Arvind Fashions Ltd — FY 2025 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment
Arvind Fashions (AFL) operates as a premium retail powerhouse, anchored by the USPA brand which Positive
achieved a landmark [2,000 Cr NSV, supporting a robust 20%+ ROCE.

Revenue grew 8.5% YoY to (4,619 Cr, though growth was uneven across segments as the company Neutral
u
pivots toward a digital-first and DTC-led model.
Gross margin expanded by 130 bps due to a favorable channel mix shift toward EBOs, yet this was Negative
offset by a massive 156.75 Cr inventory write-down. g
A Operating PBT remains healthy at [223.7 Cr; however, a reported PAT loss of [B5.6 Cr emerged due to Neutral
u
a non-cash deferred tax charge of [129.31 Cr.
Financial debt was reduced by [76 Cr, strengthening the balance sheet, although total leverage Positive
remains influenced by (767 Cr in lease liabilities.
Cash Flow from Operations (CFO) is strong at [530 Cr, providing 5.5x coverage for growth capex and Positive
facilitating debt reduction.
Capital allocation remains disciplined with a focus on FOFO expansion and DTC growth, maintaining Positive
itivi
high capital efficiency despite working capital headwinds.
Earnings quality is under pressure as sales returns surged 57.3% to 857 Cr and inventory growth Negative
(18.7%) significantly outpaced revenue growth. :
Governance is stable with a 54% independent board and transparent disclosures, though the Neutral
incoming CEQ’s [15 Cr pay cap and subsidiary share pledges warrant attention.
Credit risk is rising in the wholesale channel, evidenced by a 448% spike in doubtful debt provisions Negative
iV
and a 45% drop in customer advances. :
The outlook hinges on the "reinvigoration" of Flying Machine and Arrow to drive double-digit LTL Neutral
eutral
growth and normalize inventory levels by FY26.
Investment View: ACCUMULATE; focus on brand moat and ROCE, while monitoring sales returns and Positive
itivi

B2B credit quality as key risk triggers.

1. Business overview (In Bullet Points)

» Business Segments: Arvind Fashions Ltd (AFL) operates as a focused retail powerhouse with a
concentrated "Power Brand" model, primarily anchored by U.S. Polo Assn. (USPA) and Tommy Hilfiger.
Other key brands include Arrow and Flying Machine.

* Revenue Drivers: Growth is driven by the USPA platform (which achieved the [2,000 crore NSV milestone),
expansion into adjacencies (footwear, innerweatr, kids), and a deliberate shift toward Direct-to-Consumer
(DTC) channels, including Exclusive Brand Outlets (EBOs) and Online B2C.

« Cost Drivers: Major costs include Commission & Brokerage (13.18% of revenue) due to the "Principal”
franchisee model, Outsourced Services (logistics/manpower), Royalty on Sales to global principals (PVH/
USPA Global), and Finance Costs heavily weighted by interest on Lease Liabilities.



* Industry Position: AFL is a leader in the "Casualization" and "Premiumization” segments of the Indian
apparel market, leveraging deep integrations with global brand partners to insulate itself from mass-market
competition.

» Expansion Plans: The company is pursuing an "Asset-Light" expansion strategy via the FOFO (Franchise
Owned Franchise Operated) model, adding 1.22 lakh sq. ft. of retail space in the current year.

» Acquisitions & Exits: Following a consolidation phase where non-core brands (Gap, Sephora) were exited,
the company is now focused on "reinvigorating" legacy brands like Arrow and Flying Machine.

» Capacity Additions: AFL currently operates a network of 977 EBOs and is scaling its digital presence
through NNNOW.com and other online marketplaces.

» Segment Performance: USPA and Tommy Hilfiger have achieved "escape velocity," while Flying Machine is
undergoing a strategic pivot to regain Gen-Z relevance through influencer-led campaigns.

» Geographical Presence: Predominantly domestic (99.15% of revenue), with a minor export presence
(0.85%).

2. Management commentary & outlook

» The strategic pivot from a broad portfolio to a concentrated "Power Brand" model is validated by USPA
reaching the [2,000 crore NSV milestone.

