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BASIC DATA 
Expanding Micro and SME Lending 

 in Semi-Urban and Rural Areas Project 
(Loan No. 7488 – India) 

Key Project Data 
As per ADB Loan Documents 

($ million) 
Actual 

($ million) 

Total project cost   
ADB investment:   

Loan:   
Committed 75.0 75.0 
Disbursed 75.0 75.0 
Outstanding   

Equity:   
Committed   
Disbursed   

Key Dates Expected  Actual 

Concept clearance approval 
Board approval 
Loan agreement 
Loan effectiveness 
Loan disbursement 
Loan maturity 

  
31 Oct 2016 

2017 
2017 
2017 

2020/2021 

 
31 Oct 2016 
21 Mar 2017 
21 Mar 2017 
6 Apr 2017 

6 Apr 2020/6 Apr 2021 

Project Administration and Monitoring  Number of Missions No. of Person-Days 

Concept clearance … … 
Due diligence mission 2 10 
Private sector credit committee meeting … … 
Board approval … … 
Project administration 3 6 
XARR 1 4 

… = data not available, ADB = Asian Development Bank, XARR = extended annual review report. 
 



 

 

EXECUTIVE SUMMARY 
 
In October 2016, the Board of Directors of the Asian Development Bank (ADB) approved an 
investment of up to $75 million in Indian rupee equivalent in senior unsecured nonconvertible 
debentures issued by Au Financiers (India) Limited. The investment was to support the expansion 
of lending to micro, small, and medium-sized enterprises in rural and semi-urban areas of India, 
and to help transform Au Financiers from a nonbank finance company focused primarily on 
vehicle financing to a small finance bank targeting micro and small businesses.  
The project was in line with Government of India and ADB priorities of supporting sustainable and 
inclusive growth by enhancing access to finance for underprivileged groups. 
 
Au Financiers began operations in 1996 as a commercial-vehicle financing company targeting 
lower-income customers in Rajasthan. In 2010, it began lending to micro, small, and  
medium-sized enterprises and, in 2015, it received in-principle approval from the Reserve Bank 
of India to convert to a small finance bank. In 2017, Au Financiers became a small finance bank 
and it was renamed AUSFB. As such, it would be able to raise deposits but would have more 
limited access to borrowings from financial institutions. It would also be subject to stricter priority 
sector lending targets than regular commercial banks. 
 
The project was successfully implemented, with rapid growth in lending, maintenance of strong 
financial indicators despite problems emerging in the Indian finance sector, effective conversion 
to a small finance bank, and successful listing of shares. 
 
The project’s development results are rated satisfactory. In particular, it enhanced lending to micro 
and small enterprises and exceeded by a significant margin the performance indicators in the 
design and monitoring framework. The project also supported expansion of the AUSFB network 
and footprint, particularly in semi-urban and rural areas and in less-developed states.   
 
Economic performance is rated satisfactory. AUSFB improved access to finance for underserved 
enterprises and population groups, enabling them to increase investment and growth.  
 
Business success is rated satisfactory. AUSFB maintained good financial performance, including 
capital adequacy, asset quality, profitability, and liquidity. It successfully listed on the Bombay and 
National Stock Exchanges in June 2017. 
 
The borrower‘s performance in relation to the environmental and social management system 
implementation and compliance with ADB safeguard requirements is rated satisfactory. 
 
ADB additionality is rated satisfactory. AUSFB needed long-term funding as it was expected to 
reduce borrowing from banks and shift to shorter-term deposits as a main source of funds, while 
its loan portfolio strategy required long-term business loans. The ADB loan was timely as it 
provided resources and added comfort at a time when AUSFB underwent a risky transition and 
needed liquidity to meet both regulatory requirements and business needs before it could raise 
deposits on a sufficient scale. The local currency feature facilitated the use of funds and reduced 
currency risks. 
 
ADB’s investment profitability is rated satisfactory. Loan pricing was consistent with ADB policies 
and in line with comparable loans from other international lenders. The relatively large overall 
investment amount also led to better amortization of appraisal and supervision costs. 
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ADB work quality is rated satisfactory. The borrower selection, project structuring, and local 
currency funding were all carried out successfully. Monitoring and supervision were of satisfactory 
quality. 
 
Overall, the project is rated successful because of the strong development impact, contribution to 
inclusive finance, and financial performance achieved. 
 
There were several lessons learned. Investments in well-run private financial intermediaries 
focusing on underserved market segments can generate significant development benefits as well 
as financial success. Local currency funding remains one of the most needed products for ADB. 
The design and monitoring framework should be carefully reviewed to ensure that its objectives 
are well-defined and represent meaningful milestones. 
 
ADB could consider providing further support to AUSFB, through subordinated debt qualifying for 
tier 2 capital and funding for priority areas such as affordable housing or clean energy, in the 
smaller towns and rural areas where AUSFB has a strong branch presence. 
 





 
 

 
 

I. THE PROJECT 

A. Project Background 

1. In October 2016, the Board of Directors of the Asian Development Bank (ADB) approved 
a debt investment of up to $75 million (in Indian rupee equivalent) in senior unsecured 
nonconvertible debentures issued by Au Financiers (India) Limited (AUF). The investment was to 
support the expansion of lending to micro, small, and medium-sized enterprises (MSMEs) in rural 
and semi-urban areas of India, and to help the transformation of AUF from a nonbank finance 
company (NBFC) focused primarily on vehicle financing to a small finance bank (SFB) targeting 
MSMEs.1  
 
2. The Indian economy experienced rapid and accelerating growth following the global 
financial crisis of 2008, with the real gross domestic product growth rate increasing from an annual 
rate of 5.2% in 2011 to 8.2% in 2015.2 Access to credit for MSMEs and for lower-income groups, 
however, remained severely constrained. While accounting for 45% of industrial production and 
40% of exports, MSMEs suffered from limited access to finance because of their higher perceived 
riskiness and shortage of immovable assets as collateral.3 This constrained their investment and 
growth plans. In addition, only 15.8% of men and 11.3% of women were able to access credit 
through formal channels, leaving the majority of the population dependent on family sources or 
moneylenders for their borrowing needs.4  
 
3. In response to these inequalities, the Government of India adopted several important 
policies to promote financial inclusion. In 2011, the government introduced priority sector lending 
(PSL) targets, stipulating that 40% of bank credit should go to MSMEs, agriculture, exports, and 
basic social and environmental needs. In 2014, the prime minister’s People Money Scheme was 
launched to provide basic bank accounts for low-income people. 5  In September 2015, the 
Reserve Bank of India (RBI) created special SFB licenses which were initially awarded to 10 
applicants. SFBs function like normal commercial banks but have higher PSL requirements (75% 
compared to 40%) and need to focus on smaller loans (at least 50% of loans to be less than  
₹2.5 million). The government also launched ambitious initiatives to harness emerging digital and 
mobile technologies for delivering financial and other services to lower-income and rural 
populations. 
 
4. Consistent with this, the ADB country partnership strategy, 2013–2017 for India prioritized 
accelerating growth as well as making growth more inclusive and sustainable.6 To support these 
goals, the Private Sector Operations Department approved several projects from its nonsovereign 
lending window,7 and sought appropriate financial institutions as partners for expansion of MSME 
and financial inclusion lending. 

 
1  The RBI created special SFB licenses in 2015 with a view to expanding financing options for MSMEs and promoting 

financial inclusion. AUF was the first NBFC to obtain an in-principle SFB license from the RBI. 
2  https://data.worldbank.org/indicator 
3  Government of India, Ministry of Micro, Small and Medium Enterprises. Annual Report 2015–16. Delhi. 
4  ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Debt Investment in 

Au Financiers (India) Limited for the Expanding Micro and SME Lending in Semi-Urban and Rural Areas Project. 
Manila.   

