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Leading NBFC-MFI, well placed to sustain 
industry-leading profitability Rs411  
 
 

 
 

 
   

 

Fusion Micro Finance (Fusion) is a leading NBFC-MFI with AUM of Rs80bn (>50% 
CAGR FY17-22) and borrower base of 3mn (>30% CAGR), implying average 
outstanding per borrower of ~Rs25,000 (one of the lowest in MFI space) as on Sep’22. 
The management has built the organisation with – a) diversified operations (presence 
in >18 states as on Sep’22), b) calibrated growth led by new customer acquisition, c) 
stable management team along with second line, d) high weightage on corporate 
governance (always audited by Big 4s) and e) conservative provision policy (100% 
provision for 90+ DPD portfolio under IGAAP). Pristine asset quality during its decade-
long journey, as reflected in GNPL of 3.8% and standard restructured book of 0.5% as 
on Sep’22, highlights its quality underwriting, proactive risk management and deep 
understanding of demographics in states where it operates. 
Fusion Microfinance, with a decade-long experience in MFI lending space, well-
diversified portfolio and stable management team, is likely to emerge as a preferred 
player to play on India’s financial inclusion story. We initiate coverage on the stock 
with BUY rating and target price of Rs600, valuing the stock at 2x on FY24E BVPS. 
 Rural presence, revised MFI regulation and stable management team to ensure 

leadership position in MFI space. Since inception in 2010, Fusion has prioritised 
organic geographic diversification (no state contributes >20% of AUM) with focus on 
tapping underserved rural segment (>90% of AUM in rural India) and managed to restrict 
presence in vulnerable states such as WB, Assam, Maharashtra, Kerala etc. (combined 
branches in these states is ~4% of total braches). This reflects its strong domain 
expertise. Further, stable management team, wherein, 17 states are headed by internal 
people, ensured successful execution of diversification strategy without any impact on 
balance sheet quality. Revised MFI regulation with removal of price cap and flexibility to 
build non-MFI book up to 25% of assets (~3.2mn MFI customer base), coupled with 
adequate capital, >1,000 branches and presence in 19 states, would put Fusion in 
driving seat to sustain growth momentum and improve profitability going forward. 

 Asset quality performance during has been better than peers. Quality underwriting, 
stable management team, rural presence (less vulnerable than urban) and negligible 
exposure to highly impacted states during covid such as Kerala, Maharashtra, West 
Bengal and Assam helped Fusion navigate the covid phase with relatively better asset 
quality metrics. Its peak GNPL since 2020 stood at 5.7% vs 16% for industry, reflecting 
its outperformance. Total stressed book (NNPL + standard restructured book) stands at 
1.6% vs 1% for CA Grameen, 1.9% for Bandhan, 6.9% for Spandana and 1% for Ujjivan. 
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 Margin expansion, quality growth and operating leverage to drive profitability 
going forward. Fusion remained profitable throughout the covid phase and 
reported 4.8% RoA during Q2FY23. The company is well placed to deliver industry-
leading RoA in FY23/24E given a) likely margin expansion (hiked lending rate by 
150-180bps during H1FY23), b) credit cost moderation (3.1% in Q2FY23) and c) 
benefit of scale (cost/assets fell to 4.8% in FY22 from 5.5% in FY19). It delivered 
one of the highest AUM growth(s) at >50% CAGR during FY17-22 and we expect 
AUM growth to remain at 29% over FY22-25E driven by new customer acquisition 
and high growth in non-MFI book. 

 Valuation. Fusion Microfinance, with a decade-long experience in MFI lending 
space, well-diversified portfolio and stable management team, is likely to emerge as 
a preferred player to play on India’s financial inclusion story. We initiate coverage 
on Fusion with a BUY rating and target price of Rs600, valuing the stock at 2x FY24E 
BVPS. Stock is currently trading at 1.4x, >40% discount to CA Grameen’s FY24E 
PBV multiple at 2.5x. Considering likely similar return profile for CA Grameen and 
Fusion over FY24/25E, we believe valuation gap would narrow down gradually.   

 Key risk. 1) Deceleration in AUM growth and 2) stress unfolding higher than 
anticipation.  
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What stands out for Fusion 

Successful scale up of AUM led by new customer acquisition… 

Fusion delivered healthy 52% AUM CAGR led by customer base growing by 32% CAGR 
and only 16% CAGR in average ticket size during FY17-22 despite business 
environment remaining uncertain owing to demonetisation, liquidity crunch and covid 
crisis. The same reflects successful execution of its growth strategy of targeting 
underserved and underpenetrated rural areas in both existing markets and new 
geographies. Its growth strategy was underpinned by high rates of customer acquisition, 
retention and low-cost expansion into underpenetrated areas. 

Superior customer service and tailor-made financial solution to address specific needs 
of borrowers led to steady increase in customer retention rates to 70% in FY22 from 
49% in FY19. It undertakes various community development programmes every year 
that cover topics such as financial literacy, health and safety, hygiene, medical care and 
education. We believe these initiatives serve as a foundation for its growth by 
strengthening its credibility as a trustworthy, reliable and responsible long-term lender.  

The expansion strategy of Fusion is based around the geographical diversification 
(learning from AP crisis), calibrated growth (while the company was set-up in FY10, it 
clocked Rs10bn AUM only by FY18) and focus on customer leverage (maximum ticket 
size capped at Rs80,000).  

Chart 1: Steady increase in market share even during covid phase… 

 
Source: Company data, I-Sec research. 
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Chart 2: …the same was driven by new customer acquisition as reflected in 
highest new customer addition growth at 29% CAGR between FY18-22 

 
Source: Company data, I-Sec research. 
 

Chart 3: Higher share of 1st cycle borrower 
reflects focus on new customer acquisition 

Chart 4: Maximum ticket size capped at Rs85,000 
even for higher vintage customer  

  
Source: Company data, I-Sec research.  Source: Company data, I-Sec research.  

 

Chart 5: Customer-centric business model resulted in steady increase in 
customer retention ratio 

 
Source: Company data, I-Sec research. 
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…and calibrated average ticket size growth  

Over the years, with a focus on new customer acquisition led growth strategy, 
conservative disbursement ticket size and single-product approach, Fusion laid a strong 
foundation that not only seamlessly navigates economic cycles, but also comes out 
stronger with every passing cycle. In testimony, Fusion delivered strong AUM growth of 
>50% with customer base growing by 32% CAGR and only 16% CAGR in average ticket 
size during FY17-22.  

Stringent top-up policy (60% attendance, >6 months vintage, no history of defaults with 
Fusion or any other lender and ticket size at Rs5,000 to Rs12,000) and single product 
approach (stayed away from multi-product life cycle management approach) has helped 
Fusion in keeping customer leverage at lower level. The same reflects in significantly 
lower disbursement ticket size of ~Rs36,000 vs industry average of Rs39,000 as on 
FY22. 

Chart 6: Total customer base grew by 32% CAGR during FY17-22 

 
Source: Company data, I-Sec research. 
 

Chart 7: Fusion has always maintained average disbursement ticket size lower 
than industry 

 
Source: Company data, I-Sec research. 
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Organically diversified since inception with clear focus on rural 
market  

Since inception, Fusion has maintained a balanced approach of deepening presence in 
existing geographies and at the same time entering newer geographies to build long-
term sustainable and scalable business model. Successful execution of the stated 
strategy reflects in Fusion being present in 4 states during AP crisis (2011) and 12 states 
during demonetisation (2016). As of Sep’22, Fusion has expanded its footprint in 19 
states covering 390 districts and >118,000 villages. Its diversified presence has not only 
helped it identify and leverage growth opportunities but has also helped it mitigate 
concentration risks. The same has enabled it to navigate the unforeseen events like 
demonetisation, floods / draughts, pandemics like covid etc. relatively better than others.  

Fusion started its MFI lending journey in 2010 with focus on tapping underpenetrated 
rural credit market in Uttar Pradesh, given limited formal credit supply to bottom-of-the 
pyramid households. Personal lending was largely dominated by moneylenders. Since, 
UP was relatively underserved and lesser-explored MFI market, Fusion was cautiously 
building portfolio. The same helped Fusion in building 360-degree operation and have 
calibrated approach while growing business. Over the years, Fusion expanded its 
business in 19 states but with same calibrated and cautious growth strategy.  

