Arvind Fashions Ltd — FY 2023 Annual Report Analysis

Annual Report Analysis (Consolidated)

Source: CRORES. All figures  Crores. Pipeline: v5-Gemini — Wila - W3 - W1b+W2+WZ2F (parallel, notes-
injected) - Merge.

Investor Snapshot

# Analytical Point Sentiment

Arvind Fashions (AFL) has successfully pivoted to a "Power Brand" strategy, leveraging market

ad
leadership in USPA and Sephora to drive a 44.6% YoY revenue recovery to (4,421 Cr.
Revenue growth of 44.67% significantly outpaced inventory growth of 18.19%, reflecting a sharp 0
improvement in asset efficiency as inventory days fell from 99 to 81.
Despite operational scaling, revenue quality is tempered by high sales returns of 588.79 Cr (13.3% of 0
gross sales) and a 423.97 Cr refundable liability, suggesting aggressive channel arrangements.
The company achieved a bottom-line turnaround with a PAT of [B6.71 Cr, a substantial recovery from 0
the (267 Cr loss in the previous fiscal year.
Financial stability is precarious as the company remains in a negative net worth position (- 278.90 Cr) 0
with an accumulated deficit of 1,200.21 Cr.
Balance sheet risk is elevated by a confirmed breach of financial covenants on interest-bearing loans 0
and a high effective debt (including leases) of 1,265.03 Cr.
Cash flow generation is a primary strength, with CFO of [485.12 Cr (13x PAT) comfortably funding the 0
[115.45 Cr capex required for store expansions.
Liquidity is constrained by 280.83 Cr (equivalent to 47% of bank debt) being trapped in GST credits 0
and tax assets, hindering working capital flexibility.
Capital allocation shows improved discipline with ROCE rising to 11.25% from 6.45%, supported by 0
the successful rollout of 180 new stores in Tier-2 and Tier-3 cities.
Governance concerns persist regarding KMP remuneration, which at 11.09 Cr consumes 30% of PAT, 0
alongside subjective amortization policies for Calvin Klein intangibles.
The outlook depends on the "Power Brand" scaling driving EBITDA margins toward 18% to facilitate rapid 0
deleveraging before the March 2024 covenant waiver expiration.
Investment Stance: WATCH; monitor for Net Worth turning positive and the Refundable Liability-to- 0

Receivables ratio staying below 45%.

1. BUSINESS OVERVIEW (In Bullet Points)

* Business Segments: Arvind Fashions Ltd (AFL) operates a focused portfolio of high-equity international and
home-grown labels structured across three price points: Casual/Denim (U.S. Polo Assn., Flying Machine),
Super Premium (Tommy Hilfiger, Calvin Klein), and Prestige Beauty (Sephora).

* Revenue Drivers: Growth is driven by the "re-energization" of brand franchises, particularly U.S. Polo Assn.
(USPA), and a deliberate shift toward Direct-to-Consumer (DTC) channels through Exclusive Brand Outlets
(EBOs) and digital platforms, reducing wholesale dependence.



« Cost Drivers: The cost base is heavily influenced by retail rentals, employee costs, and a significant surge in
commission and brokerage (up 114.6% to [512.33 Cr). Logistics costs (Warehouse charges up 137%) and
royalty payments are also key drivers.

* Industry Position: AFL holds a market-leading position in the casual lifestyle segment with USPA and a
strategic moat in the high-growth prestige beauty segment through its partnership with Sephora (26 stores
across 13 cities).

* Expansion Plans: Aggressive targeting of Tier-2 and Tier-3 cities to capture aspirational demand. The
company is treating footwear, kids' wear, and innerwear as growth levers to increase "share of wallet."

 Capacity Additions: Successfully rolled out ~180 new stores in FY23, focusing on "omni-connected" retail
formats that allow for inventory pooling and improved full-price sell-through.

» Segment Performance: The company operates in a single segment, "Branded Apparels and Accessories,"
which saw 44.6% YoY organic revenue growth following the exit of non-core brands like GAP and Hanes.

» Geographical Presence: Revenue is overwhelmingly domestic (99.44% of total), with a minimal export
footprint (0.56%).

