
Arvind Fashions Ltd — Aug 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

The punchline. Read this first — it frames everything below.

Result: Beat One-line: Arvind Fashions (AFL) demonstrated significant margin resilience (+100 bps) and

inventory discipline despite a brutal consumption environment, successfully prioritizing brand hygiene over

volume-chasing discounts.

Dimension This Quarter Signal / Evidence Sentiment

Beat/Miss vs Guidance /

Prior Quarter
Beat

EBITDA margin expanded 100 bps YoY to 12.9%, ahead of

the "subdued" industry trend.
🟢

Earnings Quality High (Core driven)
Gains driven by 80 bps Gross Margin expansion and

efficient sourcing, not one-offs.
🟢

Guidance Confidence Strong
Reaffirmed +100 bps margin expansion for FY25 and 15%

area expansion despite macro headwinds.
🟢

Management Credibility Strong
Strategically delayed End of Season Sales (EOSS) to

protect margins; delivered 10% growth vs 5% in Q4.
🟢

Business Quality Signal Improving
Transitioning to a Direct-to-Consumer (Online B2C + EBO)

model is reducing wholesale dependence.
🟢

Key Q&A Exchange
Q1: Subdued LTL

Growth

Mgmt: 1.5% LTL is "satisfying" vs industry negatives;

focused on "profitable growth" over panic discounting.
🟡

The Street's Primary

Anxiety

Weak LTL (1.5%) vs

expansion

Fear that growth is purely store-opening led; Mgmt response

emphasizes brand equity protection.
🟡

Capital Cycle Stage
Harvesting /

Consolidation

Focus on FCF, debt reduction (₹225 Cr net debt), and

improving stock turns (now at 4.0x).
🟢

Margin / Return Ratio

Trajectory
Improving

EBITDA margins and ROCE trending upward due to asset-

light (FOFO) and COCO mix optimization.
🟢

Pricing Power Expanding
Premiumization (1851 line, Italian line) and lower discounting

drove 80 bps GP gain.
🟢

FCF Conversion &

Quality
Strong

Inventory reduced by ₹111 Cr YoY (₹1063 Cr vs ₹1174 Cr)

while sales grew 10%.
🟢

Competitive Moat Signals Widening
US Polo Assn (USPA) becoming a "powerhouse" with 30%

revenue from adjacencies.
🟢

Balance Sheet Strength Adequate Net Debt at ₹225 Cr; manageable interest coverage. 🟢

Working Capital

Efficiency
Improving Inventory days down by 3 days; GWC stable despite growth. 🟢

Mgmt Guidance Track

Record
Reliable

Delivered on the promised growth acceleration from Q4

levels.
🟢

Key Vulnerability / Red

Flag

Minority Interest

Leakage

PVH JV (Tommy/CK) profits are robust, but 100% owned

brands (Arrow/FM) drag consolidated PAT.
🔴

Management Tone
Confident and

Disciplined

Refused to participate in early discounting; emphasized

"brand salience" over "panic."
🟢



Key Takeaways (Positives & Negatives): * Positives: AFL is successfully decoupled from the "discounting

trap" plaguing peers, achieving 10% revenue growth with a 19% EBITDA jump. The pivot to Online B2C (+60%

growth) and adjacent categories (20%+ share) provides a high-margin growth cushion. Inventory management is

exemplary, with a 4.0x turn achieved in a slow market. * Negatives: Like-to-Like (LTL) retail growth is anaemic

at 1.5%, suggesting the "Power Brand" pull is barely offsetting footfall declines. Arrow and Flying Machine

remain margin laggards, with FM still at breakeven levels, making the consolidated performance heavily reliant

on USPA and the PVH brands. * Street Concern: Analysts are hyper-focused on when Arrow/FM will stop being

a drag on PAT. Management expects mid-single-digit margins for Arrow in 2-3 years, but the current "Minority

Interest" (profit belonging to PVH partner) nearly equals reported PAT, highlighting the earnings weakness in

100% owned segments. * Forward Watchpoint: Monitor the "Stride" and "Club A" multi-brand formats as they

scale—these represent AFL's move toward higher-margin, efficient retail consolidation.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

Metric
Current

Qtr

YoY

Change

QoQ

Change
Trend Mgmt Commentary

Revenue (NSV) ₹955 Cr ↑ 10.2% ↑ (vs 5%) ↑
Growth driven by 15% wholesale uptick and 60%

Online B2C growth.