5  As of 5 September 2016, more than 239 million accounts had been opened under this program. By 1 January 2020, 
this number had increased to 378 million. 

6  ADB. 2013. Country Partnership Strategy: India, 2013–2017. Manila. 
7  ADB. 2014–2016. Loans and Technical Assistance Grant to Axis Bank Limited and YES Bank Limited, Equity 

Investment and Loan to RBL Bank, Loan to IndusInd Bank for Supporting Access to Finance for Women in Less 

 

https://data.worldbank.org/indicator
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5. AUF began operations in 1996 as a commercial-vehicle financing company targeting 
lower-income customers in Rajasthan. In 2010, AUF attained NBFC status and began its micro 
and small enterprise (MSE) and small and medium-sized enterprise (SME) lending business.8 In 
2011, AUF established a housing finance subsidiary and started expanding into neighboring 
states. As of 31 March 2016, AUF had 291 branches in 10 states.9 In October 2015, the company 
received the RBI’s in-principle approval to convert to an SFB, with a target date for transitioning 
of April 2017. AUF was 31.3% owned by Sanjay Agarwal, the founder of the firm, and his family. 
Since 2008, several reputable foreign and domestic institutions had become shareholders. In 
2010, the International Finance Corporation (IFC) made an equity investment in AUF. As of 30 
June 2016, the main institutional shareholders were Warburg Pincus (21.8%), IFC (11.0%), Chrys 
Capital (8.2%), Kedaara Capital (7.7%), and others. About 10% of shares were held by individuals 
and employees. Public listing in June 2017 followed successful transformation to an SFB. 
 
6. AUF was considered a strong candidate for ADB support because (i) it was privately 
owned, (ii) it had a focus on MSME lending in rural and semi-urban areas, (iii) it had a base in 
Rajasthan and presence in other less-developed states, (iv) it had obtained a provisional SFB 
license from the RBI, (v) it had a strong growth record and demonstrated capacity to reach small 
businesses outside big cities, (vi) it had good management and prospects, and (vii) it needed 
long-term debt during its transition to an SFB. The objective was to further expand AUF's MSE 
and SME lending, and support its transition to an SFB, with related provision of credit and other 
financial services, including deposits, savings, insurance, and remittances, to low-income and 
MSME clients. 
 
B. Key Project Features  
 
7. An ADB investment of ₹4.9 billion ($75 million equivalent) in senior unsecured 
nonconvertible debentures issued by AUF was signed on 21 March 2017 and disbursed in two 
equal series (1 and 2) on 6 April 2017. Series 1 had a maturity of 3 years and carried an interest 
rate of 9.10% per annum; series 2 had a maturity of 4 years and an interest rate of 9.14% per 
annum. Both included bullet repayment of principal.10 The purchase of debentures by ADB was 
funded with proceeds of ADB-issued bonds denominated in Indian rupees (masala bonds). Series 
1 was fully repaid on the due date, 6 April 2020. AUF is current on all interest and fees due to 
date, and is expected to fully repay series 2 on the due date. 
 
8. At the same time, IFC subscribed to ₹3.2 billion in senior unsecured debentures and the 
Netherlands Development Finance Company (FMO) subscribed to ₹1.5 billion in senior 
unsecured debentures floated by AUF. AUF also had access to refinancing lines from the 
government-owned National Bank for Agriculture and Rural Development and the  
Small Industries Development Bank of India, and to financing from commercial banks via 
assignment or securitization of its PSL portfolio. 
 
9. To assist the conversion to an SFB, AUF engaged a number of leading consulting firms. 
Ernst and Young was mandated as overall project manager and advisor on related enhancements 
in risk, compliance, and treasury functions; Accenture was engaged for information technology 
infrastructure and implementation, as well as processes and policies needed for asset and liability 
products; and Aon Hewitt was engaged to adjust and upgrade AUF’s human resources strategy. 

 
Developed States, Debt Financing to Janalakshmi Financial Services Private Limited, Equity Investment in Micro-
Credit Ratings International Limited. Manila. 

8  MSEs and SMEs are subcategories within the broader MSME subsector. 
9  Most branches were located in Rajasthan (130), Gujarat (42), Maharashtra (39), and Madhya Pradesh (36). 
10  A bullet repayment is a lump-sum payment made for the entirety of the loan amount due. 
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C. Progress Highlights 
 
10. The Indian economy continued to grow in the years following loan approval, though the 
real gross domestic product growth rate declined from 7.2% in 2017 to 5.0% in 2019. Further 
slowdown (9%) is expected in 2020 because of the coronavirus disease pandemic, but the 
economy is expected to bounce back with an 8% growth rate in 2021. The slowdown since 2016 
was caused by a number of factors. In November 2016, all larger bank notes were “demonetized”, 
with the main objective of reducing informal transactions and tax evasion. This resulted in severe 
cash shortages in the short run, which hampered economic activity and growth. In 2018, rising 
United States interest rates caused capital outflows and currency depreciation in many emerging 
markets, affecting India as well. In August 2018, Infrastructure Leasing and Financial Services, a 
leading NBFC in India, defaulted, causing funding and liquidity problems across the NBFC 
subsector which spilled over to other financial institutions. The RBI intervened quickly to inject 
liquidity in the system, allowing banks to support the NBFCs by increasing their exposure. The 
steps taken by the RBI helped stabilize the situation. 
 
11.  Several important policy initiatives were taken by the Government of India. These 
included adopting a new Insolvency and Bankruptcy Code in 2017 with a view to speeding up the 
recognition and resolution of failing companies, and introducing a national goods and services tax 
in 2017, which resulted in a more unified domestic market and a simplified tax system. The RBI 
tightened loan classification and reporting standards and gradually moved toward Basel III capital 
requirements.11   
 
12. AUSFB Limited (AUSFB) performed strongly during the project period (business 
performance of AUSFB section). Its net loan portfolio grew from ₹64.8 billion as of 31 December 
2017 to ₹264.9 billion as of 31 December 2019. AUSFB expanded into new markets, in particular 
less-developed neighboring states and rural areas. Its branch network grew from 291 as of 31 
March 2016 to 528 as of 31 March 2020, including 106 banking outlets, allowing it to further reach 
underserved areas. Growth in the branch network is supported by increased use of digital and 
mobile banking. 
 
13. AUSFB completed a successful initial public offering (IPO) in June 2017, raising ₹19.1 
billion. Its market capitalization as of the end of September 2020 was around ₹204 billion. While 
some of the original investors exited either partly (e.g., IFC) or fully (e.g., Warburg Pincus) 
following the IPO, other reputable institutions have joined as shareholders (e.g., Temasek 
Holdings, Nomura, State Bank of India, and Kotak Mahindra). AUSFB currently has around 
90,000 individual shareholders. 
 

II. EVALUATION 
 
A. Project Rationale and Objectives  
 
14. The project aimed to improve access to finance for MSMEs in rural and semi-urban areas 
of India. Particular emphasis was to be placed on female borrowers and on less-developed states. 
The project was in line with both Government of India and ADB priorities, and with key objectives 
of the ADB country strategy in targeting financial inclusion and SME growth (footnote 6). It was 
also in compliance with ADB's Strategy 2020 in supporting the development of appropriate 

 
11  This resulted in a rise in the overall nonperforming assets ratio for all scheduled commercial banks from 4.6% in  

  March 2015 to a peak of 11.5% in March 2018, but the ratio has since declined to 9.1% as of 31 September 2019.  
  High nonperforming assets ratio and low capital adequacy ratios particularly affect public sector banks. 
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financial institutions and products.12 AUSFB was a well-suited partner as it had a demonstrated 
track record and interest in serving the target markets, and needed additional debt capital to 
support its growth and transition to an SFB. ADB was able to provide a long-term local currency 
loan that reinforced and complemented the support provided by other institutions. 
 
