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Aye Finance Limited’s rating reaffirmed at
‘CareEdge B+’; outlook revised to ‘Stable’

CareEdge B+ /Stable (outlook

USD 40 million external commercial borrowing revised from positive)

CareEdge Global has reaffirmed the long-term foreign currency rating of Aye Finance Limited
(AFL) at ‘*CareEdge B+'. Its rating outlook has been revised to ‘Stable’ from ‘Positive’.

Rationale

The outlook revision is primarily an outcome of a challenging industry environment that has
resulted in higher stress in micro small and medium enterprises (MSMEs) lending space across
geographies and product categories as reflected in the asset quality and credit costs across
players. This also resulted in moderation of asset quality and profitability metrics for AFL,
contrary to our earlier expectations of improvement while assigning a positive outlook. Gross
non-performing assets (GNPA) increased to 4.8% as of March 31, 2026, from 4.2% as of
March 31, 2025, reflecting the underlying stress percolating in the company’s borrower
segments. Further, loan covenants linked to asset quality on certain facilities remained in
breach as of March 31, 2025, and March 31, 2026, although both the quantum of such
exposures and instances reduced progressively during the year. Additionally, operating
expense ratio increased to 9.1% of average managed assets in FY26 from 8.7% in FY25,
driven by branch expansion, strengthening of the collections infrastructure and scaling up of
loans against property (LAP) business.

The rating reaffirmation is supported by the company’s comfortable capitalisation, which
strengthened following its initial public offering (IPO) in February 2026, along with an
improving funding profile, experienced management, and the presence of reputed investors.
The company raised Rs 7.1 bn through primary equity issuance under the IPO, augmenting
its net worth and providing adequate headroom to support medium-term business growth. As
a result, the capital adequacy ratio (CAR) rose to 42.2% as of March 31, 2026, well above the
regulatory requirement of 15%, with managed gearing of 2.3x (including securitization
portfolio) vs 3.1x as of March 31, 2025.

Additionally, the gradual shift in the portfolio mix towards secured lending in the form of LAP
will support asset quality improvement over the medium term. As of March 31, 2026, the
company’s AUM amounted to about Rs 70 billion, comprising ~77% hypothecation-based
lending, with LAP accounting for ~22%, up from 8% in FY24. The management intends to
scale this to 30-35% over the near-to-medium term, which will reduce loss severity and
volatility in credit costs.
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Outlook

The Stable outlook reflects CareEdge Global’s expectation that the company will continue
scaling up operations while gradually improving its asset quality and earnings metrics over the
medium term, backed by adequate liquidity and resource profile to support growth.

Rating sensitivities
Upward factors
¢ A significantly larger loan book with diversification towards secured asset class or a
less vulnerable borrower profile, resulting in a sustained improvement in asset quality
such that the credit cost is maintained around 3.5%; and
e Reduction in operating expenses and credit costs, leading to sustained improvement
in return on managed assets (RoMA) around 4%
Downward factors
e Significant deterioration in asset quality resulting in higher GNPA or credit costs
sustaining above 5%
¢ Increase in gearing level above 4-4.5x on a sustained basis

Analytical approach
CareEdge Global has assessed AFL’s business and financial risk profile on a standalone basis.

Key rating drivers

Strengths

Comfortable capitalisation profile; further strengthened post equity infusion

AFL'’s capitalisation profile is well-supported by recent capital raises and strong balance-sheet
metrics, including a net worth of Rs 25.3 billion, a high CAR of 42.2%, and low managed
gearing of 2.3 times as on March 31, 2026. Equity infusion through the IPO in February 2026,
comprising a primary issuance of Rs 7.1 billion, materially strengthened the capital base,
leading to an improvement in managed gearing from 3.1 times as on March 31, 2025. While
gearing is expected to trend upward in line with growth funded through borrowings, AFL is
not expected to seek additional external capital in the medium term, supported by capital
buffers and internal accruals. Even with a portfolio compound annual growth rate (CAGR) of
25-30% over the next three years, managed gearing is expected to remain below 4 times.

Experienced management and presence of reputed investors

The company benefits from a seasoned senior leadership team with long-standing experience
in banking and financial services. Most members of the leadership team have been associated
with the company over an extended period, providing continuity and institutional knowledge.
An experienced management has enabled AFL to put in place robust underwriting, risk
management, and operational processes, along with a scalable distribution network,
facilitating business growth in relatively underserved borrower segments and geographies.

The management team is supported by an experienced and well-structured Board of Directors,
which provides effective oversight and strategic guidance. The Board comprises the Managing
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Director, Mr. Sanjay Sharma, five independent directors, and one investor-nominated director.
Since September 2023, the Board has been chaired by Dr. Govinda Rajulu Chintala, former
Chairman of NABARD, who brings extensive experience in rural and development finance.