Gross Margin

(%)
55.2% ↑ 80 bps First entry ↑

Higher realization due to controlled discounting and

sourcing efficiencies.

EBITDA ₹123 Cr ↑ 19.4% First entry ↑
Growth attribution: Pricing/Realization > Volume

expansion.

EBITDA Margin

%
12.9% ↑ 100 bps First entry ↑

Operating leverage from overheads (8% growth) vs

revenue (10%).

PAT ₹13.8 Cr ↑ (vs 4 Cr) First entry ↑
Impacted by high minority interest (₹13 Cr) due to PVH

JV profitability.

SSS Growth

(%)
1.5% ↓ (Subdued) First entry ↓

Satisfactory vs industry negatives; impacted by

heatwave/elections.

Store Count

(Net)
~30 stores First entry First entry → 45,000 sq ft net area added in Q1.

Net Debt ₹225 Cr ↓ (Stable) First entry ↑
Goal to maintain/reduce via FCF; seasonality may

spike Q2 by ₹50 Cr.

Inventory Days First entry ↓ 3 Days First entry ↑
Inventory value flat YoY (₹1063 Cr) despite 10%

revenue growth.

Adj. Share (%

Rev)
>20%

↑ (Double-

D)
First entry ↑

Footwear, Kidswear, Innerwear now a structural growth

driver.

2B. SEGMENT BREAKDOWN



Segment
Rev Share

(%)
YoY Growth

Margin

Profile
Trend vs Co Avg Key Development

US Polo

Assn.
~40-45%* Double-Digit

Low Double-

Digit
↑ Outperform

Adjacencies reached 30% share;

opened large flagship stores.

Tommy

Hilfiger
Not Stated "Fantastic"

High (PVH

JV)
↑ Outperform

Conversion of 60 stores to COCO

model; ROCE accretive.

Calvin Klein Not Stated "Fantastic"
High (PVH

JV)
↑ Outperform

Strong sell-thrus in bridge-to-luxury

segment.

Arrow Not Stated "Slowed"
Low Single-

Digit
↓ Underperform

Impacted by fewer wedding dates;

focusing on '1851' premium line.

Flying

Machine
Not Stated

"Green

Shoots"
Breakeven → Underperform

Re-engineering DNA for Gen-Z; 1 year

behind Arrow in turnaround.

*Estimated based on mgmt commentary regarding scale.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension Category
Management

Target / Claim

Required Run-Rate /

Mathematical Feasibility

Historical

Delivery
Risk Flag

Guidance Revenue
Accelerate vs FY24

levels

Needs ~12-15% growth in H2

to meet mid-term target.

Delivered (10%

vs 5% Q4)

Moderate:

Consumer

demand.

Guidance Margins
+100 bps

expansion FY25

Achieved in Q1 (12.9%);

typically stronger in H2.
On Track

Low: Cost control

solid.

Guidance
Retail

Expansion

15% Net Area

Growth

Needs ~200k+ sq ft in

remaining 3 quarters.

Achieved 45k in

Q1

Low: FOFO model

helps.

Strategy
Capital

Allocation

FOFO/Asset-Light

focus

Capex of ₹100 Cr (mostly

Tommy COCO/IT).
Consistent Low.

Balance

Debt /

Leverage

Target

Net Debt reduction
FCF from inventory turns to

fund repayment.

Improved turns

to 4x
Low.

Strategy Online Mix Pivot B2B to B2C

B2C grew 60%; now

managing pricing/catalog

direct.

Delivered Low.



4. ANALYST Q&A



Q# Rel.
Analyst /

Firm
Theme Category

Underlying

Concern

Mgmt Response &

Investment Implication
Cred. Verdict

1 4.5

Priyank

Chheda /

Vallum

SSG/

LTL

Business

Overview

"What explains the

subdued 1.5% LTL

retail growth while

expansion

continues?"

Management clarified that

1.5% is resilient relative to

the industry's negative

growth and was impacted by

a strategic delay in

discounting. This implies AFL

is sacrificing short-term

volume to protect long-term

brand equity and margins, a

monitoring point for future

footfalls.

4.0
Resilient

but weak

1a 4.0

Priyank

Chheda /

Vallum

Margins

vs Sales
Financials

"Are gross margin

gains leading to

subdued sales for

customers used to

discounts?"