Chart 8: Strategically focused on underpenetrated rural market; share of rural 
portfolio stands at 93% as on Sep’22 

 
Source: Company data, I-Sec research. 
 
Fusion has focused on reducing state concentration risk through contiguous expansion 
into new states and widening its reach into untapped markets in a strategically controlled 
manner. Contiguous expansion strategy helps it in understanding adjacent markets 
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business location, it utilises its well-tested area selection analysis, which involves a 
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Chart 9: Careful selection of geographies; the same reflects its strong domain 
expertise 

 
Source: Company data, I-Sec research. 
 

Table 1: State-wise distribution of AUM, branch and borrowers 

 
FY22 FY20 

AUM 
Active 

Borrowers Branches AUM 
Active 

Borrowers Branches 
Bihar 18.7% 19.0% 14.0% 18.9% 19.5% 13.5% 
Uttar Pradesh 18.1% 17.3% 18.6% 16.7% 16.3% 13.5% 
Odisha 11.6% 2.0% 9.7% 13.7% 14.6% 14.1% 
Madhya Pradesh 9.3% 9.3% 10.2% 10.2% 11.2% 13.1% 
Tamil Nadu 7.7% 7.9% 8.9% 5.1% 4.3% 7.6% 
Punjab 6.8% 6.9% 4.6% 8.5% 7.2% 5.2% 
Rajasthan 6.8% 6.6% 9.9% 4.3% 4.3% 6.2% 
Haryana 5.7% 5.4% 4.5% 7.6% 6.6% 5.0% 
Jharkhand 4.7% 5.1% 4.4% 4.5% 4.9% 4.7% 
Uttarakhand 2.7% 2.5% 2.0% 3.0% 2.6% 2.4% 
Gujarat 2.3% 2.4% 3.6% 1.5% 1.5% 2.7% 
Chhattisgarh 1.9% 2.0% 3.2% 1.6% 1.7% 3.7% 
West Bengal 1.6% 1.8% 1.6% 2.0% 2.3% 2.5% 
Delhi 0.7% 0.1% 0.8% 0.2% 0.1% 0.7% 
Maharashtra 0.6% 0.7% 0.8% 0.7% 0.8% 1.2% 
Himachal Pradseh 0.4% 0.4% 0.8% 0.3% 0.2% 0.3% 
Puducherry 0.3% 0.3% 0.3% 0.2% 0.2% 0.2% 
Assam 0.2% 0.4% 2.1% 1.1% 1.7% 3.5% 
Source: Company data, I-Sec research. 
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Chart 10: Focus on building deep distribution network  

 
Source: Company data, I-Sec research. 
 
As a result of its expansion efforts, as of Sep’22, no single state contributes more than 
19% of total AUM. The AUM share of the five largest states reduced to 66.8% by Sep’22 
from 75% in FY18. Similarly, proportion of AUM in 50 largest districts reduced to 37.9% 
by March’22 from 87.6% in FY16. 

Chart 11: Steady decline in top-5 state AUM contribution; as on Sep’22 no single 
state contributes >19% of total AUM 

 
Source: Company data, I-Sec research. 
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Pristine asset quality performance for more than a decade – 
backed by proactive risk management and quality underwriting 
process  

Careful selection of new geographies (leading to limited exposure in vulnerable states 
like MH, Kerala, WB & Assam), extensive customer assessment methodologies (maker 
and checker concept), tight control on average ticket size (maximum ticket size capped 
at Rs80,000 even for customers having vintage of >3 years) and limited top-up and 
cross-sell loans have helped Fusion in containing asset quality ratio better than industry. 
As on Sep’22, its GNPL ratio at 3.8% and standard restructured book at 0.5% is one of 
the lowest amongst leading MFI players.  

Chart 12: Fusion’s GNPL as on Sep’22 at 3.8% is third lowest amongst select 
MFI lenders 

 
Source: Company data, I-Sec research. 
 

Chart 13: Stringent underwriting and strong risk management practices in place  

 
Source: Company data, I-Sec research. 
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Fusion has strategically focused on income generation loans and restricted cross-sell 
and top-up loans. Further, it mainly caters to borrowers involved in agri and allied 
activities, which is considered as most sustainable cash flow generating occupation in 
rural areas. As on June’22, ~77% of its portfolio was towards agri and allied activities.  

Secondly, its commitment towards customer-centric approach reflects in it not pushing 
cross-sell products and maintaining customer leverage by limiting top-up loans to same 
customers.  

Chart 14: Strategically, it focuses on borrowers engaged in agri and allied 
activities 

 
Source: Company data, I-Sec research. 
 
Careful selection of geographies and detailed due-diligence of 
borrowers helped Fusion maintain robust asset quality across cycles  
Area selection 

 It has developed proprietary area lucrative index (ALI) analysis model to evaluate 
local conditions and potential for establishing a new branch.  

 ALI analysis model has evolved over the years through data collected from its 
geographically-diverse operations 

 When selecting a new area, ALI analysis is independently conducted by two 
separate teams – a) business operations team and b) risk/audit team. Each team 
will discuss its respective findings with the relevant regional office heads, and the 
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Stringent eligibility criteria and credit monitoring process  
 The relationship officer visits the prospective customer’s house to collect the know-

your-customer documents (as per mandated by the RBI) and basic data of the 
customer.  

 Customer should be residing in his/her own house. No loans are given to customers 
occupying rented house.  

 Customer group training (CGT) for 2 days. To assess the quality of CGT, GRT 
(Group Recognition Test) is conducted by the branch manager.   

 100% customer on-boarding via M-Shakti application  

 For top-up loans, customer vintage has to be >7-8 months in the system and he/she 
must have attended 6 centre meetings.   

 Maximum ticket size capped at Rs85,000 irrespective of the number of loan cycles. 

 Maximum lender per borrower, irrespective of ticket size, is capped at three.   

 Each relationship officer is required to conduct loan utilisation checks for 100% of 
loans sourced by him in the previous month, and branch managers are required to 
conduct loan utilisation checks for a sample of 25.00% of loans sourced from within 
his designated area in the previous month. 

Fusion conducts frequent evaluations of portfolio risk levels on a periodic basis and 
rigorous monitoring, analysis of cash disbursements and collection, roll rates and 
customer retention at both branch and head office levels, which help in identifying key 
emerging trends in business cycles.  

Chart 15: Trend in GNPL 

 
Source: Company data, I-Sec research. 
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Chart 16: Cumulative w/offs vs others  

 
Note; We have taken cumulative w/offs for FY21 / 22 / 1HFY23. 
Source: Company data, I-Sec research. 
 

Chart 17: Measures taken during covid to maintain asset quality and sustain 
growth 

 
Source: Company data, I-Sec research. 
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Chart 18: Collection efficiency during past 18 months 

 
Source: Company data, I-Sec research. 
 

Chart 19: Prudent provisioning policy: ECL provision coverage stands at 72% 
for stage III assets and 89% for PAR 90+ portfolio 

 
Source: Company data, I-Sec research. 
 

Chart 20: Total restructured book stands at only ~0.5% as on Sep’22 

 
Source: Company data, I-Sec research. 
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Robust digital platform – focus on cloud adoption and modern IT 
systems since 2010 

Fusion has remained at the forefront of the dynamic and the fast-evolving nature of 
business technology especially in high human-touch MFI business – since its first loan 
disbursement in 2010 it is using loan origination system. Since then, it has focused on 
technology transformation and automated / digitised various customer acquisition and 
customer service functions. The same resulted in average turnaround time reducing to 
4.75 days by FY22 from 13.2 days in FY16. Further, 100% customers were on-boarded 
digitally in FY22 and H1FY23. The share of cashless disbursements remained at 95% 
in FY22.  

Fusion’s current platforms support mobile customer on-boarding, paperless loan 
processing, real-time application tracking using barcodes, real-time credit checks, cloud 
computing, integrated credit bureau data collection, comprehensive online grievance 
redressal, geographic tagging for centre meetings and real-time notifications to 
customers.  

It adopted cloud computing software as early as 2013, the same provided agility, 
flexibility and improved collaboration in scaling up its business in a cost-efficient manner. 
Fusion is one of the first few MFIs to launch a mobile-based customer platform, and is 
in the process of implementing advanced artificial intelligence (AI) and machine learning 
(ML) mechanisms across its operations.  