In addition, the company is backed by reputed domestic and global investors such as ABC
Impact (Temasek), British International Investment, A91 Partners, Capital G (Google),
Elevation Capital (SAIF Partners), and Alpha Wave, among others. ABC Impact has also
nominated a director, Mr. Aditya Misra, to the Board.

Diversified resource profile

The company benefits from a well-diversified funding profile, supported by more than 60
lenders and investors. As of end-FY26, borrowings were primarily sourced from non-banking
financial companies (NBFCs), which accounted for around 37% (including securitisation pools
such as pass-through certificates and direct assignments), followed by banks (34%, including
securitisation pools), development financial institutions (~17%), and retail/HNI investors
(~12%). From an instrument perspective, term loans constituted nearly 38% of total
borrowings, followed by securitisation at around 29%, non-convertible debentures (NCDs) at
approximately 20%, and external commercial borrowings (ECBs) at about 13%. Further, the
priority-sector nature of the underlying loan portfolio supports securitisation avenues, thereby
aiding effective management of refinancing needs and strengthening liquidity flexibility. In
FY26, the company mobilised incremental funding of around Rs 33 billion (excluding direct
assignments) at competitive rates, with the marginal cost of funds moderating on a sequential
basis over recent quarters. The incremental cost of borrowings improved to 10.1% in Q4FY26
from 10.3% in Q3FY26 and 10.8% in Q2FY26.

Going forward, the company’s ability to sustain funding access at competitive rates, maintain
diversification across lenders and instruments, and deepen relationships with high-quality
institutional lenders are key monitorable from a credit perspective.

Weaknesses

Modest asset quality reflects a vulnerable borrower segment

AFL primarily caters to micro-entrepreneurs operating in informal and cash-flow-sensitive
segments, which inherently exposes its portfolio to elevated credit risk, particularly during
periods of macroeconomic stress. Asset quality weakened further last fiscal, with GNPA
increasing to 4.8% as of March 31, 2026, from 4.2% as of March 31, 2025, and 3.2% as of
March 31, 2024. During FY26, GNPA peaked at 4.94% as of December 31, 2025, before
moderating by 17 bps to 4.77% as of March 31, 2026. Delinquencies over the past two years
have been observed across segments, with the livestock portfolio exhibiting relatively higher
stress. In response, the company has consciously reduced exposure to this segment, which
declined to about 25% of AUM in FY26 from 33% in FY24. Further, the share of LAP increased
to 22% of AUM in FY26 from 8% in FY24, with a corresponding reduction in
hypothecation-based lending, reflecting a gradual shift towards better-secured exposures.
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Additionally, the moderation in Stage 2 assets (primarily 31-90 days past due loans) to 1.0%
in FY26 from 1.8% in FY25 provides comfort regarding limited potential for incremental
slippages from the current portfolio.

While the company has implemented corrective measures, including tightened underwriting
standards, customer selection criteria, and strengthening of collection and recovery processes,
asset quality remains vulnerable to external risks such as macroeconomic volatility and
potential borrower income disruptions. These risks are accentuated by ongoing geopolitical
developments in West Asia and expectations of a below-average monsoon. Further, limited
seasoning in newer loan cohorts, particularly relatively longer-tenor LAP, constrains full
visibility on portfolio performance through different credit cycles.

Moderate profitability due to elevated credit costs and operating expenses?

The company reported profit after tax (PAT) of Rs 1.9 billion in FY26, up from Rs 1.7 billion
in FY25. However, return indicators remained modest, with RoOMA declining to 2.6% in FY26
from 2.9% in FY25 and 3.8% in FY24. The earnings profile continues to be constrained by
elevated credit costs and high operating expenditure.

Credit costs remained high at 4.5% in FY26 (FY25: 4.9%) due to continued asset quality stress
and related write-offs, although a sequential improvement was observed over the quarters
during the year. Operating expenses increased to 9.1% of average assets in FY26 from 8.7%
in FY25, driven by branch expansion. Incremental investments towards scaling up the LAP
business and collection team, a sharp increase in employee strength (up ~30%), and
technology upgrades capped the improvement in operating efficiency. Net interest margin
declined to 13.9% in FY26 from 14.9% in FY25, reflecting the increasing proportion of
relatively lower-yielding LAP in the overall portfolio.

Going forward, margins are expected to remain broadly stable, while operating expense ratios
are likely to improve as benefits from economies of scale accrue. This is expected to boost
overall profitability, subject to the company’s ability to maintain effective control over
incremental slippages.