* Management is committed to a 100 bps annual margin expansion in the near term, signaling that operating
leverage is beginning to take effect.

* The transition of the MD & CEO role from Shailesh Chaturvedi to Amisha Jain (effective August 2025) marks
a shift from a "consolidation/turnaround" phase to an "aggressive digital-first growth" phase.

» A"Direct-to-Consumer" (DTC) strategy is being prioritized to capture full retail margins and control
discounting, supported by an asset-light FOFO expansion model.

» Management highlights "Premiumization" and "Casualization" as structural tailwinds, moving the product mix
up the price ladder to protect margins.

« There is a tactical focus on "reinvigorating” Arrow and Flying Machine to bring their growth trajectories in line
with the leading power brands.

* The shift to a "consignment-based inventory model" is intended to improve AFL's inventory turns, though it
shifts certain burdens to channel partners.

» The outlook for FY26 is "measured optimism," citing government incentives and lower inflation as catalysts
for a demand uptick in the retail sector.

 The proposed [15 Cr remuneration cap for the incoming CEO, with 50% linked to performance (Revenue,
ROCE, PAT), aligns leadership incentives with shareholder value.

* Management Tone: The management tone is confident and execution-focused, moving away from the
defensive posture of previous years. There is a clear "victory lap" regarding the (2,000 Cr USPA milestone
and the 20% ROCE achievement. However, the tone remains cautious regarding the "difficult macro
environment," using it to contextualize the modest 8.5% revenue growth while presenting the CEO transition
as a natural evolution toward a digital-centric future.



3. Financial analysis

3.1 Financial statements

3.2 Financial analysis summary

* Revenue from operations grew 8.47% to [4,619.84 Cr, but this growth is undermined by a 57.30% spike in
Sales Returns ([B57.28 Cr), suggesting potential channel stuffing or poor product-market fit in the "Sale or
Return" model.

* The reported PAT loss of [B5.57 Cr is primarily a result of a non-cash Deferred Tax charge of [129.31 Cr
following the transition to the Sec 115BAA tax regime; excluding this, the business generated a healthy Profit
Before Tax of [223.70 Cr.

* Inventory levels bloated by 18.76% to [1,080.05 Cr, significantly outpacing Revenue growth and
necessitating a massive [156.75 Cr write-down for aging stock, signaling deteriorating Working Capital
efficiency.

» Trade Payables increased by 25.17% to [1,171.98 Cr, indicating that the Group is stretching supplier
payments to fund the excess Inventory buildup and manage CFO.

* Net Trade Receivables grew 12.78% to [729.42 Cr, but credit quality is a concern as the allowance for
doubtful debts jumped 448% to [9.71 Cr, and receivables aged over 6 months rose by 22.32%.

* Finance Cost of [155.80 Cr is heavily impacted by Lease Liabilities of [¥67.22 Cr, with lease interest ([79.35
Cr) accounting for over 50% of total borrowing costs, reflecting an asset-light but high-fixed-obligation retail
strategy.

* Total Debt (financial) decreased to [B89.57 Cr, but 97.8% is short-term, creating high refinancing risk;
furthermore, liquidity is tightly linked to the Parent company through joint corporate guarantees of [135.00 Cr.

e Other Assets are dominated by non-cash items including [131.13 Cr in GST credits and [179.19 Cr in
Returnable Assets (inventory expected from returns); the [131.13 Cr in GST credits is dependent on future
tax offsets and represents a significant portion of the asset base.

» Other Expenses like Outsourced Services ([236.49 Cr) and Commission ((609.03 Cr) grew faster than
sales, indicating a shift toward a more expensive variable labor and "Principal” based franchisee model that
inflates both Revenue and operating costs.

* Capital Commitments increased to [16.77 Cr, primarily for leasehold improvements, linking Capex directly
to the expansion of the store network and Lease Liabilities.

» Contingent Liabilities rose due to a 30.5% increase in disputed sales tax and GST ([45.52 Cr), reflecting
administrative delays in statutory form submissions that could eventually impact CFO.