2. MANAGEMENT COMMENTARY & OUTLOOK

» Management has pivoted from a post-COVID "survival/restructuring" phase to a focus on "aggressive
efficiency” and balance sheet hygiene.

« Strategic priority is placed on improving Inventory Turns (>4x) and reducing Net Working Capital (NWC) days,
with a reported reduction of 10-12 days in the current cycle.

» Growth guidance centers on "Premiumization," positioning the portfolio (specifically Calvin Klein and Tommy
Hilfiger) to benefit from the K-shaped recovery in Indian consumption.

» The company aims to control the end-customer experience to drive margin expansion by reducing
markdowns and deep discounting.

» Management acknowledges high competitive intensity in the denim and casual space, responding with
increased marketing spend to maintain brand salience among Gen Z consumers.

* The successful execution of 180 new store openings in FY23 is presented as a proof of concept for AFL's
scaling capabilities.

 The partnership with Sephora is highlighted as a unique competitive advantage that is difficult for peers to
replicate in the prestige beauty community.

 Long-term vision involves transitioning AFL into a high-quality, free-cash-flow-generating business model by
managing capital as rigorously as brand equity.

» Management Tone: The tone is Confident and Execution-Oriented, characterized by a disciplined focus on
"Power Brands" and operational excellence. There is a visible alignment between management's strategic
promises and the reality of improved inventory and debtor cycles. While the mid-year resignation of the CFO
was a point of observation, the overall verdict is that management has successfully de-risked the business
and is now in a "sweet spot" of execution.

3. FINANCIAL ANALYSIS

3.1 Financial Statements

No pre-extracted tables available.



3.2 Financial Analysis Summary

* Revenue from Operations grew by 44.67% YoY to [4,421.08 Cr, primarily driven by domestic sales,
benefiting from a cleaner portfolio after exiting brands like GAP and Hanes.

» The quality of Revenue is impacted by a 16.95% gap between contract price and reported sales, largely due
to Sales Returns of [(588.79 Cr, signaling high reliance on "Sale or Return" (SOR) models and a
corresponding [(423.97 Cr Refundable Liability.

* EBITDA margins improved to 14.46% from 12.64%, but operating leverage was offset by Commission &
Brokerage expenses which surged 114.6% to [512.33 Cr, indicating a shift toward third-party managed
stores.

* Employee Benefit Expense of [268.16 Cr includes [4.98 Cr in share-based payments, representing a
significant non-cash charge relative to the PAT of [86.71 Cr.

* Finance Cost of [218.45 Cr remains a heavy burden, consuming nearly 85% of EBIT, resulting in a thin
Interest Coverage of 1.17x and a disclosed breach of financial covenants.

« Total Debt increased to [597.65 Cr, but "effective leverage" reaches [1,265.03 Cr when including Lease
Liabilities of [667.38 Cr, which grew 46% YoY due to store expansion.

* Net Worth remains technically negative at -[278.90 Cr due to an accumulated deficit of [1,200.21 Cr, though
the reclassification of [145.23 Cr in CCPS from Total Debt to Equity improved the gearing ratio.

* Inventory management showed efficiency, growing only 18.19% to [981.90 Cr against 44.6% Revenue
growth, reducing inventory days from 99 to 81 and positively impacting CFO.

» Trade Receivables (Net) decreased slightly to [559.51 Cr, but gross exposure of [1,046.33 Cr and a 22.6%
growth in Refundable Liability make cash flow highly sensitive to return estimates.

» CFO of [485.12 Cr was sufficient to cover Capex of [115.45 Cr, resulting in positive FCF, yet [280.83 Cr of
liquidity remains trapped in Balance with Govt (GST credits) and GST on SOR sales, representing 47% of
total bank debt.

» Depreciation and Amortization of [(B84.21 Cr includes the amortization of the Calvin Klein trademark, which
relies on a subjective management assumption of "virtually certain" renewal through 2033.

» Other Expenses were pressured by a 137% increase in Warehouse Charges to [80.09 Cr and a 42% rise
in Legal & Professional fees to [87.89 Cr, reflecting scaling costs.