B. Development Results 
 
15. The development impact is rated satisfactory, based on satisfactory performance across 
all four development impact dimensions: (i) contribution to private sector development and ADB 
strategic development objectives; (ii) economic performance; (iii) environmental, social, health, 
and safety aspects; and (iv) business success. 
 

1. Contribution to Private Sector Development and ADB Strategic Development 
Objectives 

 
16. Contribution to private sector development and ADB strategic objectives is rated 
satisfactory. The project has substantially exceeded the key output and outcome indicators 
defined in the design and monitoring framework (DMF) (Appendix 4) as follows: 
 

(i) Output and outcome targets for lending to MSEs have been exceeded by a large 
margin, reaching 571,959 borrowers and a ₹242.9 billion loan portfolio13 as of 31 
March 2020 compared with targets of 30,000 borrowers and ₹30.0 billion portfolio 
set for fiscal year (FY) 2024. This represents a 38-fold increase in the number of 
borrowers and a 16-fold increase in the loan portfolio over the benchmarks of 
15,000 borrowers and ₹15 billion portfolio in FY2016. 

(ii) The SME and structured finance segment underwent a shift in strategy and 
categorization. Structured finance consisted of large-ticket business loans 
exceeding ₹5 million. This line has been discontinued because of weak 
performance, especially in the wake of demonetization. SME lending has been 
reclassified to include business banking, covering a wide spectrum of subsectors, 
NBFCs and real estate, etc The SME segment grew to 5,098 borrowers and a 
₹54.1 billion loan portfolio14 as of 31 March 2020, compared with targets of 1,250 
borrowers and a ₹25.0 billion portfolio for FY2024. 

(iii) With regard to female borrowers, targets were exceeded by a substantial margin 
in the MSE segment. The number of MSE borrowers increased to 23,022 with a 
loan portfolio of ₹83.4 billion as of 31 March 2020, against targets of 3,900 
borrowers and a ₹3.9 billion portfolio for FY2024. For SMEs led by women, the 
corresponding figures are 189 borrowers and ₹596 million of loans at 31 March 
2020, exceeding the target of 85 borrowers though still short of the ₹1.7 billion 
portfolio target set for FY 2024. Since the outcome targets have been exceeded 
by a wide margin, especially in the MSE segment, the gender performance can be 
considered satisfactory. 

(iv) With nonperforming assets, the nonperforming loan (NPL) ratio for the two targeted 
segments stayed consistently below the threshold of 5.0% throughout the loan 
period, and was 1.7% as of 31 March 2020. This was achieved despite 
macroeconomic challenges and problems experienced by the Indian finance 
sector as outlined in paras. 10–11.  

 
12  ADB. 2012. Midterm Review of Strategy 2020: Meeting the Challenges of a Transforming Asia and Pacific. Manila. 
13  This includes loans originated by AUSFB and later sold or syndicated to other Indian banks. 
14  This includes ₹26.8 billion in lending to 416 NBFC and real estate entities, which are classified as SMEs by AUSFB. 
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(v) The target of disbursing half of ADB funds in less-developed states has been easily 
met, since cumulative lending to less-developed states was ₹233.0 billion as of 31 
March 2020 compared with ₹4.9 billion of total ADB funding.15 

 
17. The rapid growth in AUSFB lending is the result of a successful and somewhat unique 
business model, which targets geographical locations and types of enterprises that are given less 
importance by other lenders. While banks in India generally focus on urban and semi-urban areas 
and on relatively larger enterprises with formal records, AUSFB serves the needs of informal 
businesses with no or limited access to banking services, with a turnover of between ₹1 million 
and ₹100 million, and located in cities of between 10,000 and 1 million people. Many of the target 
clients operate on a cash basis and have no financial statements or credit record. The majority 
are either small-scale transport enterprises, in line with AUF’s historical background in vehicle 
financing, or consumer-oriented retail and service businesses. These businesses are not  
well-served by microfinance institutions or rural or cooperative banks, which tend to focus on 
microfinance enterprises and small farmers. 
 
18. Since 2016, AUSFB has also taken significant steps to upgrade its organizational structure, 
processes, and technologies in connection with the transformation to an SFB and public listing of 
shares. 16  AUSFB has also continued to widen its geographical reach by expanding into 
neighboring states and underserved semi-urban and rural areas. The potential transformation to 
a universal bank in 2022 would further enhance the ability of AUSFB to provide a full range of 
financial services to its customers, though as an SFB it would remain subject to the same PSL 
targets.17  
 
19. The positive and substantial development impact achieved by AUSFB is indicated by the 
rapid growth in lending to MSMEs, the expansion of the network into rural areas and 
 less-developed states, the increased reach to underserved groups, the maintenance of strong 
financial indicators, and successful transformation to an SFB. 
 

2. Economic Performance 
 
20. Economic performance is rated satisfactory. The strong business performance has been 
achieved without reliance on significant market distortions or subsidies. The economic 
sustainability of the project is, therefore, expected to mirror or exceed its financial success. 
 
21. The strategic focus of AUSFB on underserved clients and areas is likely to make important 
contributions to economic development. These include (i) improved access to finance for MSMEs 
including female borrowers, who tend to be the most deprived of funds; (ii) expanded presence in 
rural and semi-urban areas, where relatively few banks are active; (iii) expanded presence in  
less-developed states, such as Rajasthan and Madhya Pradesh; (iv) greater outreach and 
sustainability through automation and digitalization; and (v) providing customers with access to 
financial products such as savings accounts, insurance, and remittances in addition to loans.  

 
15   About 40% of AUSFB lending is in Rajasthan, which is classified as a less-developed state. Other states where it  

  recently expanded, such as Madhya Pradesh and Chhattisgarh, are also less developed. 
16   For example, loan approvals require independent review by credit, technical, and legal staff; loans greater than ₹30  

  million are referred to a credit committee; risk and compliance departments have been strengthened; the board has 
  been expanded by adding directors with specific expertise; and a semiautomatic management information system  
  has been implemented.   

17   Universal banks can provide a full range of financial services, including mutual funds, investment banking, factoring,  
      credit cards, and housing loans. They have the ability to manage a foreign currency book and are subject to regular  
      Basel III capital adequacy ratio requirements instead of the stricter regime applying to SFBs. 
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All these factors stimulate inclusive growth and equity by making financial services available to 
clients that previously had no or limited access to them. 
 
22. AUSFB serves specific market niches that have few alternative sources of finance, further 
enhancing its economic impact. AUSFB has developed a specific approach to analyzing these 
businesses based on a combination of qualitative review, close knowledge of local business 
conditions, and analytical templates for specific types of enterprises and sectors. AUSFB also 
takes real assets as collateral to further enhance its loan security. It continually refines its 
approach and is currently experimenting to add credit scoring. The success of AUSFB has 
attracted attention of other financial intermediaries and its approach can be expected to become 
more widely adopted in the future. 
 
23. Another positive economic impact is the formalization of MSMEs that AUSFB encourages 
in its interaction with clients, e.g., through opening a bank account, or registering for goods and 
services tax, etc. AUSFB also educates clients about banking and sound financial practices.  
Such formalization can contribute to economic growth, as informal enterprises often encounter 
obstacles when they grow beyond certain limits. 
 
24. AUSFB contributes to raising education standards in the less-advanced areas where it 
operates. The education sector accounts for 7%–8% of its lending, including private nonprofit 
primary and secondary schools, colleges, and coaching classes. AUSFB also runs a successful 
vocational training program for disadvantaged youths in Jaipur, which is about to be expanded to 
five locations in Rajasthan, creating capacity for 5,000 students per year. 
 

