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Recommendation Time Period Current Price Target Price Potential Upside
BUY 12 months 575.4/- 661.7/- 15.0%

Fusion Micro Finance Ltd. has been operating in the microfinance industry for 13 years since January 2010. They
have a strong presence in 20 states and Union Territories, and are among the top 10 companies in their business
space, serving 3.52 million clients as Mar 23. The company has an asset under management (AUM) book of Rs 10026
crore, with gross non-performing assets (GNPA) and net non-performing assets (NNPA) standing at 2.68% and 0.65%
respectively. Additionally, the company has received 2 rating upgrades in the last 11 months by CRISIL. The company
has been reporting consistent improvement in Return on Assets (RoA) and Return on Equity (RoE) which stands at
4.97% and 20.10% respectively as of 2HFY24.

Five reasons to buy:

4+ Credit Rating Upgrade: The company's A+ rating upgrade by CRISIL is expected to lower the marginal cost of
funds and lead to NIM expansion. The company has set a target NIM of 11.2-11.5% going ahead.

4+ Marked improvement in asset quality: The asset quality of the company has been improving steadily. Gross
Non-Performing Assets (GNPA) reduced from 5.7% in Mar 22 to 3.5% in Mar 23 and further improved to 2.7% in
Sep 23. The collection efficiency of the company has remained strong with low delinquencies for loans
originated in the past 12-18 months. The credit cost is expected to normalize below the 3% level in FY24.
Additionally, the total management overlay as of Sep 23 is Rs 61.5 crore.

+ Well-capitalized Bank: Overall capital adequacy ratio (CAR) including profit stood at 28.7%, we expect the
company is well capitalized to adhere to future growth.

4+ Robust growth outlook: In the 1HFY24, Fusion reported a PAT of Rs. 246 cr and a RoA of 4.5% (annualised). The
company is expected to sustain improved profitability over the medium term. The GNPA / NNPA reduced by 52
bps / 13 bps QoQ, stands at 2.68% / 0.65% as of Sep 23.

+ Expanding to newer geography: The company plans to open 160-170 branches in FY24. The company has a
network of 1164 branches across 24 states.

Reasonable valuation: At CMP, the stock is trading at P/BV of 2.0x/1.6x of its FY24E/FY25E BVPS respectively.
Valuations appear to be reasonable and offer favourable risk-reward for medium to long-term investors.

Key Risks: Unexpected credit delinquencies, Rise in competition, elevated cost of fund
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Financial Summary

Particulars (Rs cr)

NIl 568.4 957.4 1,298.0 1,590.4
Net Profit 21.7 387.1 513.2 657.7
NIM (%) 8.9 11.8 12.8 13.0
ROA (%) 0.3 4.6 5.0 5.3
ROE (%) 1.7 21.2 19.9 20.8
GNPA % 5.7 3.5 2.7 2.7
PCR % 71.9 74.3 75.7 75.7
PE (x) 217.9 14.8 11.2 8.7
P/BV (x) 3.5 2.5 2.0 1.6

Source: Bloomberg, SSL Research

Stock Performance (2-Years)

Fusion Microfinance Ltd. ~——— BSE Small-Cap
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Source: Capitaline, SSL Research
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DISCLOSURES & DISCLAIMERS:

Analyst Certification: The views expressed in this research report ("Report") accurately reflect the personal views of the research analysts ("Analysts")
employed by SBICAP Securities Limited (SSL) about any and all of the subject issuer(s) or company(ies) or securities. This report has been prepared based
upon information available to the public and sources, believed to be reliable. I/We also certify that no part of my/our compensation was, is, or will be
directly or indirectly related to the specific recommendation(s) or view(s) in this report.

The Analysts engaged in preparation of this Report or his/her relative:-

(a) do not have any financial interests in the subject company mentioned in this Report; (b) do not own 1% or more of the equity securities of the subject
company mentioned in the report as of the last day of the month preceding the publication of the research report; (c) do not have any material conflict of
interest at the time of publication of the Report.

The Analysts engaged in preparation of this Report:-

(a) have not received any compensation from the subject company in the past twelve months; (b) have not managed or co-managed public offering of
securities for the subject company in the past twelve months; (c)have not received any compensation for investment banking or merchant banking or
brokerage services from the subject company in the past twelve months; (d) have not received any compensation for products or services other than
investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has not received any compensation
or other benefits from the subject company or third party in connection with the Report; (f) has not served as an officer, director or employee of the subject
company; (g) is not engaged in market making activity for the subject company.
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