Shakti, its centralised online real-time environment (CORE) lending system, is a multi-
product digital platform providing end-to-end solutions on both web and mobile 
platforms. Shakti enables, among other things, real-time integration through open API 
architecture with credit bureaus, bank partners and other third-party systems that 
facilitate seamless customer information validation and cashless collections.  

Digital journey  
 2010 – Loan origination system 

 2013 – Cloud computing software 

 2017 - Mobile on-boarding (M Shakti) and paperless loan processing 

 2019 - Open API integration  

 2020 - AI, machine learning, UPI collection (2 days before customer gets a link for 
repayment – currently 3% of customers are using UPI collection mode) 

 2022 - MIS reporting, CXO dashboard, trend analysis, fraud intelligence – if 
customer is not attending centre meeting but giving installments, system will red flag 
saying change in customer behaviour. 
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Chart 21: Well defined IT strategy 

 
Source: Company data, I-Sec research. 

 

Chart 22: End-to-end digital customer on-boarding Chart 23: Continued focus on building robust 
digital platform enabled TAT improving to 4 days 
by FY22 from >10 days in 2016 

  
Source: Company data, I-Sec research.  Source: Company data, I-Sec research.  
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Stable and experienced management team 

Fusion was founded by first-generation entrepreneur Mr. Devesh Sachdev, (~26 years 
of experience in BFSI and logistics industries). Considering high human-touch and 
relationship-based business model, it has focused on attracting and building talent 
powerhouse internally. Average tenure of compliance officer, CFO, COO of >5 years 
and 17 states being headed by internal employees, is testimony to successful built up 
of human capital over the years.   

Its senior management team comprises experts and professionals heading various 
functions. It encourages internal talent to head business operations, as they understand 
the company philosophy, guiding principles and strategic focus much better than 
outsiders. The same also helps in retaining talent as it provides a defined career 
progression path.   

Fusion has focused on building a team which amalgamates the conventions of the 
microfinance model with characteristics of a new age retail model that aims at building 
and leveraging scale, enhancing operational efficiency, ensuring better customer 
satisfaction and maintaining robust checks and balances.   

Additionally - since inception, Fusion has ESOP scheme in place that not only covers 
its top leadership team but also ensures coverage of mid-management level thereby, 
creating an ownership culture and loyalty amongst its people. 

Table 2: Senior management team 
Name Designation Profile 

Devesh Sachdev MD & CEO 
Founded Fusion in 2009-10. Chairperson of the governing board of Microfinance Institutions Network. 
Over 25 years of experience in service industry sector.  
Holds a Post-Graduate Certificate from XLRI, Jamshedpur and also completed HBS Accion Program 

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

Tarun Mehndiratta COO - MFI 
Has been with Fusion for ~5 years. Previously worked with GE India, SBI Cards & Payments Services, 
Citicorp Finance (India) and SRF Finance.  
Holds a PGDM in Marketing Science from IMM, Delhi. 

Kamal Kumar 
Kaushik COO - MSME 

Has been with Fusion for ~3 years. Previously worked with Religare Housing Development Finance 
Corporation, HDFC Bank, ICICI Bank, among others.  
Qualified CA. 

Sanjay Vishwanath 
Choudhary CRO 

Has been with Fusion for ~2 years. Previously worked with Axis Bank, Tata Consultancy Services, 
Satin Creditcare Network, WIMCO and ICICI Bank.  
Qualified CA and completed FRM certification from GARP 

Naveen Kumar 
Mangle CTO 

Has been with Fusion for ~3 years. Several years of work experience with Tata Consultancy Services, 
GE Capital, Mahindra Satyam, Location Labs, among others.  
MBA from IIFT and BE from Delhi University. 

Deepak Madaan CS and Compliance 
Officer 

Has been with Fusion for ~9 years. Previously worked with Almondz Capital, Management Services 
and Megha Technical Engineers.  
Qualified CS and holds a Bachelor’s degree in Law. 

Ankush Ahluwalia SVP – Business 
Operations 

Has been with Fusion for ~7 years. Previously worked with Magma Fincorp and Development Credit 
Bank, among others.  
Holds a master’s degree in Business Economics from Kurukshetra University. 

Satish Mani SVP – Audit 
Has been with Fusion for 7+ years. Previously worked with GE Capital, ICICI Bank, Kotak Mahindra 
Bank and Sundaram Finance.  
B. Com from Delhi University and has also completed HBS Accion Program. 

Pooja Mehta Chief HR Officer 
She has over 20 years of experience working extensively in HR domain. She has been associated 
organisation like PWC and Mercer. 
She is post graduate in psychology from Delhi university and completed her post graduation from XLRI 

Source: Company data, I-Sec research. 
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What would drive profitability going ahead 

Diversified source of funding and effective asset liability 
management 

Effective asset liability management and timely availability to funding sources are 
extremely critical to build long-term scalable and sustainable microfinance institutions. 
This is due to greater share of unsecured asset portfolio, frequently churning balance 
sheet (asset tenure <2 years) and vulnerability to a lot of external events like systemic 
liquidity position, PSL requirement at system level, asset quality cycle etc. Steady 
improvement in credit rating from ‘BBB’ in FY16 to ‘A / stable’ as on Dec’22 reflects 
successful execution of business strategies and its ability to navigate challenging times 
better than peers.  

Table 3: Steady improvement in rating 
Tenure Rating  Rating Instrument Agency Rating 

FY23 A (CRISIL) 

 

Long-term Debt 
CRISIL A stable 

CARE A stable 

NCD 

CRISIL A stable 

FY22 A- 
 CARE A stable 

ICRA A stable 

FY17 BBB+ 
 

Grading CART MFI 1 

Comprehensive MFI Grading (COCA) M-CRIL M2C1 

Client Protection Certification M-CRIL Gold level 
Source: Company data, I-Sec research. 
 
Over the years, Fusion has adopted a calibrated approach towards diversifying funding 
sources and focusing on minimising funding cost. Prudent asset liability management 
and effective liquidity management led to steady decline in cost of borrowings to 10.1% 
as on Sep’22 from 14% in FY17.  

It has focused on widening the lender pool – as on June’22 Fusion has lending 
relationship with 56 lenders, comprising a range of public banks, private banks, foreign 
banks and financial institutions. The share of bank funding (relatively lower cost) 
increased to >60% by Sep’22 from ~20% in FY17, while NCD funding (high cost) fell to 
<10% from >30% in FY17. 
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Chart 24: Diversified funding mix… 

 
Source: Company data, I-Sec research. 
 

Chart 25: …ensured steady improvement in funding cost 

 
Source: Company data, I-Sec research. 
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maturity of liabilities are always higher than the average maturity of assets by sourcing 
funding with larger repayment cycles. As on Sep’22, average maturity of assets stood 
at 18.2 months and average maturity of liabilities stood at 22.4 months. As a result of its 
prudent ALM standards, it had favourable asset-liability positions with 4 months of 
excess liquidity. 

8%
24%

50%
40% 36% 37% 35%13%

7%

1%
5% 13% 21% 27%

3%

7%

10% 20% 16%
14% 13%

30%

33%

18% 10% 7%
9% 11%

13%

7%
6% 13% 13%

12% 8%
32%

23%
14% 12% 14% 8% 7%

0%

20%

40%

60%

80%

100%

FY17 FY18 FY19 FY20 FY21 FY22 1HFY23

Borrowing mix

Private Banks Public Banks

14.1%
13.5%

12.7% 12.3%
11.2%

10.4% 10.1%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

FY17 FY18 FY19 FY20 FY21 FY22 1HFY23

(%
)

Avg Cost of Borrowing %



 
 
 

Fusion Micro Finance, January 23, 2023 ICICI Securities 

 

 
20 

Chart 26: Positive ALM of ~4 months as on Sep’22… 

 
Source: Company data, I-Sec research. 
 

Chart 27: …driven by timely access to long-term funding 

 
Source: Company data, I-Sec research. 
 