3. Environmental and Social Performance 
 
25. Based on review of relevant documents, the borrower‘s performance in relation to 
environmental and social management system (ESMS) implementation and compliance with ADB 
safeguard requirements is rated satisfactory. 

 
26. Environmental, health, and safety performance. ADB’s loan was classified category FI 
in compliance with ADB’s Safeguard Policy Statement, 2009 (SPS). AUF had an existing ESMS 
which was enhanced to meet SPS requirements and approved by AUF’s board of directors on  
22 April 2017 before ADB’s first disbursement. The amendment included updating the exclusion 
list, screening, and categorization procedures. ADB proceeds cannot be used to finance any 
subloans categorized A on environment and category A or B on involuntary resettlement and 
indigenous peoples. 
 
27. To ensure compliance with ADB SPS requirements, AUSFB credit officers check accuracy 
and assess information received, and Environment & Social checklists are applied for determining 
compliance with the covenants under the ESMS before approving the loan. AUSFB confirmed 
that ADB proceeds were only used for subloans for category B and C for environment and 
category C both for involuntary resettlement and indigenous peoples. ADB proceeds were also 
not utilized to support any manufacturing activities which are likely to be high risk. The credit 
officers monitor the borrowers’ compliance with labor laws and other issues such as labor 
retrenchment, terms of work, health and security, child labor, employee discrimination, etc.  
 
28. In applying its ESMS review process to its customers, the bank indicated that its main 
challenge in implementing the ESMS is the clients’ lack of understanding of the value of the 
ESMS. AUSFB has designated and retained an environment manager/coordinator who oversees 
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social and environmental issues and ensures that resources and trainings are made available for 
environmental management. 
 
29. AUSFB regularly submitted safeguard monitoring reports which confirmed compliance 
with implementation of the ESMS. The capacity of AUSFB to manage environmental and social 
impacts arising out of implementation of the ESMS was found to be adequate. 
 
30. Grievance redress mechanism and stakeholder engagement. AUSFB accepts and 
addresses its customers' concerns through four different channels that are easily accessible to its 
customers and the general public. The bank has a well-defined complaint handling process and 
a prescribed turn-around time within which all concerns received must be addressed.18 In terms 
of stakeholder engagement, AUSFB has two committees tasked with providing customer and 
stakeholder services and are responsible for reviewing initiatives taken by the bank in enhancing 
customer experience and the bank’s customer service.19  
 
31. Corporate social responsibility. AUSFB has an extensive corporate social responsibility 
program with a budget of $9.15 million covering livelihood enhancement, sports development, 
financial and digital literacy, education and preventive health care promotion, animal welfare, and 
environmental sustainability. The corporate social responsibility projects have benefited  
292,000 people (119,800 women and 172,200 men). Although the bank states that its policy does 
not discriminate between women and men in its lending program, AUSFB observed that access 
to finance remains a challenge for women not only in India but in the rest of the world. The problem 
is apparently complicated by the credit crunch in the MSME subsector, and there is a need for 
support systems that are tailored towards the need of female entrepreneurs, such as subsidized 
interest rates for certain segments of this subsector, and greater awareness raising about funding 
schemes for MSMEs. 
 

4. Business Success 
 
32. The business success of the project is rated satisfactory based on the analysis of the 
bank’s business performance. 
 
33. The bank continued to expand its branch network into both its existing and new markets, 
with 528 branches, 88 business correspondents, and 356 ATMs as of March 2020 compared with 
301 branches and 251 ATMs in 2017 (Table A1.4). Also, the number of AUSFB staff more than 
doubled to 17,112 during FY2017–FY2020, while the loan portfolio book reported a compound 
annual growth rate of 60% (Table A1.2). 
 
34. During its transition to an SFB, AUSFB's financial performance was satisfactory. The bank 
had sufficient capital to support asset growth of more than four times during FY2017–FY2020 
(Table A2.1) and still kept its capital adequacy ratios comfortably above the regulatory 
requirement. Asset quality remained good in the same period (Table A.1.6) despite challenges in 
the Indian market since 2018. The gross NPL ratio has remained below 2% and compares well 
with peers. The transition to an SFB moderated the bank’s returns (Table A1.8) because of  
(i) increased overall operating expenses as a bank, (ii) negative carry from the regulatory liquidity 
requirements as a bank, (iii) expenditure needed to enhance penetration in existing and new 

 
18  The complaints that have been received by the bank relate to (i) loans and advances; (ii) disputes, charges, fees, 

or repayments; (iii) collateral details; (iv) ATM and debit cards deposit accounts; (v) internet banking, mobile banking, 
and point-of-sales staff behavior; and (vi) tariff schedules and service charges. 

19  These are the Standing Committee of Customer Service chaired by the executive director of the bank, and the 
Customer Service Committee chaired by an independent director of the bank. 
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markets, (iv) shift in asset mix, and (v) competitive pressures. However, the bank's status enabled 
AUSFB to accept low-cost customer deposits to fund its growth and improve funding and liquidity. 
During the period of evaluation, deposits have become the bank’s main source of funding. As a 
result, gross loans–customer deposits improved from 169.3% in 2018 to 104.1% as of the end of 
FY2020.  
 
35. AUSFB’s management quality and corporate governance are rated satisfactory.  
During ADB’s investment period, the number of the bank’s directors increased from five to nine, 
while the number of independent directors increased from two to six. The number of board 
committees also increased from 10 to 12 in the same period. AUSFB’s audit committee is 
independent.   
 
C. ADB Additionality  
 
36. ADB additionality is rated satisfactory. To meet its funding needs, AUF relied primarily on 
borrowings and securitization with local banks. As an NBFC, it was not allowed to accept deposits. 
AUF needed additional financing to support its growth. Its assets had grown at a compound 
annual growth rate of 30.4% during FY2013–FY2016, and it planned further ambitious growth 
from ₹82.2 billion as of the end of FY2016 to ₹320 billion by the end of FY2021 (footnote 4).  
The conversion to an SFB would enable AUSFB to raise deposits but also reduce access to 
commercial bank borrowings under RBI regulations.20 This shift to deposits as the main source of 
funding was expected to lead to greater stability and lower cost of funding in the long run, but 
would also result in a shortening of average maturities for AUF’s liabilities. At the same time, the 
average maturity of assets was expected to lengthen as lending shifted gradually into a diverse 
product mix with longer average tenor. The resultant mismatch led AUF to seek longer-term 
financing. In March 2017, ADB subscribed to ₹4.9 billion of senior unsecured nonconvertible 
debentures with maturities of 3 and 4 years.21  
 
37.  By providing a relatively large long-term debt facility, ADB boosted resources and signaled 
confidence at a time when AUF was still a relatively small and unknown financial institution based 
in Rajasthan, with no stock market listing. AUF was in the middle of a difficult transition to a new 
and untested business model of an SFB, which would be subject to a more demanding regulatory 
regime. The presence of ADB provided comfort to other lenders and equity investors, which was 
particularly important as AUSFB was about to start raising deposits and floating shares. 
 
38. The ADB loan came at critical time for AUSFB in terms of liquidity. It received the SFB 
license in April 2017, while the listing on the Bombay and National Stock Exchanges only took 
place in July 2017. The ADB loan was disbursed in April 2017. AUSFB needed a substantial 
liquidity buffer to cover the new RBI liquidity requirements and its projected business needs, while 
it was subject to stricter bank borrowing limits and uncertainty about how quickly it could raise 
deposits. Deposit raising and banking regulations were new areas for AUF and created 
unforeseeable risks. The ADB loan was larger than facilities extended by IFC and FMO, and gave 
AUSFB the resources and confidence to successfully execute its growth plans and transition to 
an SFB. 
 
