a
change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results. Certain transactions, including those involving derivatives, give rise to
substantial risk and are not suitable for all investors. You should also bear in mind that recommendations in this research report are not tailor-made for you. The analyst has not taken into account
your unigue financial circumstances, such as your financial situation and risk appetite. You must, therefore, analyze and should, where applicable, consult your own legal, tax, accounting, financial
and other professional advisers to evaluate whether the recommendations suits you before investment. Neither HTISG nor any of its directors, employees or agents accepts any liability whatsoever
for any direct or consequential loss arising from any use of the materials contained in this research report.

HTISG and our affiliates, officers, directors, and employees, excluding the analysts responsible for the content of this document, will from time to time have long or short positions in, act as principal
in, and buy or sell, the securities or derivatives, if any, referred to in this research report. Sales, traders, and other professionals of HTISG may provide oral or written market commentary or trading
strategies to the relevant clients and the companies within HTISG that reflect opinions that are contrary to the opinions expressed in this research report. HTISG may make investment decisions that
are inconsistent with the recommendations or views expressed in this research report. HTl is under no obligation to ensure that such other trading decisions, ideas or recommendations are brought
to the attention of any recipient of this research report.

Please refer to HTI's website www.equities.htisec.com for further information on HTI's organizational and administrative arrangements set up for the prevention and avoidance of conflicts of interest
with respect to Research.

Non U.S. Analyst Disclosure: The HTI analyst(s) listed on the cover of this Research is (are) not registered or qualified as a research analyst with FINRA and are not subject to U.S. FINRA Rule 2241
restrictions on communications with companies that are the subject of the Research; public appearances; and trading securities by a research analyst.

DISTRIBUTION AND REGIONAL NOTICES

Except as otherwise indicated below, any Recipient wishing to discuss this research report or effect any transaction in any security discussed in HTI's research should contact the Haitong International
salesperson in their own country or region.

Notice to Hong Kong investors: The research report is distributed by Haitong International Securities Company Limited (“HTISCL”), which s a licensed corporation to carry on Type 1 regulated activity
(dealing in securities) in Hong Kong. This research report does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the SFO. This research report
is only to be circulated to "Professional Investors" as defined in the SFO. This research report has not been reviewed by the Securities and Futures Commission. You should not make investment
decisions solely on the basis of the information contained in this research report. Recipients of this research report are to contact HTISCL salespersons in respect of any matters arising from, or in
connection with, the research report.

Notice to U.S. investors: As described above, this research report was prepared by HTIRL, HSIPL or HTIJKK. Neither HTIRL, HSIPL, HTIJKK, nor any of the non U.S. HTISG affiliates is registered in the
United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for distribution to
“major U.S. institutional investors” and “U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended.
When distributing research reports to “U.S. institutional investors,” HTI USA will accept the responsibilities for the content of the reports. Any U.S. recipient of this research report wishing to effect
any transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so only through Haitong International Securities (USA)
Inc. (“HTI USA”), located at 340 Madison Avenue, 12th Floor, New York, NY 10173, USA; telephone (212) 351 6050. HTI USA is a broker-dealer registered in the U.S. with the U.S. Securities and
Exchange Commission (the “SEC") and a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”). HTI USA is not responsible for the preparation of this research report nor for the
analysis contained therein. Under no circumstances should any U.S. recipient of this research report contact the analyst directly or effect any transaction to buy or sell securities or related financial
instruments directly through HSIPL, HTIRL or HTIKK. The HSIPL, HTIRL or HTIKK analyst(s) whose name appears in this research report is not registered or qualified as a research analyst with FINRA
and, therefore, may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account. Investing
inany non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of non-U.S. issuers may not be registered with,
or be subject to U.S. regulations. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards
and regulatory requirements comparable to those in effect within the U.S. The value of any investment or income from any securities or related financial instruments discussed in this research
report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related
financial instruments. All inquiries by U.S. recipients should be directed to:

Haitong International Securities (USA) Inc.

340 Madison Avenue, 12! Floor

New York, NY 10173

Attn: Sales Desk at (212) 351 6050

People’s Republic of China (PRC): In the PRC, the research report is directed for the sole use of those who receive the research report in accordance with the applicable PRC laws and regulations.
Further, the information on the research report does not constitute "production and business activities in the PRC" under relevant PRC laws. This research report does not constitute a public offer
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of the security, whether by sale or subscription, in the PRC. Further, no legal or natural persons of the PRC may directly or indirectly purchase any of the security or any beneficial interest therein
without obtaining all prior PRC government approvals or licenses that are required, whether statutorily or otherwise. Persons who come into possession of this research are required to observe
these restrictions.

Notice to Canadian Investors: Under no circumstances is this research report to be construed as an offer to sell securities or as a solicitation of an offer to buy securities in any jurisdiction of Canada.
Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and
only by Haitong International Securities (USA) Inc., a dealer relying on the “international dealer exemption” under National Instrument 31-103 Registration Requirements, Exemptions and Ongoing
Registrant Obligations (“NI 31-103") in Alberta, British Columbia, Ontario and Quebec. This research report is not, and under no circumstances should be construed as, a prospectus, an offering
memorandum, an advertisement or a public offering of any securities in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed upon this
research report, the information contained herein or the merits of the securities described herein and any representation to the contrary is an offence. Upon receipt of this research report, each
Canadian recipient will be deemed to have represented that the investor is an “accredited investor” as such term is defined in section 1.1 of National Instrument 45-106 Prospectus Exemptions or,
in Ontario, in section 73.3(1) of the Securities Act (Ontario), as applicable, and a “permitted client” as such term is defined in section 1.1 of NI 31-103, respectively.

Notice to Singapore investors: This research report is provided in Singapore by or through Haitong International Securities (Singapore) Pte Ltd (“HTISSPL") [Co Reg No 201311400G. HTISSPL is an
Exempt Financial Adviser under the Financial Advisers Act (Cap. 110) (“FAA”) to (a) advise on securities, units in a collective investment scheme, exchange-traded derivatives contracts and over-the-
counter derivatives contracts and (b) issue or promulgate research analyses or research reports on securities, exchange-traded derivatives contracts and over-the-counter derivatives contracts. This
research report is only provided to institutional investors, within the meaning of Section 4A of the Securities and Futures Act (Cap. 289). Recipients of this research report are to contact HTISSPL via
the details below in respect of any matters arising from, or in connection with, the research report:

Haitong International Securities (Singapore) Pte. Ltd.
10 Collyer Quay, #19-01 - #19-05 Ocean Financial Centre, Singapore 049315
Telephone: (65) 6536 1920

Notice to Japanese investors: This research report is distributed by Haitong International Securities Company Limited and intended to be distributed to Financial Services Providers or Registered
Financial Institutions engaged in investment management (as defined in the Japan Financial Instruments and Exchange Act ("FIEL") Art. 61(1), Order for Enforcement of FIEL Art, 17-11(1), and related
articles).

Notice to UK and European Union investors: This research report is distributed by Haitong International Securities Company Limited. This research is directed at persons having professional
experience in matters relating to investments. Any investment or investment activity to which this research relates is available only to such persons or will be engaged in only with such persons.
Persons who do not have professional experience in matters relating to investments should not rely on this research. Haitong International Securities Company Limited's affiliates may have a net
long or short financial interest in excess of 0.5% of the total issued share capital of the entities mentioned in this research report. Please be aware that any report in English may have been published
previously in Chinese or another language.

Notice to Australian investors: The research report is distributed in Australia by Haitong International Securities (Singapore) Pte Ltd, Haitong International Securities Company Limited, and Haitong
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