NBFC-MFIs, including Fusion, has been following formula based pricing policy (10% 
spread cap) as mandated by the regulator (RBI) during the past decade (FY11-22). The 
same resulted in lending rate movement in sync with borrowing cost movement 
irrespective of prevailing asset quality cycle and hence, lacked risk-adjusted pricing. 
Similarly, Fusion’s lending rate fell ~400bps from 24% in FY17 to 20% in H1FY23, in 
line with funding cost reduction from 14% in FY17 to 10% in H1FY23. However, with 
deregulation of pricing (removal of 10% spread cap as per revised MFI guidelines), 
Fusion adopted a risk-based pricing model. Accordingly, it adjusted lending rate 
upwards by ~150-180bps during H1FY23 to factor covid-led customer behaviour 
change.  
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Chart 28: Lending rate broadly matching reduction in funding cost until FY22… 

 
Source: Company data, I-Sec research. 
 

Chart 29: …resulted in NIM remaining within narrow range of 9-10% 

 
Source: Company data, I-Sec research. 
 
Stable credit history and relatively better business performance during covid led to credit 
rating improvement during H1FY23. ICRA has upgraded its rating for NCD and 
subordinate debt to A (stable) from A- (stable) in Dec’22. Similarly, CRISIL upgraded its 
long-term debt rating to A / stable from A- / stable in Nov’22. The same enabled Fusion 
in containing an increase in the cost of borrowing by 100bps vs 190bps increase in repo 
rate. A combination of curtailed funding cost and benefits of recent lending rate hike 
would likely ensure improving trajectory in NIM going ahead. 

Table 4: Rating upgrades during past 6 months… 

Date Instrument Rating agency 
Credit rating 

From to  

Dec'22 

NCD ICRA A- (Stable) A (Stable) 
Subordinated Debt ICRA A- (Stable) A (Stable) 
NCD CARE A- (Stable) A (Stable) 
Long-term debt CARE A- (Stable) A (Stable) 

Nov'22 Long-term debt CRISIL A- / Stable A / Stable 
Source: Company data, I-Sec research. 
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Chart 30: …led to only ~100bps increase in marginal cost of borrowing vs 
190bps increase in repo rate 

 
Source: Company data, I-Sec research. 
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Early investment in franchise built up and focus on productivity 
improvement would drive operating leverage 

During its early phase of organisational journey (2010-2017), Fusion focused on building 
technology and establishing presence in most states (by FY18, it was present 14 states). 
Further, it remained committed in investing towards enhancing customer experience, 
attaining greater operational and management efficiencies and productivity. Early 
investment towards employing a comprehensive ‘Touch & Tech’ model across all 
operations that focus on maintaining frequent technology-based communication points 
that enhance efficiency and customer experience has enabled it to derive benefits of 
economies of scale FY18 onwards.  

Even during its growth phase (FY18-22), it remained focus on strengthening its core by 
investing in people, processes, technology and building capabilities to be future ready. 
In this direction, it launched MSME in Dec’19 and during the past three years, it has 
gradually build capabilities to scale up MSME financing in a similar manner, it has done 
it in MFI business. As on Sep’22, MSME AUM stands at Rs2bn with total team size of 
481 people and presence in 7 states.  

Further, it started building separate collections team (300+ people as on Sep’22) to 
manage future asset quality cycle better than the past cycle. 

Chart 31: Successful scale-up of franchise 

 
Source: Company data, I-Sec research. 

 

Further, the emphasis on digital transformation such as app-based customer on-
boarding, paperless processing, cashless disbursements and UPI payment collections 
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better monitoring on real-time basis. 
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Chart 32: Steady decline in Cost / Assets driven by productivity improvement 

 
Source: Company data, I-Sec research. 
 

Table 5: Cost break-up; staff cost is higher but scope for improvement  
Data as on FY22 

Particulars Fusion CAGL Spandana 
LO per Branch 6.3 6.6 5.8 
No of Braches per district 2.5 5.1 3.5 
Total employee per branch 9.3 9.6 7.8 
Salary per employee  2,67,769 2,79,352 2,60,638 
AUM per employee 8 8 8 
AUM per Branch 73 84 59 
Borrower per branch 2,912 2,336 2,098 
Average o/s per borrower 24,949 35,948 28,004 
Staff cost % of AUM 4.1% 2.9% 3.1% 
% of average AUM    

Rent 0.3% 0.2% 0.1% 
Travelling 0.2% 0.5% 0.4% 
Legal fees 0.1% 0.1% 0.2% 
Rates & Taxes 0.1% 0.1% 0.0% 
Office maintainance 0.3% 0.1% 0.1% 
Water & electricity 0.1% 0.0% 0.0% 
Staff training 0.0% 0.0% 0.0% 
Insurance 0.0% 0.0% 0.0% 
CSR 0.0% 0.1% 0.1% 
Other exp 0.2% 0.2% 0.2% 
Total other exp 1.3% 1.3% 1.1% 
Source: Company data, I-Sec research. 
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Chart 33: Average outstanding per borrower is likely to improve hereon given 
the share of borrower with >3 cycles is likely to increase going ahead 

 
Source: Company data, I-Sec research. 
 

Table 6: Key productivity metrics 
 FY19 FY20 FY21 FY22 CAGR 
AUM per branch 52 61 64 73 12% 
AUM per Loan officer 10 10 11 12 5% 

      

Borrower per branch 3,075 3,143 2,924 2,912 -2% 
Borrower per loan officer 546 520 513 466 -7% 

      

No of Branches 504 595 725 934 23% 
Loan officers 2,650 3,593 4,133 5,840 30% 
Source: Company data, I-Sec research. 
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Normalisation of credit cost; conservative provisioning policy and 
negligible stress pool as on Sep’22 to drive lower credit cost 
going forward  

The challenges over the past five years including demonetisation, floods and covid have 
resulted in elevated credit cost for MFI sector including Fusion. Average credit cost 
during the past 5 years (FY17-22) stood at >4%, much higher than normalised credit 
cost in earlier cycle. However, careful selection of geographies, tight control on 
customer leverage by restricting top-up / cross-sell of loans, robust underwriting 
processes, risk management policies and stable mid-management have resulted in 
healthy portfolio quality indicators during covid.  

Key strategies adopted by Fusion to ensure healthy asset quality going forward 

 Separate audit and risk management team with clear KRAs and functionalities to 
ensure complete adherence to laid-down business policies and early detection of 
frauds and malpractices, through rigorous review mechanism. 

 Audit digitisation - audit team uses data analytics for more incisive audit. The same 
enables it to identify and zero-in on areas of concern at an early stage. 

 Geo-tagging of branches and group meeting locations, which allows the audit team 
to undertake surprise audit visits with ease – the same ensures the field staff 
remains on their toes at all times. 

 Working on creating a specialised fraud control unit with the key responsibility of 
early detection of fraud and plugging gaps in a manner that such incidents do not 
recur. 

Table 7: Negligible stressed asset pool as on Sep’22 

As of Sep'22 
DPD  

bucket 
AUM  

(Rs mn) 
% of  
AUM 

ECL  
(Rs mn) 

Coverage  
ratio 

Stage I 0-30 69,588 95.1% 529 0.8% 
Stage II 31-90 817 1.1% 319 39.0% 
Stage III 90+ 2,803 3.8% 2,004 71.5% 
Total  73,208 100.0% 2,851 3.9% 
- GNPA (stage III)         3.8% 
- NNPA (Net stage III)         1.1% 
- Standard restructured book         0.5% 
Source: Company data, I-Sec research. 
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Chart 34: Near-normal collection in new book (originated post March’21), 
constituting ~93% of total AUM, to ensure normalisation of credit cost going 
forward 

 
Source: Company data, I-Sec research. 
 

Chart 35: We expect credit cost to moderate and sustain to 2% by FY24E 

 
Source: Company data, I-Sec research. 
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Financial outlook 

Diversified presence with deep distribution, strong liquidity position, 
adequate capital and vast untapped opportunity to drive 25%+ AUM 
CAGR over FY22-FY25E 
Fusion delivered healthy 45% AUM CAGR between FY17-22, despite business 
environment remaining uncertain owing to factors such as demonetisation, liquidity 
crunch and the recent covid crisis. Notably, it launched MSME financing in Dec’19 and 
on a low base MSME loans grew 42% during FY23YTD.  

However, as per the recent Mfin study, MFI industry had captured only 28.5% of total 
addressable market by March’22 and un-met credit demand is likely to touch Rs17trn 
by FY26. The same implies 17% CAGR in industry AUM over FY22-26.     