« Other Liabilities show a sharp 45% drop in Advance from Customers ([B3.74 Cr), which serves as a
negative lead indicator for future Revenue and order book strength.

 The business exhibits a "cash trap" pattern where Working Capital (specifically Inventory and Trade
Receivables) is consuming the cash generated from operations, leaving the Group dependent on stretching
Trade Payables and short-term credit lines to maintain liquidity.

* Synthesis: The dominant financial theme of the year is "Operational Profitability Masked by Working
Capital Stress"—where healthy underlying PBT and ROCE are being offset by aggressive inventory
accumulation, a spike in sales returns, and a one-time tax remeasurement.

3.3 Contingent liabilities & commitments

» ExciselCustoms Duty: [49.20 Cr (Disputed). Relates to non-inclusion of certain vendor payments in the
assessable value of imports for licensed brands.



 Sales Tax | GST: [45.52 Cr (Disputed). Primarily due to non-submission of statutory forms; increased 30.5%
YoY.

e Income Tax: [15.58 Cr (Disputed). Reassessed downward following the adoption of Sec 115BAA.

 Capital Commitments: [16.77 Cr. Unexecuted contracts primarily for leasehold improvements in new stores.



3.9 Earnings quality & forensic checks



# Check

1

10

11

12

13

14

15

PAT vs CFO trend

Receivables &
channel-stuffing
signal

Revenue timing
(advances)

Revenue from
related parties %

Inventory vs
revenue growth

Inventory valuation
method change

Exceptional items in
operating profit

Depreciation rate vs
useful life policy

Provision reversals
boosting PAT

Tax rate consistency
CWIP age and
stalling projects
Deferred tax asset
recognition

adequacy

RPT quantum and
trend

Dividend paid vs
FCF adequacy

Auditor KAM: ECL
on Receivables

Auditor KAM: Sales
Return Model

Impact

Profit 1 — non-cash tax charge masks
operating health; [129.31 Cr DTA
remeasurement drives reported loss.

Revenue 11 — channel stuffing risk; sales
returns spiked 57.3% vs gross sales growth
of 13.7%.

Revenue | — slowing forward demand;
customer advances dropped 45% while
loyalty provisions rose 63.7%.

Neutral — credit risk concentration; liquidity
relies on parent guarantees rather than
direct RPT sales.

Profit | — obsolescence risk; inventory
grew 18.76% vs revenue growth of 8.47%.

Neutral — consistent application; lower of
cost or NRV used via weighted average
method.

Neutral — no specific exceptional items
reported in the provided P&L snippets.

Profit 11 — lease-term alignment;
leasehold improvements ((69.37 Cr)
depreciated over shorter of lease or life.

Profit + — minor balance sheet boost;
returnable asset write-down provision
reduced by [8.21 Cr.

Profit | — tax rate anomaly; effective rate
of 85% due to DTA write-down on regime
change.

Neutral — limited exposure; capital
commitments increased but remain small
relative to total assets.

Profit | — recoverability risk; (260.55 Cr
DTA remains on books pending future
taxable profits.

Neutral — structural interdependence; high
reliance on parent for securing working
capital loans.

Profit | — cash conservation; no dividends
likely given reported PAT loss and inventory
build.

Profit | — credit quality deterioration;
allowance for doubtful debts jumped 448%.

Revenue 1| — estimation risk; "expected
value" model used for [B57.28 Cr in
returns.

Status

Notes detail

Note 3.14: Transition to Sec 115BAA
caused one-time deferred tax charge.

Note 16.11l: Returns outpaced revenue
growth, signaling potential overstocking in
"Sale or Return" model.

Note 15: Sharp drop in customer advances
is a negative lead indicator for future order
book.

Note 13(a): Group debt is secured by
parent guarantees and pledge of
subsidiary shares.

Note 9: Inventory growth double that of
revenue; write-downs reached [156.75 Cr.

Note 3.9: Conservative valuation policy
maintained despite high stock levels.

Note 25: Primary P&L volatility driven by
tax remeasurement, not operational
exceptionals.

Note 3.6: Policy ties depreciation of store
assets strictly to lease tenures.