» Other Assets are dominated by Balance with Govt ([210.68 Cr) and Returnable Assets ([148.97 Cr), the
latter representing inventory expected back from customers, which acts as "shadow inventory" that could hit
future margins.

 Other Liabilities saw an 85% increase in Advance from customers to [69.61 Cr, signaling a strong forward
order book or pre-payment trend.

* ROCE improved to 11.25% from 6.45% as the company turned profitable, but ROE remains negative due to
historical losses.

» The dominant financial theme of the year is a strong operational recovery and improved asset efficiency,
which is currently being used to service high fixed-cost lease leverage and a fragile debt position.

3.3 Contingent Liabilities & Commitments

* Income Tax Disputes: [40.73 Cr (Pending).

» ExciselCustoms Duty: [B8.98 Cr (Disputed; involves a DRI notice regarding non-inclusion of certain vendor
payments in assessable value).

* Sales Tax/GST: [B4.10 Cr (Disputed).

« Total Disputed Tax Demands: [113.81 Cr. Management has not provided for these, citing a "likely" favorable
outcome.



« Capital Commitments: Jumped significantly from [0.19 Cr to [10.39 Cr, signaling accelerated store
expansion or infrastructure upgrades for the coming year.

* Claims not acknowledged as debt: [1.40 Cr.



3.9 Earnings Quality & Forensic Checks



# Check

11

12

13

PAT vs CFO
trend

Receivables &
channel-stuffing
signal

Revenue timing

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 +
cash tax vs P&L
tax

CWIP age and
stalling projects

Deferred tax
asset recognition
adequacy

Impact

Profit | — earnings overstate
cash; negative [1,200 Cr P&L
surplus persists despite [86.7 Cr
PAT.

Revenue 11 — channel stuffing
risk; [(423.97 Cr refundable
liability suggests aggressive
"Sale or Return" arrangements.

Revenue t — advance growth;
85% increase in customer
advances signals strong forward
order book.

Neutral — minimal top-line
impact; revenue is primarily
domestic B2C with negligible
related party sales.

Profit 1 — efficiency gain;
inventory grew 18.2% vs 44.6%
revenue growth, improving
turnover.

Neutral — consistent policy;
valuation at lower of cost or NRV
maintained across periods.

Profit | — one-time hit; [7.93 Cr
brand termination fee included in
royalty expenses.

Profit + — aggressive
amortization; Calvin Klein
license renewal assumed
"virtually certain" to defer costs.

Profit 1 — provision reduction;
inventory write-down provision
reduced by [45.25 Cr YoY.

Neutral — tax shield; massive
historical losses prevent
immediate cash tax outflows.

Neutral — low intensity; capital
commitments are for new store
expansions, not stalled projects.

Profit + — conservative stance;
[098.82 Cr in losses not
recognized as DTA due to
uncertainty.

Status

O

Evidence

PAT [B6.71 Cr;
Surplus in P&L
(1,200.21 Cr).

Gross Receivables
[1,046.33 Cr;
Refundable Liability
[423.97 Cr.

Advance from
customers [69.61 Cr
vs [B7.56 Cr.

Domestic Sales
99.44% of total
revenue.

Inventory [981.90 Cr;
Revenue [4,421.08
Cr.

No change reported in
FY23.

Royalty on Sales
[195.34 Cr (includes
termination fee).

Amortization period
extends to 2033.

Provision [129.66 Cr
(FY23) vs [174.91 Cr
(FY22).

Unused tax losses
[1,456.62 Cr.

Capital Commitments
[10.39 Crvs [0.19 Cr.

DTA not recognized
on [998.82 Cr of
losses.

Notes Detail

Historical losses continue to
weigh on the balance sheet
despite current year
profitability.

Note 7(a) & 16: High returns
(13.3% of gross sales) signal
potential overstocking at
partner locations.

Note 15(a): Deferred loyalty
income also rose 45% to [4.65
Cr, indicating higher future
redemption pressure.

Note 30: RPTs are focused on
procurement and services
rather than revenue
generation.

Note 9: Inventory write-down
provision remains high at
[129.66 Cr despite improved
turnover ratios.