Considering the vast untapped opportunity at ~Rs17trn in small-ticket lending, its deep 
distribution network with >1,000 branches, presence in 19 states coupled with adequate 
capital and diversified funding sources could potentially help Fusion continue gaining 
market share in MFI space. We estimate 29% AUM CAGR over FY22-FY25E. 

Chart 36: AUM CAGR likely to remain at 29% over FY22-FY25E 

 
Source: Company data, I-Sec research. 
 
Improved credit rating, lower interest reversal and recent lending rate 
hike by >150bps to ensure NIM at >11% over FY22-25E 
Over the years, Fusion has built diversified sources of funding including public, private 
and foreign banks, NBFCs, NCDs, NBFCs etc. In order to ensure timely access to funds, 
it strategically replaced NBFC funding with bank funding. As on Sep’22, funding from 
banking channel stands as high as 75%, while NBFC funding fell from 30% in FY17 to 
11% in Sep’22. Healthy payment track-record and strong financial performance across 
cycle have helped Fusion improve credit rating on continued basis. The same resulted 
in the cost of borrowing reducing from 14% in FY17 to 10% in FY22. Further, marginal 
cost of borrowing over the past six months has increased by only 40bps. While we 
expect an increase in the borrowing cost in near term (marginal cost of borrowing at 
10.7% vs overall cost of funds at 10.1% as on Sep’22), on medium to long term, we 
expect an improvement in the borrowing cost given the recent rating upgrades.   
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Post the deregulation of pricing from April’22, Fusion has adopted risk-based pricing 
methodology. Accordingly, it increased lending rate by >150bps during H1FY23 to factor 
covid-led change in customer behaviour. We believe the recent upward loan re-price 
could potentially offset the likely increase in the cost of borrowing. Hence, we expect 
NIM to remain stable at current level during FY22-25E.    

Chart 37: NIMs retracement likely in FY23E and would sustain >11% over FY23-
25E 

 
Source: Company data, I-Sec research. 
 
Productivity improvement and enhanced digital platform to drive cost 
efficiency  
Fusion is at an inflection point with build-out phase now behind, hence, operating 
leverage is likely to drive profitability in the near term. Cost/asset improved to 4.8% by 
FY22 from 6% in FY17 and during same period, it delivered 52% AUM CAGR. During 
the past three years, it added >300 branches and >2,200 loan officers. Further, FY22 
cost ratios include business build-up cost of MSME and special collection team (300+ 
people). Core MFI business is operating at ~4.5% in FY22.  

Fusion has formulated an IT strategic roadmap for the next 3 years that closely aligns 
with business growth plans, which manage growing business volumes without 
increasing costs proportionately. For example, Robotic Process Automation 
implemented for repetitive tasks such as data entry and quality check enables handling 
of growing business volumes without increasing human capital.  

With current focus on productivity improvement, likely break-even in MSME business 
vertical by FY24E and continuous focus on process improvement by adopting latest 
technology to drive cost/asset lower over FY22-25E.   
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Chart 38: Focus on cost optimisation to continue 

 
Source: Company data, I-Sec research. 
 
Proactive risk management and stringent underwriting process 
coupled with negligible stressed asset pool to drive credit cost lower  
Credit cost during the past five years (FY17-22) remained leveraged at average >4% 
due to series of challenging events like demonetisation, floods and covid-led disruption. 
However, careful selection of geographies, tight control on customer leverage by 
restricting top-up / cross-sell of loans, robust underwriting processes and risk 
management policies and stable mid-management have resulted in healthy portfolio 
quality indicators during covid. GNPL ratio during FY21/22/H1FY23 remained at 5.5% / 
5.7% / 3.8%, respectively. Total stressed asset pool stands at <2% (standard 
restructured pool at 0.5% + NNPL at 1.1%) and total ECL provision stands at 3.8% as 
on Sep’22. We expect the same to ensure downward trajectory in credit cost over FY23-
25E. We expect credit cost to moderate to 2% by FY24E and sustain at the same level 
in FY25E. 

Chart 39: Credit cost as percentage of loans to normalise by FY23E 

 
Source: Company data, I-Sec research. 
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Healthy RoE of 18%+ to sustain over FY23-25E  
We believe Fusion’s investment phase broadly concluded in FY18 in terms of upfront 
business set-up cost, investments towards building branch distribution and workforce, 
and deployment of technology. As a result, since FY18 cost/asset witnessed steady 
improvement – it fell to 4.8% by FY22 from 5.5% in FY19. Benefits of economies of 
scale and sharp operation in credit cost helped Fusion in delivering healthy 4%+ RoA 
and >20% RoE during H1FY23. 

Further, FY22 cost/ asset includes 40-50bps of operating expense towards MSME 
vertical, which management expects to break-even in FY24. While investment towards 
rapidly evolving technology and branches would continue, it would be more calibrated 
and specific to business needs. Hence, we expect cost ratios to broadly remain stable 
between 4.9-4.7% over FY23-25E. Negligible stressed asset pool at <2% and ECL 
provision pool at 3.8% would likely ensure credit cost settling much lower at 2% during 
FY24-25E vs past five-year average of >4%. The same reinforces our view that Fusion 
would sustain current healthy profitability over FY23-25E. 

Chart 40: Improving trajectory in return ratios to continue  

 
Source: Company data, I-Sec research. 
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Industry outlook 
The last decade (2012-2022) for Indian microfinance industry has been eventful – 
withstanding AP crisis, demonetisation, floods, liquidity crisis in 2018 and covid-led 
disruption. Despite the challenging environment, MFI portfolio grew from Rs172bn in 
FY12 to Rs2,854bn (up 16.5x times) in FY22 with 58mn unique customers. But MFI 
industry still remains underpenetrated as reflected in only 28.5% penetration at 
household level (unique customer base at 58mn vs addressable market of 203mn as 
per MoF). Mfin estimates credit demand for micro loans to reach Rs17trn by FY26 and 
industry to capture only 32% of the demand at Rs5.4trn by FY26, implying 17% CAGR 
for MFI AUM over FY22-26.  

While the past decade for MFI industry has been challenging, resiliency and the support 
it received from relevant stakeholders (lenders, regulators, customers etc.) was 
encouraging. Separate regulation for microfinance lending, established MFI specific 
credit bureau, PSL status to NBFC-MFI on-lending and set-up of SROs make Indian 
MFI industry highly regulated and more ring-fenced vs globally.       

Considering the sharp reduction in systemic PAR 30 portfolio to 13% by March’22 from 
peak of 22% in June’21, steady collection at >99% for loans originated post March’21 
and potential credit demand at >5x of current AUM, reinforce our view that MFI sector 
is poised to show steady improvement in growth and profitability over the next 6-8 
quarters. 

 Potential credit demand at >5x of current industry AUM…Microfinance industry 
has witnessed exponential growth during the last decade (32% CAGR) and reached 
total AUM of Rs2.85trn as on March’22. However, as per Mfin study, so far MFI 
industry has captured only 28.5% of total addressable market and un-met credit 
demand is likely to touch Rs17trn by FY26. The same implies 17% CAGR in industry 
AUM over FY22-26.    

 …under-penetration reflects in top 300 districts accounting for >80% of AUM 
as on March’22. While MFI industry has grown at robust 32% CAGR between 
FY12-22, depth-of-outreach (potential borrower reach by MFIs as %age of total 
household) is still low as reflected in top 300 districts (of total 633 districts) 
accounting for >80% of AUM. Penetration level, even in top 300 districts, is <50% 
and is <25% for bottom 259 districts (~40 of total districts) as on March’22. Overall, 
penetration remains at 28.8% as on March’22.    

 Acceptance of MFI segment by all stakeholders as a key enabler for driving 
financial inclusion. Currently, MFI industry is represented by >150 players spread 
across four broad segments – banks (40% market share), NBFC-MFIs (35%), SFBs 
(17%) and NBFCs (7%). With increasing acceptance of MFI lending as a sustainable 
business model, density of players and rapidly growing customer base, the regulator 
(RBI) brought all MFI lenders under one regulatory framework in 2011 and since 
then it is governing the segment. Regulatory support, coupled with improved access 
to funds (both equity as well as debt), enabled MFI players to provide formal credit 
to low-income households.     
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 Industry AUM with ticket size of >Rs1L is limited to 5% of total AUM as on 
March’22. Exponential growth in industry AUM over the last decade raised concerns 
about over-leveraging of MFI borrowers. However, average ticket size as on 
March’21 was <Rs40,000, implying new customer addition led the growth. Further, 
loans with ticket size of >Rs0.1mn contributed only 5% of AUM as on March’22, the 
same was 9% in FY21. However, going forward, we believe ticket size is likely to 
increase given higher customer vintage and rising inflation.     