Liquidity

AFL'’s liquidity is adequate, with no negative cumulative mismatches as per the asset-liability
mismatch statement as of March 31, 2026. The company had liquidity of around Rs 8.2 billion
in cash and equivalents, and liquid investments (not lien marked) as on same date. This is
adequate to meet the upcoming debt maturities for the next 6 months.

T All profitability ratios are computed based on average total assets (including securitisation pool)
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Environmental, social and governance (ESG) considerations

AFL’s ESG considerations are integrated into its operations and social outreach. The company
has implemented an ESG Policy to ensure its financial services do not negatively impact the
environment and the communities they serve. Socially, it focuses on financial inclusion,
especially for women, with majority of loans having women as co-applicants. The company
supports over 6.4 lakh customer enterprises and contributes to livelihoods through business
advisory and bookkeeping support initiatives.

On the governance front, the company’s Board functioning is effective; five of the seven
directors, including the Chairperson, are independent. Furthermore, the company upholds
strong ethical practices with a Whistleblower Policy and a Workplace Harassment Prevention
Policy, promoting transparency, accountability, and employee safety.

About the company
Incorporated in 2014 and headquartered in Gurugram, India, AFL is an NBFC promoted by
Mr. Sanjay Sharma, who brings extensive experience in retail lending and financial services.

The company focuses on providing small-ticket loans to micro and small enterprises, primarily
catering to under-served borrower segments in Tier 2 and 3 cities of India. AFL’s lending
model is oriented towards addressing the working capital and business expansion needs of
micro-entrepreneurs engaged in trading, livestock rearing, manufacturing, job work, and
service businesses, with an average loan size of approximately Rs 0.18 million.

As of March 31, 2026, the company managed AUM of approximately Rs 70 billion, serving
about 6.4 lakh borrowers through a wide distribution network of 571 branches across 21 states
and union territories. The loan portfolio is predominantly secured by hypothecation-based
lending, which accounted for around 77% of the AUM, while LAP constituted approximately
22% and quasi-LAP 1%. Though present across India, the top five states—Bihar, Uttar
Pradesh, Rajasthan, Madhya Pradesh, and Maharashtra—account for about 58% of AUM.

The company is supported by a strong shareholder base comprising reputed global and
domestic institutional investors such as ABC Impact (Temasek), British International
Investment, A91 Partners, Capital G (Google), Elevation Capital (SAIF Partners), and Alpha
Wave, among others. AFL was listed on the National Stock Exchange of India and the Bombay
Stock Exchange following a successful IPO in February 2026
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Comparison with other NBFCs

AUM (in Rs Billion) as on March 31, 2026
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Recent updates and financial summary

The company reported PAT of Rs 1.9 billion in FY26, up from Rs 1.7 billion in FY25. The
company reported RoMA (annualised) of 4.6% during Q4FY26. Overall, AUM grew by
approximately 27% year-on-year to Rs 70.4 billion as of March 31, 2026, compared to Rs 55.3
billion as of March 31, 2025. Asset quality moderated, with GNPA and NNPA rising from 4.2%
and 1.4%, respectively, in FY25 to 4.8% and 1.8% in FY26. In February 2026, the company
raised Rs 7.1 billion of equity capital through an IPO, significantly strengthening its capital
base and improving managed gearing from 3.1x as of March 31, 2025, to 2.3x as of March
31, 2026.




I
Care=dge
___J
GLOBAL RATINGS
A subsidiary of CARE Ratings Limited

Key financial metrics

. . March 31, March 31, March 31,
Particulars Unit 2024 2025 2026
AUM Rs Billion 44.7 55.3 70.4
Net interest margin % 14.8 14.5 13.9
Cost to income % 50.8 49.9 51.1
GNPA? % 3.2 4.2 4.8
RoMA % 3.8 2.9 2.6
CAR? % 32.8 34.9 42.2

Solicitation status
The rating is solicited. The management has provided information to and held meetings with
the CareEdge Global analytical team for the rating.