Note 9: Standard retail
method/FIFO used for
valuation of stock-in-trade.

Note 23: Non-recurring
termination fee for a specific
brand impacted the royalty
expense line.

Note 6: Subjective
management estimate
assumes 10-year renewal
without additional
consideration.

Note 9: Reversal of old
inventory provisions provided
a non-cash boost to the
current year's earnings.

Note 24: Company is not
paying standard corporate tax
due to significant carried-
forward losses.

Note 26: Jump in
commitments reflects planned
infrastructure and store
upgrades for FY24.

Note 24: Management

requires "probable” future
profits before recognizing
these massive tax assets.



# Check

RPT quantum

and trend

Dividend paid vs
FCF adequacy

14

Auditor KAM:

15 Revenue
Recognition

Auditor KAM:

16 Inventory
Valuation

Auditor KAM:

17 Lease
Accounting

Impact

Profit | — liquidity stretch; trade
payables to Arvind Ltd doubled,
suggesting stretched credit
terms.

Neutral — no dividends;
covenant breaches and
historical losses preclude any
dividend distribution.

Revenue 11 — estimation risk;
Refund Liabilities ((#23.97 Cr)
and Returnable Assets ([148.97
Cr) rely on historical trend logic.

Profit 11 — valuation risk;
[129.66 Cr write-down provision
against slow-moving seasonal
stock.

Profit 11 — leverage risk;
significant audit effort on
[667.38 Cr lease liability and
borrowing rates.

4. MANAGEMENT & GOVERNANCE

Status

Evidence

Payables to Arvind
Ltd [21.85 Crvs
[11.99 Cr.

Dividend Paid: Nil;
Covenant breach
disclosed.

Refund Liability
[423.97 Cr,
Returnable Asset
[148.97 Cr.

Inventory [981.90 Cr;
Provision [129.66 Cr.

Lease Liability
[667.38 Cr.

Notes Detail

Note 30: While purchases
from promoters halved, the
outstanding liability increased
significantly.

Note 38: Breach of financial
covenants indicates severe
liquidity constraints and lender
dependency.

Auditor verified logic against
post-year-end returns; high
reliance on management
judgment for "shadow
inventory."

Auditor assessed adequacy of
provisions against seasonal
fashion stock; risk of
obsolescence in Tier 2/3
expansion.

Incremental borrowing rates
and lease terms for ~180 new
stores are critical to P&L via
Ind AS 116.

A. Auditor Report & Key Audit Matters * Audit opinion type: Unqualified. * Key Audit Matters (KAMs): 1.
Revenue Recognition: Focused on the estimation of sales returns and discounts. Management uses historical
trends to estimate "Refund Liabilities" ((#23.97 Cr) and "Returnable Assets" ([148.97 Cr). Auditor verified the
logic against actual post-year-end returns. 2. Inventory Valuation: Focus on the [981.90 Cr inventory. Auditor
assessed the adequacy of the [129.66 Cr write-down provision against slow-moving seasonal fashion stock. 3.
Lease Accounting (Ind AS 116): Significant audit effort on the [667.38 Cr lease liability, specifically the
incremental borrowing rates and lease terms for ~180 new stores. * Statutory Auditor: M/s. Deloitte Haskins &
Sells (appointed for 5 years in 2021). * Internal Financial Controls: Confirmed as operating effectively. * Going
Concern: Accounts prepared on a going concern basis; however, Note 38 highlights a financial covenant

breach.

B. Related Party Transactions | Party | Relationship | Nature | Amount (CJCr) | Concern |

| | Arvind Limited | Promoter Group | Purchase of Goods | 30.20 Cr |

Neutral | | Arvind Limited | Promoter Group | Shared Services | 9.02 Cr | Neutral | | Arvind Limited | Promoter
Group | Trade Payables | 21.85 Cr | Stretched credit | | Key Management | KMP | Remuneration | 11.09 Cr |

High vs PAT |

» Analysis: Purchases from the promoter (Arvind Limited) decreased by 50% YoY, but trade payables to them
nearly doubled to [21.85 Cr. This suggests the company is using promoter credit to manage liquidity.