Management stated that

early discounting is a "main

problem" and they are

upgrading the product

experience to make

consumers wait for full-price

purchases. This shifts the

thesis toward AFL as a "full-

price brand," which supports

structural margin expansion.

4.0

Pricing

Power

focus

1b 3.5

Priyank

Chheda /

Vallum

Arrow/

Margins
Financials

"What is the path

for Arrow to hit

mid-single digit

margins by

FY25?"

Management acknowledged

Arrow is currently in the low

single digits but expects H2

weddings and '1851'

premiumization to drive the

shift to mid-single digits. This

remains an earnings

overhang as Arrow must

scale significantly to offset its

fixed cost base.

3.0
Work-in-

progress

2 3.0

Dhiraj

Mistry /

Antique

Online
Business

Overview

"Can we expect

normalized growth

in the online

channel now that

inventory

correction is

done?"

Management confirmed the

pivot to a direct-to-consumer

approach is bearing fruit with

60% B2C growth. This

signals that online is now a

high-margin channel rather

than a liquidation floor,

improving overall channel

profitability.

4.0
Channel

pivot solid

2a 4.0

Dhiraj

Mistry /

Antique

Minority

Interest
Financials

"Why did nearly all

PAT go to minority

interest this

quarter?"

Management attributed this

to the high profitability of the

PVH JV (Tommy/CK) vs the

seasonality-driven lower

profits in 100% owned

brands. This highlights a

structural earnings "leakage"

where the best-performing

brands are only 50% owned.

4.0
SOTP

tension

3 3.0

Shreyans

Jain /

Svan

Opex Financials

"Why did other

expenses go up by

Management noted opex

growth was below revenue

growth (10%) and consists
4.0

Good

leverage



Q# Rel.
Analyst /

Firm
Theme Category

Underlying

Concern

Mgmt Response &

Investment Implication
Cred. Verdict

8% in a weak retail

environment?"

mostly of variable

commissions. This

demonstrates effective

operating leverage, which is

the primary driver of the 100-

bps EBITDA margin beat.

4 4.5
Nishit /

CWC

USPA

vs PVH
Strategy

"Will USPA

eventually deliver

PAT margins

similar to Tommy

and CK?"

Management confidently

stated that USPA is a

"powerhouse" and will deliver

similar financial metrics to

Tommy/CK in the short-to-

medium term. If achieved,

this would be a major re-

rating trigger as USPA is a

100% owned brand.

4.0
Re-rating

trigger

5 3.5

Ankit

Kedia /

PhillipCap

USPA

Stores

Capex/

Allocation

"Annual report

shows store/city

counts down for

USPA—is

rationalization

over?"

Management corrected the

premise, noting the reporting

now only shows mono-brand

stores and excludes multi-

brand formats like Stride.

They reaffirmed that USPA is

actually expanding its

footprint aggressively, ending

the rationalization fear.

4.5
Data

clarification

PATTERN FLAGS & SENTIMENT * The LTL vs. Margin Conflict: Multiple analysts (Vallum, Nuvama, Antique)

pressed on the "1.5% LTL" vs. "High Gross Margins." The core anxiety is that AFL might be protecting margins at

the cost of market share. Management’s posture was defiant, arguing that participating in early industry-wide

discounting is "panic" and that their brand equity is strong enough to resist it. This remains a live tension for next

quarter. * Segment Profitability Skew: Analysts are clearly looking for "Non-PVH" (USPA, Arrow, FM) to carry

more weight. The friction arises because the best-looking numbers (Tommy/CK) are shared, while the "work-in-

progress" brands are fully owned. * Analyst Sentiment Verdict: Overall sentiment was Positive but Cautious.

Analysts were convinced by the cost control and inventory discipline but remain skeptical of the consumer pull in

100% owned brands like Arrow/FM. Credibility improved due to the margin expansion in a tough quarter.

5. WHAT CHANGED vs PRIOR QUARTER

First entry — no prior quarter to compare.

What Changed Prior Quarter This Quarter Direction

Revenue Growth Rate ~5% (Q4) 10% (Q1) ↑ Improving

EBITDA Margin 12.2% (FY24 Avg) 12.9% (Q1) ↑ Improving

Inventory Turns ~3.0x (Historical) 4.0x ↑ Improving

USPA Adjacency Share ~20% 30% ↑ Improving

Wholesale Strategy Front-loaded Seasonal/Delayed → Structural Shift
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