39. The Indian rupee denomination helped avoid currency risks for the borrower, whose loan 
book was entirely denominated in Indian rupees. ADB funded this project by using a pool of funds 

 
20  RBI rules restricted commercial bank funding to 300% of a bank’s net worth. 
21  These instruments were regulated by the RBI and the Securities and Exchange Board of India and listed on the 

Bombay Stock Exchange and/or National Stock Exchange. 
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in Indian rupees raised through masala bonds. For ADB’s clients, especially small institutions 
without foreign currency portfolios, the benefits of local currency loans, such as the ease of use 
of funds and reduced currency risks, are tangible. 

 
40. AUSFB did not request ADB participation in the equity and was able to complete a 
successful IPO in June 2017, raising ₹19.1 billion. No technical assistance from ADB was deemed 
necessary for this project, as AUSFB had already engaged the services of several major 
international consultancies to support its transition to an SFB and had previously received 
assistance from IFC’s Advisory Services arm. 
 
D. ADB Investment Profitability 
 
41. ADB’s investment profitability is rated satisfactory. Loan pricing was in line with ADB 
policies. The interest rate provided adequate compensation for the currency risk and other costs 
incurred by ADB.  
 
42. The fairly large overall transaction amount helped amortize project processing and 
administration costs.  
 
E. ADB Work Quality 
 
43. ADB’s work quality is rated satisfactory. The overall selection of the borrower, structuring 
of the project, and supervision were all carried out satisfactorily.  
 

1. Screening, Appraisal, and Structuring of the Project 
 

44. Screening, appraisal, and structuring of the project are rated satisfactory. The selection of 
AUSFB as an intermediary was based on a careful assessment of its interest and ability to service 
the target market, as evidenced by its historical evolution, branch network, growth plans, and 
proposed transformation to an SFB. ADB provided long-term local currency debt needed to meet 
the financing needs of AUSFB and enable it to successfully pursue its growth strategy and 
conversion to an SFB. 
 
45. The project was funded from a pool of proceeds of masala bonds issued by ADB. 
Significant effort had been made to obtain the necessary Indian Ministry of Finance and RBI 
approvals and bond documentation, and arrange underwriting for the bond issues, pricing,  
and settlement. This review commends the efforts of ADB’s treasury, legal, and origination teams.  
 

2. Monitoring and Supervision 
 

46. Monitoring and supervision are rated satisfactory. ADB remained in close contact with the 
client, followed up diligently on reporting requirements and covenants, and maintained good 
customer relations. AUSFB has submitted timely financial and nonfinancial reports, with minor 
delays in a few cases. 
 
F. Overall Evaluation 
 
47. Overall, the project is rated successful. It generated strong development impact,  
economic sustainability, and business success. The participation of ADB made an important and 
timely contribution to the success of the project. 
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Evaluation of ADB’s Equity Investment and Loan to AUSFB Limited  

Indicator Unsatisfactory 
Less than 

Satisfactory Satisfactory Excellent 

Development Results   √  
(i) Contribution to private sector 

development and ADB strategic 
development objectives 

  

√  

(ii) Economic performance   √  

(iii) Environmental, social, health, 
and safety performance 

  √  

(iv) Business success   √  
ADB Additionality   √  
ADB Investment Profitability   √  

ADB Work Quality    √  
(i) Screening, appraisal, and 

structuring  
  √  

(ii) Monitoring and supervision    √  

Overall Rating    Successful  

ADB = Asian Development Bank. 
Source: ADB. 

 
III. ISSUES, LESSONS, AND RECOMMENDED FOLLOW-UP ACTIONS 

 
A. Issues and Lessons 
 
48. Investments in well-run private financial intermediaries targeting high-development-impact 
sectors, especially underserved but fundamentally viable market segments, can generate 
significant financial returns as well as economic impact. 
 
49. Developing economies, even the largest and most advanced ones like India, require  
long-term funding in local currency to protect them from external shocks and mitigate the foreign 
currency risk faced by financial institutions, companies, and individuals.  
 
50. The DMF should be more carefully reviewed to ensure its targets are well-defined and 
represent meaningful milestones as (i) it is not clear why the number of borrowers is considered 
a project outcome while lending volumes are outputs, (ii) targets seem low given the general 
growth plans of AUSFB (the report and recommendation of the President expected a fourfold 
increase in the loan portfolio, from ₹82.2 billion in FY2016 to about ₹320.0 billion in FY2021, while 
the DMF only required a doubling of the MSE portfolio and 40% increase of the SME portfolio by 
FY2024), and (iii) the targets for less-developed states seem to apply only to the proceeds of the 
ADB loan and were already met for general lending at the time of approval. Since money is 
fungible, carving out a portion of a financial institution’s activity as "ADB supported" is not 
meaningful unless it prompts a real shift towards these market segments. 
 
 
B. Recommended Follow-Up Actions 
 
51. ADB could consider supporting capital-raising efforts of AUSFB by providing subordinated 
debt that is Basel III compliant for tier II capital. This could help strengthen the capital base and 
structure of AUSFB while providing attractive returns for ADB. It could potentially be part of an 
assistance package to support the transformation of AUSFB to a universal bank planned for 2022. 
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52. ADB could consider supporting expansion of AUSFB into areas of high development 
impact where AUSFB has a potential comparative advantage, e.g., affordable housing or clean 
energy in the smaller towns and rural areas where AUSFB has a strong branch presence. 
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BUSINESS PERFORMANCE OF AUSFB LIMITED 
 

A. Financial Highlights  
 

Table A1.1: Historical Financial Highlights  
(₹ million) 

Item FY2017 FY2018 FY2019 FY2020 
CAGR 

(%) 

Total loans (net) 65,282 132,557 227,255 267,330 60.0 
Total other earning assets 27,618 43,197 80,907 129,883 67.5 
Other assets 4,684 12,010 17,133 21,624 66.5 
   Total assets 97,584 187,764 325,295 418,837 62.5 
Deposits and short-term funding 0 79,233 194,224 261,639 81.7 
Other liabilities 77,708 85,719 99,443 113,429 13.4 
   Total liabilities 77,708 164,952 293,667 375,068 69.0 
   Total equity 19,876 22,812 31,628 43,769 30.1 
Tangible common equity 19,876 22,812 31,628 43,769 30.1 
Operating and other income 15,624 12,875 17,772 25,963 18.4 
Expenses and tax -7,404 -9,955 -13,954 -19,215 37.4 
   Net income 8,220 2,920 3,818 6,748 -6.4 

  ( ) = negative, CAGR = compound annual growth rate, FY = fiscal year.       
   a CAGR from FY2018 to FY2020. 
  Source: AUSFB’s audited financial statements FY2017–FY2020. 

  
B. Portfolio Growth 

 
Table A1.2: Gross Loan Portfolio 

 (₹ million) 

 Item FY2017 FY018 FY2019 FY2020 
CAGR 

(%) 

Gross loans 65,950 134,125 229,944 272,329 60.4 

  CAGR = compound annual growth rate, FY = fiscal year.   
  Source: AUSFB’s annual reports FY2017–FY2020. 