* RPT Verdict: Monitor ((Justification: Doubling of payables to promoter despite lower purchases indicates
tactical working capital management to preserve cash).

C. Shareholding | Category | No. of Shares held | Percentage | | :--- | :--- | :--- | | Promoters and Promoter
Group | 4,89,08,638 | 36.82% | | Foreign Portfolio Investors/FII/INRIs | 2,22,65,941 | 16.76% | | Individuals |
4,21,78,008 | 31.75% | | Mutual Funds | 1,23,03,046 | 9.26% | | Financial Institutions/Banks/Insurance |



16,86,893 | 1.27% | | Bodies Corporate | 46,91,872 | 3.53% | | Others | 21,11,262 | 1.59% | | Total |
13,28,25,660 | 100.00% | * Pledged shares: Not disclosed.

D. Board Composition + KMP Compensation * Total Directors: 12 | Independent %: 50.00% | Women
Directors: 2. * Family Relations: The Board includes Sanjay Lalbhai (Chairman), Kulin Lalbhai (Vice
Chairman), and Punit Lalbhai (Non-Executive Director), related as father and sons. * Lalbhai Family
Compensation: Non-executive directors from the promoter family received only sitting fees totaling [0.02 Cr. *
KMP Compensation Analysis: * Shailesh Chaturvedi (MD & CEO): Remuneration grew 178.10% to [8.76 Cr,
outstripping EBITDA growth (100%), primarily due to vested stock options. * Girdhar K. Chitlangia (CFO): [D.47
Cr. * Piyush Gupta (Ex-CFO): [1.55 Cr. * Total KMP Remuneration: [11.09 Cr (includes [2.52 Cr share-based
payments), representing 30% of PAT.

F. Capital Allocation & Capex | Action | FY Current (JCr) | FY Prior (JCr) | Signal |
| | | | | | Dividends | 13.28 Cr | 0.00 Cr | | | Capex (Commitments) | 10.39 Cr |
0.19 Cr| || Lease Liabilities | 667.38 Cr | 456.12 Cr| || Net Debt Change | 0.00 Cr|0.00 Cr | (]

« CAPEX Analytical Notes:
o Nature of Capex: Primarily growth capex for ~180 new stores, most of which are "omni-connected.”

- Deployment Efficiency: Revenue grew 44.6% while inventory grew only 18.19%, suggesting high
efficiency in asset deployment.

- Key Takeaways: The shift to a [10.39 Cr capital commitment signals a pivot from consolidation to
aggressive growth. However, the surge in Lease Liabilities to [667.38 Cr indicates expansion is funded
via off-balance-sheet-like structures rather than bank debt.

H. Risks 1. Covenant Breach: Breach of financial covenants on interest-bearing loans. Impact: High risk of
loan recall or penal interest; waiver expires March 2024. 2. Sales Returns: High reliance on "Sale or Return”
(SOR) model (13.32% of gross sales). Impact: Medium risk; can mask actual consumer demand and inflate
revenue. 3. Tax Litigation: Disputed tax demands of [(113.81 Cr. Impact: Medium risk; potential significant cash
outflow. 4. Lease Leverage: High fixed-cost lease liabilities ((667.38 Cr). Impact: Medium risk; increases
"effective debt" to [1,265.03 Cr, pressuring margins in downturns. 5. Forex Risk: Exposure to USD for imports
and royalties. Impact: Low risk; INR depreciation increases COGS.



5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale
. . 44.6% Revenue growth; USPA Strong brand portfolio and successful DTC
Business Quality 4 - . . .
market leadership; Sephora moat. pivot, though cyclical.

. . Improving profitability but remains
. . D/E -2.14x (Negative Equity); Interest ) ) )
Financial Health 2 1 constrained by high leverage and negative
Coverage 1.17x; Covenant Breach.

net worth.
CFO (485 Cr) > PAT (CB7 Cr); Strong cash conversion offset by
Earnings Quality 3 - 13.3% Sales Returns; CK aggressive revenue recognition and
Amortization assumptions. subjective intangible policies.