 Asset tenure is increasing gradually; the trend is likely to continue going 
forward. Until Sep’22, loan tenure for MFI loans was based on the ticket size as 
stipulated by the RBI, but was only applicable to NBFC-MFI. The regulator has 
directed NBFC-MFIs to maintain minimum 24 months for loans with >Rs30,000 
ticket size. Given the increased household annual income threshold of Rs0.3mn and 
maximum permissible FOIR @50%, lenders are offering incremental loans with 
higher asset tenure. The share of loans with <18months tenure fell to 28% of AUM 
in March’22 from 40% in March’20, given loans with ticket size of >Rs30,000 
increased to 82% of disbursements as on Sep’22 from 70% in Sep’20.  

 Despite unsecured lending, MFI segment showed strong business resiliency 
during covid, as reflected in sharp reduction in PAR>30 portfolio since 
March’21. Historical trend suggests asset quality trend for MFIs has always been 
volatile given the unsecured lending to low-income households. Further, since most 
business activities are in agri and allied segments, natural calamities also add to 
volatile cashflow and hence, irregular debt-repayment behaviour.  

Covid led to PAR>30 touching peak of >20% by June’21. However, despite business 
vulnerability and external events like covid, election etc., MFI borrowers have shown 
resiliency and an intent to pay even during challenging times. Post June’21, 
customer behaviour continues to improve as reflected in PAR>30 declining to 13% 
by March’22. During pre-covid times, PAR>30 portfolio for industry used to remain 
around 1-2% and credit cost was 50-75bps. 

Chart 41: Microfinance industry has witnessed exponential growth during the 
last decade (32% CAGR) 

 
Source: Equifax, Industry data, I-Sec research. 
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Chart 42: Rural region gaining traction – its share in MFI lending increased to 
41% by FY22 

 
Source: Company data, I-Sec research. 
 

Table 8: Player-wise AUM trend – Fusion continues to outpace industry growth 
  New regulation  

AUM Q4FY20 Q1FY21 Q2FY21 Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 QoQ (%) 
Banks 
RBL 64,450 61,170 66,860 67,250 71,320 58,810 49,590 48,270 48,520 37,530 45,840 22% 
Bandhan 4,61,900 4,74,800 4,97,800 5,30,500 5,83,500 5,32,100 5,40,400 5,75,600 6,24,000 5,81,300 5,39,200 -7% 
IIB 2,42,320 2,34,660 2,23,830 2,30,080 2,63,830 2,63,910 2,81,150 2,74,430 3,06,120 2,94,030 2,96,170 1% 
NBFC-MFIs / NBFCs 
Fusion 36,065 34,044 36,262 41,077 46,378 46,311 52,098 59,882 67,860 73,890 80,472 9% 
CAGL 1,19,960 1,17,240 1,11,830 1,23,210 1,35,870 1,26,640 1,33,330 1,45,870 1,65,990 1,56,150 1,65,390 6% 
Spandana 68,290 68,350 73,540 77,640 81,570 73,900 75,460 66,950 65,810 55,130 57,820 5% 
Satin 81,740 81,190 76,670 78,800 83,790 74,640 73,810 72,180 76,170 75,690 75,750 0% 
LTFH 1,24,950 1,25,310 1,22,620 1,18,240 1,22,070 1,13,030 1,13,090 1,19,550 1,32,780 1,43,970 1,58,400 10% 
Muthoot - Belstar 26,310 25,754 26,867 28,856 32,999 30,721 33,544 38,358 43,658 46,964 51,381 9% 
Manappuram-
Asirvad 54,860 50,383 49,710 53,577 59,846 60,526 71,625 70,901 70,022 70,125 76,606 9% 

SFBs 
Ujjivan 93,110 94,870 88,890 83,460 89,610 78,610 78,270 89,840 1,02,710 1,12,970 1,21,480 8% 
Suryoday 28,142 26,735 28,339 29,473 29,230 27,180 30,540 32,550 33,864 33,821 34,661 2% 
Equitas - MFI 36,160 36,180 36,410 34,910 32,360 31,280 34,380 36,950 39,070 40,070 41,440 3% 
Total AUM 14,02,192 13,96,642 14,03,366 14,55,996 15,85,995 14,71,347 15,67,287 16,31,331 17,76,574 17,21,640 17,44,610 1% 
QoQ growth (%)  0% 0% 4% 9% -7% 7% 4% 9% -3% 1%  

Source: Company data, I-Sec research. 
 

Table 9: Potential credit demand at >5x of current industry AUM 

 
Microfinance market size estimate (conservative) 

Past  
CAGR* 

Actual Extrapolated* 
FY22 FY23 FY24 FY25 FY26 

A Potential HHs, mn 2.5% 203.2 208.3 213.7 219.1 224.8 
B Unique borrowers, mn 5.5% 58.0 61.2 64.6 68.2 72.0 
C Av. loan O/s per UB, Rs 10.7% 49,249 54,797 60,969 67,837 75,478 
D=A*C GLP demand, Rs tn  10.01 11.42 13.03 14.87 16.96 
E=B*C GLP of the sector, Rs tn  2.85 3.35 3.94 4.63 5.43 
F=E/D % of demand covered 2.9% 28.5% 29.4% 30.2% 31.1% 32.0% 

Source: Industry data, I-Sec research. 
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Table 10: Currently, only 29% of potential households are tapped 
 District level concentration of microfinance operations 

Districts GPL  
(Rsbn) 

GLP  
(% of univ.) 

No. of accounts  
(mn) 

Depth of  
outreach 

Top 100 1,432.31 50.2% 54.9 56.0% 
Top 200 2,101.21 73.6% 82.0 51.5% 
Top 300 2,514.99 88.1% 98.9 48.7% 
Remaining districts (333) 339.42 11.9% 14.2 14.8% 
Aspirational districts (103) 384.97 13.5% 15.6 39.8% 
Top 10 states 2,351.60 82.4% 93.2 43.3% 
Universe 2,854.41  113.1 28.8% 
Source: Industry data, I-Sec research. 
 

Table 11: Overall penetration at district level still remains low as ~40% of total 
districts are <25% penetrated 

Potential HHs reached Depth of Outreach No. of districts 
FY21 FY22 

<10% 172 149 
10-25% 113 110 
25-35% 85 73 
35-50% 119 125 
>50% 144 176 
Total 633 633 
Source: Industry data, I-Sec research. 
 

Chart 43: Market distribution – NBFC-MFIs gaining market share post covid 

 
Source: Equifax, I-Sec research. 
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Table 12: Revised MFI regulation created level-playing field for all entities – NBFC-MFIs to benefit the 
most  

Key Aspects 
Comparison of old V/s new regulations 

Previous Regulations New Policy 
Household 
definition 

Not defined An individual family unit, i.e., husband, wife and their unmarried children 

Household 
income & its 
assessment 

Rural household: Annual income not 
exceeding Rs1,25,000                                                                                                                                                                                                                                                                                 

A microfinance loan is defined as a collateral-free loan given to a household having 
annual household income of up to Rs3,00,000 

Urban and semi-urban household: 
Annual income not exceeding 
Rs2,00,000 

All collateral-free loans, irrespective of end use and mode of application/ processing/ 
disbursal (either through physical or digital channels), provided to low-income 
households, i.e., households having annual income of up to Rs3,00,000, shall be 
considered as microfinance loans 

NBFC-MFIs may rely on self-certification 
from borrowers and their own local 
enquiries on assessing the annual 
household income 

Each RE shall put in place a Board-approved policy for assessment of household income 
Self-regulatory organisations (SROs) and other associations/ agencies may also develop 
a common framework based on the indicative methodology. The REs may adopt/ modify 
this framework suitably as per their requirements with approval from their Boards 

Indebtedness 

Total indebtedness of the borrower shall 
not exceed Rs1,25,000, provided that 
loan, if any availed towards meeting 
education and medical expenses shall 
be excluded while arriving at the total 
indebtedness of a borrower 