Note 8.3: Reduction in provisions for
returnable assets provides a non-cash
tailwind to assets.

Note 3.14: Adoption of Sec 115BAA led to
[08.40 Cr remeasurement of existing
DTAs.

Note 26: Unexecuted capital contracts
suggest ongoing but modest store network
expansion.

Note 25: Auditor highlighted DTA
realisability as a key risk following the tax
regime shift.

Note 13(a): Debt is heavily secured by
subsidiary shares and parent corporate
guarantees.

Forensic Check: Cash is being absorbed
by working capital and lease obligations
(Cv67 Cr).

Note 4.4: Subjectivity in "credit impaired"
classification is high; disputed receivables
rose to [23.12 Cr.

Note 4.2: Small assumption errors in
return rates significantly impact reported
Revenue and Returnable Assets.



4. Management & governance

A. Auditor report & key audit matters

 Audit Opinion Type: Unqualified. The auditors stated there are no qualifications, reservations, or adverse
remarks.

* Key Audit Matters (KAMSs):

> Taxation and DTA Realisability: Management recognized a [129.31 Cr deferred tax charge due to the
transition to the new tax regime (Sec 115BAA). The auditor's concern involves the recoverability of the
remaining [260.55 Cr Deferred Tax Asset (DTA), which is contingent on future taxable profits.

- ECL on Trade Receivables: Focus on the provision matrix for doubtful debts. Subjectivity in "credit
impaired" classification is high, especially with disputed receivables rising to [23.12 Cr.

o Provision for Sales Returns: Scrutiny of the "expected value" model for the [857.28 Cr in returns. Small
assumption errors significantly impact reported Revenue and Returnable Assets.

* Auditor Change: The company has proposed the appointment of M/s. N.V. Kathiria & Associates as
Secretarial Auditors for a 5-year term (FY 2026-2030), replacing the previous firm to comply with amended
SEBI regulations.

 Auditor's Statement: The Statutory Auditor (Deloitte Haskins & Sells) confirmed that Internal Financial
Controls over Financial Reporting are adequate and operating effectively.

B. Related party transactions

Relationship Nature Amount (CJCr) Concern
Arvind Fashions Ltd (Parent) Holding Company Corporate Guarantees 135.00 Cr Cross-default risk
Arvind Youth Brands Subsidiary Pledge of Shares Not disclosed Asset encumbrance
Arvind Lifestyle Brands Subsidiary Pledge of Shares Not disclosed Asset encumbrance

* RPT Risk Checks:
- % of Revenue: RPT-linked guarantees represent 2.92% of Revenue.
> % of CFO: RPT-linked guarantees represent 25.47% of CFO (530 Cr).

o Inter-entity Security: Multiple working capital lines are secured by corporate guarantees or the pledge of
subsidiary shares, indicating a tightly knit credit structure where a default in one entity could trigger cross-
defaults.

C. Shareholding

* Promoter & Promoter Group: 36.85%
e Public: 63.15%
* Shareholder Base: 1.93 lakh shareholders.

D. Board composition + KMP compensation

« Total Directors: 11 | Independent %: 54.55% | Women Directors: 1 (Ms. Ananya Tripathi).
« KMP Compensation:

> Shailesh Chaturvedi (MD & CEO): [2.50 Cr (est.), 0.39% of EBITDA. Ratio to median employee
remuneration is 5.5x.



- Amisha Jain (Incoming MD & CEO): Proposed cap of [15.00 Cr, representing 2.35% of current EBITDA
—a significant jump in executive compensation.

o Growth Analysis: Managerial remuneration growth (2.2%) significantly lagged the average employee
salary increase (21.33%) in FY25.

F. Capital allocation & capex

Action FY current (CICr) FY prior (CJCr) % of CFO Signal

Debt Reduction 76.00 Cr Not disclosed 14.34% Value-creating
Capex 96.00 Cr Not disclosed 18.11% Value-creating
Interest Payments 155.80 Cr 144.18 Cr 29.40% Value-neutral
Dividends 21.20 (est.) 0.00 Cr 4.00% Value-creating
Lease Liabilities 767.22 Cr 681.83 Cr 144.76% Monitor

* CAPEX Analytical Notes:
o CFO Coverage: CFO (530 Cr) covers Capex ([B6 Cr) by 5.52x, indicating very strong self-funding
capacity.
- Nature of Capex: Primarily growth-oriented, with 120 new stores opened and 1.22 lakh sq. ft. added.