50% Independent Board; KMP Pay Generally compliant but high KMP pay
Management &

3 - 30% of PAT; Covenant Breach and financial stress signals require
Governance . o
disclosure. monitoring.
Capital Allocation & . ROCE 11.25% > 6.45%; 180 new Disciplined inventory management and
Earnings Visibility stores; Inventory turns improved. visible growth from new store rollouts.

BUSINESS POSITIVES (for this company this year) * [1Strong Revenue Recovery: Revenue from
operations grew 44.67% to [4,421.08 Cr following brand portfolio pruning. * Olmproved Asset Efficiency:
Inventory grew only 18.19% against 44.6% revenue growth, reducing inventory days from 99 to 81. * [JPositive
Free Cash Flow: CFO of [485.12 Cr comfortably covered Capex of [115.45 Cr. * JOperational Turnaround:
Achieved a PAT of [(B6.71 Cr compared to a loss of [267 Cr in the prior year. * [JStrategic Expansion:
Successfully rolled out 180 new stores, expanding reach into Tier-2 and Tier-3 cities.

BUSINESS NEGATIVES | CONCERNS (for this company this year) * CFinancial Covenant Breach: Note 38
confirms a breach of financial covenants on interest-bearing loans, indicating tight liquidity. * OHigh Effective
Leverage: Total effective debt (Bank Debt + Leases) stands at [11,265.03 Cr, with lease liabilities surging 46%. *
ORevenue Recognition Risks: Sales Returns of [688.79 Cr (13.3% of gross sales) and a [423.97 Cr
Refundable Liability suggest aggressive channel arrangements. * [INegative Net Worth: The company still
carries an accumulated deficit of [11,200.21 Cr, keeping Net Worth at -[278.90 Cr. * [ Trapped Liquidity:
[280.83 Cr (47% of bank debt) is tied up in GST credits and tax assets, dragging on working capital.

OVERALL SCORECARD SUMMARY Arvind Fashions has demonstrated a remarkable operational recovery,
turning profitable at the PAT level and significantly improving inventory efficiency. However, the financial
foundation remains fragile, characterized by negative net worth, a technical breach of debt covenants, and high
fixed-cost lease leverage. While the business quality and capital allocation discipline are on an improving
trajectory, the governance posture is marked by high KMP compensation relative to profits and aggressive
revenue recognition estimates.



Part B: Governance Check Matrix

9
10
Final line: "Total: 9/10 O— Governance

Rating: 4"

Part C: Investor Verdict

Check

Audit opinion clean?

Promoter pledge = 0?

KMP pay < 5% of PAT?
RPT quantum < 5% of
revenue?

Board > 50%
independent?

At least 1 woman director?
No statutory dues
outstanding?

No fraud reported?

Audit trail enabled?

Frequent Auditor change

Status

O

Evidence
Unqualified opinion (p.32).

No pledge disclosed in shareholding pattern
(p.64).

KMP remuneration ([11.09 Cr) is ~30% of
PAT ([B6.71 Cr).

RPT purchases are 0.88% of revenue.

50% (6 out of 12 directors).

2 women directors (Ms. Tripathi, Ms.
Easwaran).

No material defaults reported.

No fraud reported by auditors (p.34).
Confirmed by statutory auditor.

Deloitte appointed for 5 years in 2021.

THESIS: AFL is a high-growth branded retail turnaround play with strong operational momentum but a highly

leveraged balance sheet.

OVERALL STANCE: WATCH

RATIONALE: While operational metrics (inventory turns, revenue growth) are excellent, the covenant breach
and negative net worth necessitate caution until the balance sheet is further deleveraged. RE-EVALUATE
WHEN: Interest Coverage Ratio exceeds 3.0x or Net Worth turns positive. BULL CASE: Successful scaling of
Sephora and USPA in Tier 2/3 cities drives EBITDA margins toward 18%, leading to rapid deleveraging. BEAR
CASE: A consumption slowdown in premium apparel triggers the "cliff risk" of the covenant waiver expiration in
March 2024, leading to a liquidity crunch. KEY MONITORABLE: Refundable Liability as % of Gross Receivables:
current 40.5% - watch for increase >45%.
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