 

Table A1.3: Distribution Network and Staff Complement 
(number) 

Item FY2017 FY2018 FY2019 FY2020 

Branches  301 306 408 528 
Business correspondents  71 67 88 
ATMs 251 292 543 356 
Staff        8,515    11,151  12,623  17,112 

  FY = fiscal year.    
  Source: AUSFB’s audited financial statements FY2017–FY2020. 
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Table A1.4: Geographical Breakdown of AUSFB’s Micro and Small Enterprise and Small 
and Medium-Sized Enterprise Loan Portfolio based on Total Assets under Management 

(₹ million) 
  FY017 FY018 FY2019 FY2020 

Location 
No. of 
Loans 

Amount 
No. of 
Loans 

Amount 
No. of 
Loans 

Amount 
No. of 
Loans 

Amount 

Rajasthan 132,741 57,722 161,143 83,297 211,362 120,770 306,806 147,259 

Maharashtra 39,564 14,189 51,795 20,197 67,321 33,128 87,764 33,268 

Gujarat 42,633 13,196 49,806 19,961 65,242 26,676 89,471 32,817 

Madhya Pradesh 31,837 11,296 45,414 18,809 72,129 31,964 117,585 47,650 

Punjab 13,891 5,472 17,970 5,483 28,173 10,695 42,614 14,840 

Chhattisgarh 12,396 3,407 4,361 1,582 7,153 3,076 12,168 4,970 

Delhi 3,055 836 20,307 8,777 31,008 5,562 45,003 21,700 

Goa 2,195 740 721 159 860 217 1,022 257 

Haryana 1,433 375 4,089 1,437 7,820 2,650 13,756 4,531 

Himachal Pradesh 598 107 2,474 676 4,146 1,199 7,025 2,081 

Total 280,343 107,339 358,080 160,378 495,214 245,934 723,214 309,372 
  FY = fiscal year. 
  Note: Includes securitized assets on true sale basis.   
  Source: AUSFB development effectiveness monitoring report, FY2018–FY2020. 

 
C. Business Analysis 

 
1. Capital Adequacy 

 
1.   Capital adequacy for AUSFB is rated satisfactory (Table A1.5). Despite continuous high 
growth throughout the investment period, the bank’s capital adequacy ratios (CARs) remained 
comfortably above the regulatory limit of 15.0% for total CAR and 7.5% for tier I CAR, as well as 
ADB’s covenant limit of 17.0% for total CAR (Table A1.5). Notably, the bank’s capitalization 
remained predominantly core capital. In FY2020, the bank’s capital increased further because of 
the partial sale (0.5%) of its stake in Aavas Housing and the conversion of Temasek’s warrants 
of ₹5.25 billion (around $74.31 million).  

 
2.   AUSFB has a 6.3% remaining shareholding in Aavas Housing which can be sold for 
additional capital to support growth and strengthen loss absorption capacity. It also has significant 
capacity to raise tier II capital, with local regulation capping tier II capital at 100% of tier I.1  

 
Table A1.5: Capital Adequacy  

(%) 

 Item  FY2017 FY2018 FY2019 FY2020 

Tier I capital adequacy ratio 21.4 18.4 16.0 18.4 
Total capital adequacy ratio 23.0 19.3 19.3 22.0 
Tangible common equity to risk weighted assets  23.3 19.2 16.5 22.6 

  FY = fiscal year. 
  Source: AUSFB audited financial statements for FY2017, FY2018, FY2018, and FY2020. 

  
2. Asset Quality 

 
3.   Asset quality has remained good during 2017–2020 (Table A.1.6) despite challenges in 
the Indian market since 2018. The gross nonperforming loan (NPL) ratio has remained below 2% 

 
1 https://www.rbi.org.in/scripts/NotificationUser.aspx?Id=5257  

https://www.rbi.org.in/scripts/NotificationUser.aspx?Id=5257
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and compares well with peers (1H 2020: Equitas SFB 2.9%, Ujjivan SFB 0.9%). The gradual 
increase in NPLs as a percentage of capital during FY2017–FY2019 is explained by reducing 
capital, which was consumed to support high growth. However, the gross NPL–capital ratio 
improved in FY2020 as a result of the decline in gross NPLs and the increase in capital (para. 1). 
The improvement in the gross NPL ratio in FY2020 happened despite the tightened NPL 
recognition policy of the bank in the same fiscal year, where NPLs (accounts 90 days past due) 
are recognized on a daily basis as against the previous practice of recognition at the end of every 
month.  
 
4.   AUSFB’s asset quality in the MSE and SME segments, both of primary interest for the 
project, also remained good during FY2017–FY2020 (Table A.1.6). Moreover, the bank’s NPL 
ratio for its MSE and SME loan portfolio has been consistently better than that of its total portfolio 
for the aforementioned period. This is a testament to the bank’s expertise in MSME lending, being 
a nonbank finance company prior to FY2017 before becoming one of the most successful small 
finance banks (SFBs) in the country. 
 
5.   In FY2018, following the transformation to an SFB, AUSFB revised its credit policies. It 
brought in new skilled and experienced professionals and hired consultants to improve its credit 
processes. In the past 3 years, AUSFB has developed a credit scoring model to support its credit 
evaluation methodology, especially for customers with no borrowing history in the credit bureau. 
It has put in place three credit committees, each one for different approval levels. The bank has 
also invested on a telecollection unit, which handles 50% of its collections (target of 90%). In 
addition, the bank’s credit risks are mitigated by (i) granularity, as 59% of loans have ticket sizes 
of ₹2.5 million and below; and (ii) security, as around 97% of loan assets are collateralized with 
low initial loan to value ratios of 40%–45%. 
 

Table A1.6: Asset Quality Indicators for On-Books Loan Portfolio 
(%) 

 Item  FY2017 FY2018 FY2019 FY2020 

Gross NPLs (AUSFB’s management report) 1.8 2.0 2.0 1.7 
Gross NPLs to capital 6.3 11.8 14.9 10.5 
Gross NPLs of MSEs and SMEs  1.4 1.1 1.6 1.7a 
Related party loans to gross loans 0.0 0.0 0.0 0.0 

  FY = fiscal year, MSEs = micro and small enterprises, NPL = nonperforming loan, Q = quarter, SMEs = medium-sized    
  enterprises. 
  a As of 3Q FY2020.  
 Source: AUSFB’s audited financial statements FY2017–FY2020. 

 
3. Management 

 
6.   Management is rated satisfactory. As of the end of fiscal year (FY) 2020, AUSFB was 
supervised by a board of directors comprising nine members, up from five as of the end of FY2017. 
Of the nine board members, six are independent and are considered to be experts in their fields 
with expertise valuable to AUSFB’s operations. The Chief Executive Officer (CEO) and bank 
founder, Sanjay Agarwal, is perceived by the market as a very successful entrepreneur. The 
management team comprises professionals with a long and successful track record.  
 
7.   As of the end of FY2020, AUSFB had 12 board committees: (i) management, (ii) customer 
service, (iii) nomination and remuneration, (iv) audit, (v) IT strategy and information system 
security, (vi) stakeholder relationships, (vii) risk management, (viii) corporate social responsibility, 
(ix) disciplinary, (x) special committee for fraud monitoring, (xi) review of the classification of willful 
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defaulters, and (xii) financial inclusion. AUSFB’s audit committee is independent and comprises 
five independent directors. 

 
4. Earnings 

 
8.   AUSFB’s profitability is rated satisfactory. Following the transformation from a nonbank 
finance company to an SFB, AUSFB’s profitability metrics are gradually converging to those of 
universal banks. There was a downward trend in all profitability ratios during FY2017–FY2020, 
after its transition to SFB status in FY2017 (Table A1.7). This is primarily because of (i) the 
negative carry of prudential liquidity requirements as a bank, (ii) the gradual shift in asset mix from 
high-yielding vehicle financing to lower-margin nonvehicle assets, (iii) the competitive pressures 
on the asset side mainly in the new areas of expansion, and (iv) the additional expense in growing 
its reach (Table A1.4). Operating efficiency has remained low in the 3 years of operation as an 
SFB, reflecting the higher cost of operations as a bank and the expansion of its network. However, 
once again, all profitability metrics are along the lines of those of universal banks. Moreover, 
bottom line profitability (return on average total assets) compared well with that of its major SFB 
peers as of 1H 2020 (Equitas 1.1%, Ujjivan 2.4%)  
 

Table A1.7: Profitability Indicators  
(%) 

 Item  FY2017 FY2018 FY2019 FY2020 

Net interest margin     10.2        7.0        5.6        5.4  
Noninterest income to operating income     49.8      27.0      24.5      26.5  
Preprovision income to average risk weighted assets     14.3        5.3        4.2        5.9  
Cost–income ratio     22.6      58.5      61.0      54.7  
Return on average total assets     10.3        1.8        1.5        1.8  
Return on average total equity     54.8      13.7      14.0      17.9  

  FY = fiscal year. 
  Source: AUSFB’s audited financial statements FY2017–FY2020. 