- Deployment Efficiency: The company achieved a 20%+ ROCE milestone while reducing debt by (76 Cr,
signaling efficient capital deployment.

- Key Takeaway: Strong CFO generation is being used to simultaneously fund expansion, reduce debt, and
initiate dividends.

H. Risks

* Channel Stuffing Risk: Sales returns ([857.28 Cr) grew 57.3% YoY vs 8.5% revenue growth. Impact:
Deterioration of margins and inventory obsolescence. (Severity: High)

e Inventory Buildup: Inventory growth (18.7%) is double revenue growth (8.5%). Impact: Cash flow strain;
[156.75 Cr write-down already taken. (Severity: High)

e Tax Contingency: Disputed Excise/Customs and GST/Sales Tax claims. Impact: Potential cash outflow of
[94.72 Cr. (Severity: Medium)

* Credit Quality: Allowance for doubtful debts jumped 448% ([1.77 Cr to [®.71 Cr). Impact: Direct hit to P&L
from wholesale partner defaults. (Severity: Medium)

» Lease Leverage: Lease liabilities ((¥67.22 Cr) are 2x financial debt. Impact: High fixed-cost obligations
regardless of store performance. (Severity: Medium)



5. Scorecard & verdict

Part a: scorecard

Dimension Key evidence One-line rationale

. . USPA [2,000 Cr NSV; 20% Strong brand moat in USPA/Tommy but high
Business quality 4 -

ROCE license dependence.
. . D/E (financial) low; CFO [6530 Strong CFO and debt reduction offset by

Financial health 3 1 . i

Cr massive lease liabilities.

) ) Returns spike 57%; Inventory  Aggressive revenue recognition and inventory

Earnings quality 2 ! .

> Revenue bloat are major flags.
Management & A Professional board; 54% Transparent disclosures and clear succession,
governance - Independent though CEO pay is rising.
Capital allocation & 4 . ROCE > 20%; FOFO Disciplined capex and debt reduction with clear
visibility expansion DTC growth path.

Business positives (for this company this year) * USPA Milestone: Achieved 2,000 Cr NSV, proving the
scalability of the power brand model. * Capital Efficiency: Reached a 20%+ ROCE milestone, indicating high
returns on deployed capital. * Debt Reduction: Reduced financial debt by [¥6 Cr, improving the balance sheet
strength. * CFO Strength: Generated [530 Cr in CFO, providing 5.5x coverage for growth capex. * Channel
Pivot: 130 bps gross margin improvement driven by a higher mix of DTC and EBO channels.

Business negatives | concerns (for this company this year) * Sales Returns Spike: Returns surged 57.3%
to [857.28 Cr, signaling potential channel stuffing. * Inventory Bloat: Inventory grew 18.7% (double the revenue
growth), leading to a [156.75 Cr write-down. * Credit Deterioration: Allowance for doubtful debts jumped 448%,
indicating stress in the wholesale channel. * Order Book Signal: Customer advances dropped 45% to [B3.74
Cr, a negative lead indicator for future sales. * Tax Charge: A [129.31 Cr non-cash deferred tax charge resulted
in a reported PAT loss of [B5.57 Cr.

Overall scorecard summary Arvind Fashions is in a state of operational transition, where strong brand equity
and disciplined capital allocation (20% ROCE) are currently battling significant working capital headwinds. While
the financial debt is low and CFO is robust, the spike in sales returns and inventory write-downs suggests
aggressive push-sales in the "Sale or Return" model. Governance remains stable with a professional board, but
the incoming CEQ's high compensation cap bears monitoring. Overall, the business is on a stable to improving
trajectory operationally, but earnings quality requires immediate diligence.