Details of the instrument

Date of Coupon Maturity Issue

Instrument ISIN . . Rating
issuance rate (%) date size

External INIFD0705027 28 May, 325bps+ 30 May, USD  CareEdge

Commercial 2025 6-month 2028 15 B+/Stable

Borrowing SOFR million

External INIFD0705035 02 Sep, 325bps+ 05 Sep, USD  CareEdge

Commercial 2025 6-month 2028 15 B+/Stable

Borrowing SOFR million

External - - - - USD  CareEdge

Commercial 10 B+/Stable

Borrowing million

(proposed)

Rating history

Instrument Type Rating Date
Externa_l Commercial Long-Term Foreign CareEdge B+/ May 29, 2026
Borrowing Currency Stable

Externa_l Commercial Long-Term Foreign CareEcI.g.e B+/ May 30, 2025
Borrowing Currency Positive

2 As per reported financials

o]
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Criteria applied
CareEdge Global'’s Financial Institutions Rating Methodology

Analytical contacts
Ankit Kedia
ankit.kedia@careedgeglobal.com

Pankaj Chaplot
pankaj.chaplot@careedgeglobal.com

Siddhi Jain
siddhi.jain@careedgeglobal.com

Media contact
Mradul Mishra
mradul.mishra@careedge.in

Rating Rationale
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About Us

CareEdge Global IFSC Limited (CareEdge Global) is a full-service Credit Rating Agency (CRA) with a mission of Empowering
Global Capital Market Participants Through Unrivalled Insights and Expertise. As the first CRA registered and
authorized by the International Financial Services Centres Authority (India), CareEdge Global is uniquely positioned to provide
comprehensive ratings on a global scale. A part of the CareEdge Group, which is a knowledge-based analytical organisation
offering a wide range of services in Credit Ratings, Analytics, Consulting, and Sustainability. Established in 1993, our parent
company, CARE Ratings Limited (CareEdge Ratings), stands as India’s second-largest rating agency.

Disclaimer
This disclaimer applies to each credit rating report and/ or credit rating rationale (‘report') that is provided by CareEdge Global
IFSC Limited ('CareEdge Global').

Ratings from CareEdge Global are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold or sell any securities/ instruments or to make any investment decisions. The report is not a
solicitation of any kind to enter into any deal or transaction with the entity to which the report pertains. Any opinions expressed
here are in good faith, are subject to change without notice, and are only current as of the stated date of their issue. CareEdge
Global assumes no obligation to update its opinions following publication in any form or format although CareEdge Global may
disseminate its opinions and analysis. The rating contained in the report is not a substitute for the skill, judgment and experience
of the investor, user, its management, employees, advisors and/ or clients when making investment or other business decisions.
The recipients of the report should rely on their own judgment and take their own professional advice before acting on the report
in any way. Therefore, the report is not intended to and does not constitute an investment advice. The report should not be the
sole or primary basis for any investment decision. CareEdge Global is not responsible for any errors and states that it has no
financial liability whatsoever to the users of the ratings of CareEdge Global. CareEdge Global does not act as a fiduciary by
providing the rating.

Any unsolicited ratings assigned by CareEdge Global are based on publicly available information as CareEdge Global may or may
not have access to documents / information or participation from management of such issuers. While CareEdge Global has
obtained information from sources it believes to be reliable, CareEdge Global does not perform an audit and undertakes no duty
of due diligence or independent verification of any information it receives and/ or relies on in its reports. CareEdge Global ratings
are subject to a periodic review, which may lead to revision in ratings. CareEdge Global has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process. CareEdge
Global has in place a ratings code of conduct and policies for managing conflict of interest.

Neither CareEdge Global nor its affiliates, third-party providers, as well as their directors, officers, shareholders, employees or
agents guarantee the accuracy, completeness or adequacy of the report, and shall not have any liability for any errors, omissions
or interruptions therein, regardless of the cause, or for the results obtained from the use of any part of the report. CareEdge
Global DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF
MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall any CareEdge Global
or its associated entities or persons be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits
and opportunity costs) in connection with any use of any part of the report even if advised of the possibility of such damages.

This report does not constitute an offer of services. This report is solely for use in the jurisdiction of IFSCA, GIFT City in
Gandhinagar. Without limiting the generality of the foregoing, nothing in the report is to be construed as CareEdge Global
providing or intending to provide any services in jurisdictions where CareEdge Global does not have the necessary licenses and/
or registration to carry out its business activities referred to above. Access or use of this report does not create a client relationship
between CareEdge Global and the user.

For latest rating information on any instrument of any company rated by CareEdge Global, you may visit our website
www.careedgeglobal.com.

This report should not be reproduced or redistributed to any other person or in any form without prior written consent from
CareEdge Global.

© 2026, CareEdge Global IFSC Limited, a wholly owned subsidiary of CARE Ratings Limited. All Rights Reserved.
This content is being published for the purpose of dissemination of information required as per applicable law and regulations
and CareEdge Global IFSC Limited holds exclusive copyright over the same. Any reproduction, retransmission, modification,
derivative works or use or reference to the contents, in whole, in part or in any form, is prohibited except with prior express
written consent from CareEdge Global IFSC Limited.
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