 
5. Liquidity  

 
9.   AUSFB’s liquidity is rated satisfactory. As a new deposit taker (since April 2017), AUSFB 
rapidly increased its deposit base, primarily from the government, large entities, and other banks, 
but retail deposits have increased slowly over the last 3 years. As of the end of FY2020, deposits 
were 71.70% of total funding, while retail deposits accounted for 44.52% of total customer 
deposits. Deposits are expected to continue growing in the medium term as the bank focuses on 
boosting its deposit base. The loans–deposit ratio has been improving in the period of evaluation 
as deposits grow (Table A1.8). AUSFB’s primary source of borrowings is refinancing from other 
financial institutions, which accounted for 18% of total funding as of FY2020. In addition to banks, 
there are a number of local development institutions that provide refinancing, such as the National 
Bank for Agriculture and Rural Development, the Small Industries Development Bank of India, 
and the National Housing Bank. Overall, AUSFB has maintained good access to the debt market. 
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Table A1.8: Liquidity Indicators  
(%) 

Item  FY2017 FY2018 FY2019 FY2020 

Gross loans–customer deposits 
 

169.3  118.4  104.1  
Gross loans–customer deposits and money market funding2 92.6  86.2  82.0  74.6  
Gross loans–total assets 67.6  71.4  70.7  65.0  
Customer deposits–total funding  50.9  69.3  71.7  
Liquid assets–deposits and money market funding  6.4  8.7  3.7  7.2  

Market funds – liquid assets, as a percentage of total assets 68.3  33.4  23.3  18.4  
FY = fiscal year. 
Source: AUSFB’s audited financial statements FY2017–FY2020. 
.

 
2 Money market funding includes total borrowings except for subordinated debt. 
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AUDITED FINANCIAL STATEMENTS 
 

Table A2.1: AUSFB Statement of Financial Position, FY2017–FY2020 
(₹ million) 

 Item FY2017 FY2018 FY2019 FY2020 

Gross customer loans 65,950 134,125 229,944 272,329 

Customer loans, net 65,282 132,557 227,255 267,330 

Other earning assets 27,618 43,197 80,907 129,883 

Total earning assets 92,900 175,754 308,162 397,213 

Fixed assets, net 2,758 3,861 4,470 4,480 

Other nonearning assets 1,926 8,149 12,663 17,144 

Total assets 97,584 187,764 325,295 418,837 

      

Total deposits and money market funding 0.00 79,233 194,224 261,639 

Noninterest-bearing payables 6,509 9,330 13,309 10,076 
Domestic short-term borrowings 21,832 24,514 34,093 50,297 
Long-term borrowings:         
      Bank borrowings 46,617 49,675 44,991 46,206 
      Other borrowings (subdebt, hybrid capital) 2,750 2,200 7,050 6,850 

Total liabilities 77,708 164,952 293,667 375,068 

Common stock (including capital surplus) 5,222 5,125 8,294 15,608 

Retained earnings 11,673. 13,658 15,720 18,873 

Reserves 2,919 3,854 5,435 8,766 

Others 62 175 2,179 522 

Total equity 19,876 22,812 31,628 43,769 

Total liabilities and capital 97,584 187,764 325,295 418,837 
 FY = fiscal year. 
 Source: AUSFB’s audited financial statements FY2017–FY2020. 

 
Table A2.2: AUSFB Statement of Financial Position, FY2017–FY2020 

(₹ million) 
Item FY2017 FY2018 FY2019 FY2020 

Interest income 12,800 17,62 29,491 42,858 
Interest expense -4,963 -8,267 -16,065 -23,769 
Net interest income 7,837 9,405 13,426 19,089 
Net fee and commission income 981 1,644 3,182 4,291 

Trading income, net 6,758 382 221 1,726 
Dividend income 13 0 0 0 
Other operating income 34 1,444 943 857 
Total operating income 15,624 12,875 17,773 25,963 
Operating expenses -3,528 -7,526 -10,780 -14,052 

Loan loss provision -661 -878 -1,118 -1,246 
Income after loan loss provision 11,435 4,472 5,874 10,666 
Other nonoperating income -1 -38 -73 -1,526 
Taxes -3,214 -1,513 -1,983 -2,392 
Net income 8,220 2,920 3,818 6,748 

  ( ) = negative, FY = fiscal year.   
  Source: AUSFB’s audited financial statements FY2017–FY2020.
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RESULTS AND RATINGS FOR PROJECT CONTRIBUTIONS TO PRIVATE SECTOR DEVELOPMENT 
AND ADB STRATEGIC DEVELOPMENT OBJECTIVES—FINANCIAL INTERMEDIARIES 

 

Results Area Actual Achievements Rating Justification 
Potential Future 
Achievements Risk 

1. Financial institution 
and subborrower PSD 
effects 

     

1.1 Improved skills  
(i) Improved loan 
origination and 
management system  
 
 
 
 
 
 
 
 
 
 
 

 
(ii) Contribution via the 
participating financial 
institution(s) to improved 
subborrower skills in the 
operation of their 
businesses, e.g., via 
appropriate loan 
conditions and 
advisory services by the 
bank(s) 

 
The ADB project and 
transformation to an SFB 
led AU to upgrade its loan 
origination and 
management system, 
including strengthened risk 
management and control 
and better MIS.  
 
AUSFB encourages and 
helps its borrowers to 
formalize operations, open 
bank accounts, register for 
GST, etc. 

 
Satisfactory 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Satisfactory 
 
 
 
 
 
 
 
 
 

 
 
. 
 
 
 
 
 
 
 
 
 
  

 
Adaptation and 
application of 
credit scoring 
techniques to 
AUSFB’s 
customer base 
 
 
 
 
 
 
 
 
 

 
Low 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Low 
 

1.2 Improved standards 
Improved standards and 
practices with regard to 
corporate governance and 
transparency; stakeholder 
relations; and/or 
environmental, social, 
health, and safety in 
participating financial 
institutions or 
subborrowers 

 
The project and related 
transformation to an SFB 
and listing of shares 
helped AUSFB improve its 
organizational set-up and 
governance. It enhanced 
its risk and compliance 
function, and expanded its 
board by appointing 
independent directors with 
specific expertise. 

 
Satisfactory 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
Low 

1.3 Innovation Innovative 
ways of offering effective 
banking services to SMEs 
(including new products, 
services, and 
technologies) 

 
The mix of “touch and 
feel”, local knowledge, and 
industry-specific templates 
used by AUSFB allows it 
to profitably reach 
previously unserved 
SMEs. 

 
Excellent 

 
 

 
Other FIs have 
noticed the 
success achieved 
by AUSFB and 
may target similar 
market segments 
and replicate part 
of its approach. 

 
Low 
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Results Area Actual Achievements Rating Justification 
Potential Future 
Achievements Risk 

1.4 Catalytic element  
Mobilizing or inducing 
more 
local or foreign market 
financing or foreign direct 
investment for the 
supported financial 
institution or 
subborrowers 

The ADB loan added 
comfort to lenders and 
equity investors, facilitating 
both the subsequent 
deposit raising and IPO. 

Satisfactory   
 

Low 

1.5. Improved business 
performance  
Expanded microlending 
with a good portfolio and 
subborrower 
performance, expansion 
of portfolio, and number of 
borrowers  

 
 
The project helped AUSFB 
substantially expand its 
MSME lending while 
maintaining sound NPL 
and other financial 
indicators. 
 