Each RE shall have a Board-approved policy regarding the limit on the outflows on 
account of repayment of monthly loan obligations of a household as a percentage of the 
monthly household income. This shall be subject to a limit of maximum 50% of the 
monthly household income 
The computation of loan repayment obligations shall take into account all outstanding 
loans (collateral-free microfinance loans as well as any other type of collateralised loans) 
of the household. The outflows capped at 50% of the monthly household income shall 
include repayments (including both principal as well as interest component) towards all 
existing loans as well as the loan under consideration 
Existing loans, for which outflows on account of repayment of monthly loan obligations of 
a household as a percentage of the monthly household income exceed the limit 
of 50%, shall be allowed to mature. However, in such cases, no new loans shall be 
provided to these households till the prescribed limit of 50% is complied with 

Pricing  

i. Margin cap, cap on the difference 
between the amount charged to the 
borrower and the cost of funds to the 
NBFC-MFI, shall not exceed 10% for 
large MFIs (loan portfolios exceeding 
Rs1bn) and 12% for others 

Each RE shall put in place a Board-approved policy regarding the pricing of microfinance 
loans 

ii. The interest rates charged by an 
NBFC-MFI to its borrowers shall be 
lower than the following: 

Interest rates and other charges/ fees on microfinance loans should not be usurious. 
These shall be subjected to supervisory scrutiny by the Reserve Bank 

a) The cost of funds plus margin as 
indicated in para (i) above; or 

Each RE shall disclose pricing related information to a prospective borrower in a 
standardised simplified factsheet 

b) The average base rate of the five 
largest commercial banks by assets 
multiplied by 2.75. The average of the 
base rates of the five largest commercial 
banks shall be advised by the bank on the 
last working day of the previous quarter, 
which shall determine interest rates for 
the ensuing quarter 

There shall be no pre-payment penalty on microfinance loans. Penalty, if any, for delayed 
payment shall be applied on the overdue amount and not on the entire loan amount 

iii. NBFC-MFIs shall ensure that the 
average interest rate on loans 
sanctioned during a quarter does not 
exceed the average borrowing cost 
during the preceding quarter plus the 
margin, within the prescribed cap 

As a part of their awareness campaigns, SROs/ other industry associations may publish 
the range of interest rates on microfinance loans charged by their members operating in 
a district. SROs/ other industry associations may also sensitise their members against 
charging of usurious interest rates 

CB Reporting 

Weekly reporting of loans tagged as 
microfinance to the CB by NBFC-MFIs 

Each RE shall mandatorily submit information regarding household income to the Credit 
Information Companies (CICs). Reasons for any divergence between the already 
reported household income and assessed household income shall be specifically 
ascertained from the borrower/s before updating the assessed household income with 
CICs 

Not for profit entities like societies and 
trusts are not allowed to report to CB 

Each RE shall provide timely and accurate data to CICs and use the data available with 
them to ensure compliance with the level of indebtedness. Besides, the RE shall also 
ascertain the same from other sources such as declaration from the borrowers, their bank 
account statements and local enquiries 

Qualifying 
Assets 

For NBFC-MFIs not less than 85% of its 
net assets are in the nature of ‘qualifying 
assets’. 

The definition of ‘qualifying assets’ of NBFC-MFIs is now being aligned with the definition 
of ‘microfinance loans’ given at Clause 3. The minimum requirement of microfinance 
loans for NBFC-MFIs also stands revised to 75% of total assets. 
The maximum limit on microfinance loans for such NBFCs (i.e., NBFCs other than NBFC-
MFIs) now stands revised at 25% of total assets 

Source: Industry Data, I-Sec research.  
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Chart 44: Despite exponential growth in industry AUM between FY12-22, loans 
with >Rs0.1mn ticket size stand at 5% as on March’22, reflect under-penetration 

 
Source: Equifax, I-Sec research. 
 

Chart 45: Higher customer vintage leading to the share of loans with >Rs30,000 
increasing to 82% as on Sep’22 from 70% in Sep’20… 

 
Source: Equifax, Data for Q2 FY 22-23 up to Aug’22, I-Sec research. 
 

Chart 46: …the same is leading to a declining share of <18months loans 

 
Source: Equifax, Data for Q2 FY 22-23 up to Aug’22, I-Sec research. 
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Chart 47: Weekly collection model continues to remain the most preferred 
model 

 
Source: Equifax, I-Sec research. 
 

Chart 48: MFI industry has shown resilience over the past decade 

 
Source: MFIN, CRISIL Research. 
 

Chart 49: Credit costs for microfinance industry across various events 

 
Source: Company data, I-Sec research. 
 

37% 41% 43% 43% 42% 42%

17% 15% 11% 11% 13% 13%

36% 34% 33% 35% 35% 36%

11% 10% 13% 12% 10% 9%

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

100%

Volume Value Volume Value Volume Value

FY20 FY21 FY22

Weekly Fortnightly Monthly Other



 
 
 

Fusion Micro Finance, January 23, 2023 ICICI Securities 

 

 
39 

Chart 50: Asset quality trend over the years 

 
Source: Company data, I-Sec research. 
 

Table 13: Rural region has shown strong resiliency in past five years as 
reflected in lower PAR 90+ between FY18-22 vs semi urban and urban regions 
 FY18 FY19 FY20 FY21 FY22 
Rural 5.9% 4.9% 4.3% 9.7% 11.2% 
Semi Urban 9.5% 7.9% 5.9% 12.3% 13.1% 
Urban 14.9% 12.8% 10.0% 17.2% 16.1% 
Others 8.5% 6.0% 4.2% 8.9% 12.0% 
Source: Company data, I-Sec research. 

 
Chart 51: Asset quality of player groups in microfinance industry (PAR 90+ 
days) 

 
Source: Company data, I-Sec research. 
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Valuations  
We understand that the covid phase for Fusion and NBFC-MFIs was challenging given 
high human-touch. But the Fusion has done reasonably well as reflected in 1) peak 
GNPL since 2020 stood at 5.7% vs 16% for industry, 2) one of the lowest stressed book 
(NNPL + standard restructured book) stands at 1.6% vs 1% for CA Grameen, 1.9% for 
Bandhan, 6.9% for Spandana and 1% for Ujjivan as on Sep’22, 3) robust core operating 
performance even during covid as reflect in PPoP / Assets improving to 6% by FY22 
from 5% in FY20, and 4) healthy profitability during 1HFY23 with it delivering >4% RoA 
and >20% RoE.  

We believe worst of asset quality cycle is behind and Fusion is well placed to sustain 
strong operating performance over FY22-25E driven by credit cost normalization, stable 
NIM and industry leading AUM growth. We are building in 28% AUM CAGR and 29% 
PAT CAGR over Fy23-25E. Thus, we estimate return ratios to remain healthy – RoA at 
average 4.5% and RoE at average 20% over FY23-25E.  

Fusion Microfinance, with a decade-long experience in MFI lending space, well-
diversified portfolio and stable management team, is likely to emerge as a preferred 
player to play on India’s financial inclusion story. We initiate coverage on Fusion with a 
BUY rating and target price of Rs600, valuing the stock at 2x FY24E BVPS. Stock is 
currently trading at 1.4x, >40% discount to CA Grameen’s FY24E PBV multiple at 2.5x. 
Considering likely similar return profile for CA Grameen and Fusion over FY24/25E, we 
believe valuation gap would narrow down gradually.   

Chart 52: Trend in 1 year fwd P/BV 

 
Source: Company data, I-Sec research. 
  