Part b: governance check matrix

# Check Status
1 Audit opinion clean? —
2 Promoter pledge = 0? —
3 KMP pay < 5% of PAT? —
4 RPT quantum < 5% of revenue? —
5 Board > 50% independent? —
6 At least 1 woman director? —
7 No statutory dues outstanding? —
8 No fraud reported? —
9 Audit trail enabled? —
10 Frequent Auditor change =

Total: 7/10 — Governance Rating: 4
Part c: investor verdict

Thesis: AFL is a premium retail play transitioning from a turnaround story to a digital-first growth engine, backed
by a dominant brand (USPA) and improving capital efficiency. Overall stance: ACCUMULATE Rationale:
Underlying operating profitability (PBT) and ROCE are strong, and the PAT loss is a non-cash accounting
artifact. Re-evaluate when: Sales returns as a % of Gross Sales exceed 20% OR Inventory Days exceed 100.
BULL CASE: Successful "reinvigoration” of Flying Machine and Arrow leads to double-digit LTL growth and
200bps margin expansion. BEAR CASE: Global principals (PVH/USPA) significantly hike royalty rates or tighten
license terms, squeezing terminal value. Key monitorable: Sales Returns Growth vs Revenue Growth: Current
57.3% - Watch threshold < 15%.



7. Year-over-year analysis

7.1 Changes

Metric | theme

Revenue
Recognition
Quality

Inventory
Efficiency

Capital Allocation
(Debt)

Management
Tone &
Leadership

Tax & Earnings
Quality

Forward Demand
Indicators

Summary a status

Normalized sales returns
relative to gross turnover.

Inventory levels presumably
aligned with sales growth.

Higher financial debt (~[465
Cr) during consolidation
phase.

Defensive posture focused
on consolidation and brand
exits (Gap/Sephora).

Standard tax regime with no
major non-cash P&L
distortions.

Higher customer advances
indicating strong order book
visibility.

7.2 Persistent patterns

Summary b status

57.3% spike in Sales

Returns ([857 Cr),
reaching 18.5% of
revenue.

Inventory growth (18.7%)
is double the rate of
revenue growth (8.5%).

Financial debt reduced to
[B89 Cr; ROCE hit 20%

milestone.

Confident "victory lap"
tone; transition to digital-

first growth leader.

Transition to Sec 115BAA
causing a (129 Cr non-
cash deferred tax charge.

45% drop in Customer
Advances (to [83.74 Cr).

Forensic takeaway

The disproportionate surge in returns
suggests aggressive channel stuffing to hit
the USPA [2,000 Cr milestone.

Bloated stock levels and a [156 Cr write-
down indicate a significant breakdown in
demand forecasting or product-market fit.

Management is successfully deleveraging
the balance sheet and improving capital
efficiency despite working capital stress.

The leadership shift signals an intentional
pivot from a turnaround "survival' phase to
an aggressive expansionary phase.

Reported PAT losses are an accounting
artifact that masks a healthy and growing
Profit Before Tax (PBT).

The sharp decline in advances serves as a
leading indicator of a potential slowdown in
wholesale demand for the upcoming cycles.

* High Lease Dependency: The business remains structurally tethered to high fixed-cost obligations, with
lease liabilities ((¥67 Cr) consistently dwarfing actual financial debt.

» Power Brand Concentration: Growth and profitability remain heavily concentrated in the USPA and Tommy
Hilfiger licenses, leaving the group vulnerable to license renewal terms.

* Asset-Light Expansion: A sustained commitment to the FOFO (Franchise Owned Franchise Operated)
model continues to drive retail footprint growth without heavy capital expenditure.

« Parental Credit Support: The company maintains a persistent reliance on the Parent (Arvind Ltd) for
corporate guarantees ([1135 Cr) to secure its credit lines.

* Premiumization Strategy: A recurring management theme is the shift toward Direct-to-Consumer (DTC)
and EBO channels to capture higher margins and insulate the brand from mass-market discounting.

* B2B Credit Risk: There is a recurring struggle with wholesale channel credit quality, evidenced by the
sustained need for significant provisions for doubtful debts and disputed receivables.
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