 

 
 
Excellent 

 
 
AUSFB 
increased its 
loan book 
fourfold while 
maintaining 
strong 
profitability, 
capital 
adequacy, 
and liquidity 
indicators. 

  
 
Low 

2. PSD effects beyond 
financial intermediaries 
and subborrowers 

     

2.1 Private sector 
expansion and 
institutional impact 
  
 

The ADB investment 
contributed to improved 
access to finance for 
underserved groups and 
underserved regions. 
 

Excellent AUSFB 
focuses on 
smaller, 
informal 
enterprises 
located in 
secondary 
towns or rural 
areas where 
few other 
banks or 
financial 
intermediaries 
are active and 
where access 
to loans and 
other financial 
services is 
limited. 

Other banks and 
NBFCs follow the 
lead of AUSFB 

Low 

2.2 Competition 
Enhanced 
competition in the 
microlending market 
segment among local 
banks or other types of 
financial institutions 
(including new product 
and service offerings, 
local currency products) 

 
Not applicable 

 
Not 
applicable 

 
Not 
applicable 

 
The business 
model of AUSFB 
has attracted 
attention of other 
lenders which 
could lead to 
more competition 
in its markets. 

 
Not 
applicable 
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Results Area Actual Achievements Rating Justification 
Potential Future 
Achievements Risk 

and/or contribution to 
increased competition in 
key subborrower markets 

2.3 Demonstration 
effects  
Replication of new ways 
of offering effective 
banking services to SMEs 
by other banks or 
institutions 

 
The successful business 
model can be replicated by 
other financial institutions. 

 
Satisfactory 

 
Not 
applicable 

 
Not applicable 

 
Not 
applicable 

2.4 Links  
Contribution to local 
savings and deposit 
mobilization via networks 
of participant bank(s); 
contribution to notable 
upstream or downstream 
link effects to 
subborrowers’ businesses 
in their industries or the 
economy 

 
AUSFB promotes financial 
services other than loans 
to its clients, including 
deposits, savings 
accounts, insurance, etc. It 
also provides guidance on 
use of banking and sound 
financial practices to its 
clients. 

 
Satisfactory 

 
 

 
 

 
Low 

2.5 Catalytic element  
Improved debt or risk 
capital supply from local 
and foreign investors to 
local companies and 
private equity funds in 
countries of fund 
operations or beyond  

 
The ADB investment 
helped AUSFB access 
new sources of funds. 
AUSFB was relatively less 
well-known at the time of 
the ADB loan and the 
presence of ADB boosted 
market confidence. 

 
Satisfactory 

   
Low 

2.6 Affected laws, 
frameworks, regulation 
Contribution to (i) 
improved 
laws, regulation, and 
inspection affecting SME 
financing; or (ii) a more 
enabling environment for 
SMEs via lobby activity, 
policy dialogue, or 
otherwise.  

 
 
Not applicable 

 
 
Not 
applicable 

 
 
Not 
applicable 

 
 
Not applicable 

 
 
Not 
applicable 

3. Contributions to other 
ADB strategic 
objectives 

     

3.1 Inclusion  
Increased availability or 
reduced cost of financial 
services for the poor and 
other disadvantaged 
groups. Indirect inclusion 
benefits generated by 
subprojects and/or 
borrowers through 

 
The project has made an 
important contribution to 
financial inclusion in India, 
improving access to 
finance for underserved 
groups and regions. 

 
Excellent 

 
AUSFB 
exceeded all 
development 
performance 
targets 
defined in the 
DMF and 
serves as a 
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Results Area Actual Achievements Rating Justification 
Potential Future 
Achievements Risk 

forward or backward 
linkages to poor, female, 
or rural entrepreneurs; the 
provision of services or 
products for the poor, 
women, and rural 
populations; and 
employment of such 
groups. 

role model for 
other FIs. 

3.2 Job creation  
(i) Creation of additional 
sustainable jobs or self-
employment;  
(ii) distinguishing between 
jobs created within 
supported FIs, 
subborrowers, and 
beyond. 

 
The enterprises supported 
by AUSFB provide 
significant job and self-
employment opportunities 
in less-developed areas 

 
Satisfactory 

 
Not 
applicable 

 
Not applicable 

 
Low 

3.3. Environmental 
sustainability 
Contribution to reductions 
in greenhouse gas 
emissions and other 
environmental 
improvements through 
lending policies and 
practices, and targeting or 
allocations for borrowers 
with environmentally 
beneficial investments 

 
 
 

 
 
Satisfactory 

 
 
AUSFB 
installed an 
ESMS that 
meets ADB 
requirements 
 

 
 
 
 

 
 
Low 

3.4. Regional integration 
Project contributes to 
regional cooperation and 
integration by facilitating 
trade or cross-border 
financial transactions 

 
Not applicable 

 
Not 
applicable 

 
Not applicable 

 
Not applicable 

 
Not 
applicable 

3.5 Any other project 
development outputs 
and outcomes 

As per GOI policies, 
AUSFB dedicates 2% of 
profits to CSR activities, 
targeting vocational 
training and female 
entrepreneurship. 

Satisfactory Not 
applicable 

The vocational 
training program 
received approval 
to be expanded 
from Jaipur to five 
locations in 
Rajasthan. 

Not 
applicable 

4. Overall Rating  Satisfactory  
 

  

ADB = Asian Development Bank, AUSFB = AUSFB Limited, CAGR = compound annual growth rate, CSR = corporate social 
responsibility, ESMS = environmental and social management system, FY = fiscal year, IPO = initial public offering, MIS = 
management information system, NPL = nonperforming loan, PSD = private sector development, SMEs = small and medium-sized 
enterprises. 
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DEVELOPMENT PERFORMANCE INDICATORS 
 

Results Chain Performance Indicators 

Target  
Mar 
2024 

Baseline  
Mar 2016 

Actual  
Mar 2020 

Outcome:  
AUF’s lending activities to MSE, 
SME, and structured finance 
segments sustainably expanded 
as it transitions to a small finance 
bank 

 
a. Number of AUF’s MSE 
borrowers increased 

 
30,000 

 
15,000 

 
571,959 

b. Number of AUF’s SME 
and structured finance 
borrowers increased to 
1,250  

1,250 900 5,098 

c. AUF’s female MSE 
borrowers increased 

3,900 1,500 23,022 

d. AUF’s female SME and 
structured finance 
borrowers increased 

85 45 189 

e. Nonperforming loans (90 
days past due) comprise no 
more than 5.00% of total 
loans 
 

< 
5.00% 

0.72% 1.70% 

Output:  
 1. AUF’s capacity for MSE and 
SME and structured finance 
lending increased 
 
 
 
 
 
 
 
 
 
2. AUF’s capacity for lending in 
less-developed states increased  

 
1a. AUF’s MSE portfolio 
increased  

 
₹30.0 
billion 

 
₹15.0 
billion 

 
₹242.9 
billion 

1b. AUF’s SME and 
structured finance portfolio 
increased 

₹25.0 
billion 

₹18.0 
billion 

₹54.1 billion 

1c. AUF’s MSE portfolio 
outstanding to women 
increased 

₹3.9 
billion 

₹1.5 
billion 

₹83.4 billion 

1d. AUF’s SME and 
structured finance portfolio 
outstanding to women 
increased  

₹1.7 
billion 

₹900 
million 

₹596 million 

2. 50% of aggregate funding 
will be disbursed in less-
developed states 

₹2.4 
billion 

 ₹233.0 
billion (end 
of FY2020) 

  FY = fiscal year, MSEs = micro and small enterprises, SMEs = small and medium enterprises. 
  Source:  AUSFB and ADB. 