1.0

1.5

2.0

2.5

3.0

3.5

15
-N

ov
-2

2

22
-N

ov
-2

2

29
-N

ov
-2

2

06
-D

ec
-2

2

13
-D

ec
-2

2

20
-D

ec
-2

2

27
-D

ec
-2

2

03
-J

an
-2

3

10
-J

an
-2

3

17
-J

an
-2

3

(x
)

Fusion CA Grameen

>40% 
valuation gap



 
 
 

Fusion Micro Finance, January 23, 2023 ICICI Securities 

 

 
41 

Table 14: Peer valuations 

Particulars  CMP   P/E  (x)  P/BV (x) EPS (Rs) 
FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E 

SFBs            
Equitas SFB 57 25.3 14.0 10.7 1.7 1.6 1.4 2 4 5 
Ujjivan SFB 30 -12.3 6.1 5.3 2.0 1.5 1.2 (2) 5 6 
Suryoday SFB 113 -12.9 8.7 5.5 0.8 0.7 0.6 (9) 13 21 
NBFC-MFIs            
Fusion 410 156.5 10.8 8.0 2.5 1.7 1.4 3 38 51 
CAGL 917 40.0 20.2 14.3 3.6 3.1 2.5 23 45 64 
Spandana 575 56.9 28.7 9.6 1.3 1.2 1.1 10 20 60 

 
 

Particulars BV (Rs) RoAA (%) RoAE (%) 
FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E 

SFBs          
Equitas SFB 33.9 36.5 41.8 1.1 1.7 1.9 7.3 11.5 13.5 
Ujjivan SFB 15.1 19.9 25.4 (1.9) 3.2 3.1 (13.8) 25.9 23.3 
Suryoday SFB 141.8 154.7 175.3 (1.3) 1.5 2.0 (5.9) 8.7 12.9 
NBFC-MFIs          
Fusion 162 234 286 0.3 4.4 4.5 1.7 20.6 19.7 
CAGL 255 301 365 2.2 3.7 4.3 9.3 16.3 19.3 
Spandana 447 463 523 0.9 1.8 4.2 2.4 4.4 12.2 
Source: Company data, I-Sec research 
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Financial summary 
Table 15: Profit and loss statement 
(Rs mn, year ending March 31) 

  FY21 FY22 FY23E FY24E FY25E 
Interest income on portfolio loans 8,060 10,566 16,144 21,162 27,072 
Y-Y growth 24% 31% 53% 31% 28% 
Other Interest Income 498 946 886 1,148 1,479 
Finance costs 3,751 4,960 7,004 9,430 12,262 
NII 4,807 6,553 10,026 12,880 16,290 
Y-Y growth 26% 36% 53% 28% 26% 

      
Net Revenue 4,980 7,054 10,882 14,089 17,718 
Total Opex 2,204 3,123 4,191 5,327 6,799 
Employee benefits expenses 1,686 2,331 3,112 3,930 4,999 
Y-Y growth 14% 38% 34% 26% 27% 
Other expenses 479 738 1,006 1,303 1,678 
Y-Y growth -2% 54% 36% 30% 29% 
Depreciation and amortisation expenses 39 54 73 95 122 

      
PPoP 2,776 3,931 6,691 8,762 10,918 
Y-Y growth 44% 42% 70% 31% 25% 
Provision and write-offs 2,208 3,687 1,673 2,015 2,597 
Adjusted PBT 568 244 5,018 6,747 8,322 
Exceptional items (IV)  0 0 0 0 
Profit before tax 568 244 5,018 6,747 8,322 
Tax 128 27 1,254 1,687 2,080 
Profit after tax 439 217 3,763 5,060 6,241 

Source: Company data, I-Sec research 

 
Table 16: Balance sheet 
(Rs mn, year ending March 31) 

  FY21 FY22 FY23E FY24E FY25E 
Share capital 790 828 988 988 988 
Reserves and surplus 11,673 12,552 22,155 27,215 33,456 
Shareholders' funds 12,464 13,380 23,143 28,203 34,444 
Borrowings (other than debt securities) 33,251 48,295 71,514 94,452 1,23,278 
Subordinated liabilities 1,167 1,626 1,544 1,467 1,394 
Other financial liabilities 1,266 1,334 1,268 1,204 1,144 
Equity and liabilities 58,379 72,905 97,901 1,25,759 1,60,692 

      
Assets      
Tax assets 120 354 371 390 409 

Property, plant and equipment 103 122 128 135 141 
Intangible assets 2 1 1 1 1 
Right of use asset 78 69 73 76 80 

Other non-financial assets 23 62 65 68 71 
Loan Portfolio 43,607 59,182 82,482 1,08,107 1,38,596 
DTA 765 868 876 885 894 
Trade receivables 28 43 43 43 43 
Cash and bank balances 13,353 11,536 12,372 14,054 18,018 
Other financial assets 301 669 1,490 2,000 2,439 
Assets 58,379 72,905 97,901 1,25,759 1,60,692 

Source: Company data, I-Sec research 
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Table 17: Key ratios 
(Year ending March 31) 

  FY21 FY22 FY23E FY24E FY25E 
Average Yields 19.6% 18.5% 20.8% 21.0% 20.9% 
Average cost of borrwing 9.9% 9.5% 10.5% 11.0% 11.0% 
Cal NIM 11.2% 10.6% 11.8% 11.6% 11.4% 
Opex/AUM (Cal.) 5.3% 5.5% 5.4% 5.3% 5.2% 
Cost/Income ratio 44.3% 44.3% 38.5% 37.8% 38.4% 
RoA 1.1% 0.3% 4.4% 4.5% 4.4% 
RoE 3.6% 1.7% 20.6% 19.7% 19.9% 

      
Asset quality      
GNPA (%) 5.5 5.7 3.0 2.7 2.7 
NNPA (%) 2.2 1.6 0.9 0.8 0.8 
PCR 60% 72% 70% 70% 70% 
Credit cost 5.4% 6.5% 2.2% 2.0% 2.0% 
       
Per share data  Rs)      
Year to March      
No of shares 79 83 99 99 99 
Diluted EPS 5.6 2.6 38.1 51.2 63.2 
EPS growth (%) (36.9) (52.9) 1,354.6 34.4 23.3 
Book value per share 157.7 161.7 234.3 285.6 348.8 
BVPS growth (%) 3.8 2.5 44.9 21.9 22.1 
P/E 73.9 156.9 10.8 8.0 6.5 
P/BV 2.6 2.5 1.8 1.4 1.2 
       
       
RoA decomposition      
Interest Income 16.0% 16.1% 18.9% 18.9% 18.9% 
Interest exp 7.4% 7.6% 8.2% 8.4% 8.6% 
Net interest income (%) 9.9% 10.7% 12.7% 12.6% 12.4% 
Other income (%) 1.3% 2.2% 2.0% 2.1% 2.0% 
Total income (%) 9.9% 10.7% 12.7% 12.6% 12.4% 
Employee expenses (%) 3.3% 3.6% 3.6% 3.5% 3.5% 
Depre (%) 1.0% 1.1% 1.2% 1.2% 1.2% 
Other operating expenses (%) 0.1% 0.1% 0.1% 0.1% 0.1% 
Total operating expenses (%) 4.4% 4.8% 4.9% 4.8% 4.7% 
Pre provisioning profits (%) 5.5% 6.0% 7.8% 7.8% 7.6% 
Provisions (%) 4.4% 5.6% 2.0% 1.8% 1.8% 
Pre tax profits (%) 1.1% 0.4% 5.9% 6.0% 5.8% 
Tax (%) 0.3% 0.0% 1.5% 1.5% 1.5% 
RoAUM (%.) 0.9% 0.3% 4.4% 4.5% 4.4% 
Leverage 4.1 5.1 4.7 4.4 4.6 
RoE (%.) 3.6% 1.7% 20.6% 19.7% 19.9% 

      
Operating data      
Portfolio (Rs.mn) 46,378 67,860 87,747 1,13,797 1,45,891 
Disbursements 37,013 61,798 83,427 1,08,455 1,37,738 
Repayments 26,700 40,316 63,541 82,405 1,05,645 
Collections 65% 71% 82% 82% 81% 
Active Borrowers (in mn) 2 3 3 4 4 
Avg ticket size 21,877 24,949 28,052 31,635 35,267 

      
Capital Adequacy      
Tier I Capital 11,547 12,370 22,155 27,215 33,456 
Tier II Capital 788 1,244 1,244 1,244 1,244 
Total Capital 12,335 13,614 23,400 28,459 34,701 
Total Risk Weighted Assets 45,245 62,049 91,656 1,29,511 1,82,035 
CRAR - Tier I capital (%) 25.5% 19.9% 24.2% 21.0% 18.4% 
CRAR - Tier II capital (%) 1.74% 1.97% 1.4% 1.0% 0.7% 
CRAR (%) 27.3% 21.9% 25.5% 22.0% 19.1% 

Source: Company data, I-Sec research 
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