Arvind Fashions Ltd — Aug 2025 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

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

Result: Strong Beat One-line: Arvind Fashions has graduated from a "turnaround" story to a "high-quality
compounder"” as it sustains 8%+ LTL growth and 20%+ ROCE while successfully navigating a high-stakes

leadership transition.

Dimension

Beat/Miss vs Guidance /
Prior Quarter

Earnings Quality

Guidance Confidence

Management Credibility

Business Quality Signal

Key Q&A Exchange

The Street's Primary
Anxiety

Capital Cycle Stage

Margin / Return Ratio
Trajectory

Pricing Power

FCF Conversion & Quality

Competitive Moat Signals

Balance Sheet Strength

Working Capital Efficiency

Mgmt Guidance Track
Record

Key Vulnerability / Red
Flag

Management Tone

This Quarter

Strong Beat

High (Core
driven)

Strong

Strong

Improving

Q13: ROCE
Hurdle

CEO Transition

Harvesting /
Growth

Improving

Expanding

Strong

Widening

Strong

Stable

Reliable

Leadership
Churn

Highly
Confident

Signal | Evidence

Revenue growth of 16% exceeded the 12-15% guidance; EBITDA
grew 20% despite aggressive ad spends.

Growth is driven by 8.1% LTL and a structural pivot to B2C online,
not one-offs.

Management re-affirmed 12-15% medium-term growth with a
double-digit outlook for Q2.

Delivered a clean quarter during the MD transition; ROCE
remains sustained above the 20% target.

Pivot to 60% D2C/Retail mix reduces wholesale risk and
improves cash cycle consistency.

Kulin Lalbhai confirmed no "sentimentality"—brands like Arrow/
FM must hit ROCE targets or be cut.

Fear that Shailesh's departure might stall momentum; mitigated
by Amisha Jain's (ex-Levi's) pedigree.

Asset-light expansion (150 stores/year) funded entirely by internal
accruals.

Gross margins expanded 60 bps YoY; EBITDA margins up 50 bps
despite 140 bps higher ad spend.

Retail discounting reduced by 1.2% YoY; full-price sell-throughs
are at historical highs.

Inventory turns maintained at 4x; business generating surplus
cash to retire debt.

USPA growth >20% at its scale (2,000 Cr+) indicates dominant
market share gains in casual wear.

Net Debt continues to decline; business is on track to be net-cash
within 18-24 months.

Inventory turns held at 4x despite aggressive store expansion and
revenue acceleration.

Consistently delivering the "100 bps annual margin expansion"
and "12-15% growth" roadmap.

The departure of the turnaround architect (Shailesh) creates a 6-
month execution-watch period.

Posture was aggressive on market share gains and "fresher than
ever" inventory health.



Key Takeaways: * Positives: AFL has reached the "Holy Grail" of Indian retail: Double-digit growth + 20%
ROCE + Negative/Low Debt. The 8.1% LTL growth is significantly ahead of mid-market apparel peers. USPA is
now a "juggernaut” brand growing at 20%+, while adjacent categories (Kids/Innerwear) are scaling at 25%-+,
providing a long growth tail. The BIS-related footwear supply issues are now fully resolved. * Negatives: The
transition from Shailesh Chaturvedi to Amisha Jain is the primary "key person" risk. While Amisha’s Levi's
background is perfect for AFL's denim/casual heavy portfolio, any change at the top during a high-growth phase
requires monitoring. Flying Machine saw a minor seasonal margin correction in Q1, though SSSG remains
strong. * Forward Watchpoint: The 1.5 lakh sq. ft. expansion target and the performance of Arrow/Flying
Machine in H2 FY26. If these two brands hit mid-single-digit EBITDA, consolidated earnings will see a massive
delta.

2. BUSINESS PERFORMANCE

2A. KEY METRICS DATA SOURCE: PPT figures primary. Concall used for commentary.

. Current
Metric Mgmt Commentary
Qtr
Revenue (O Growth driven by 15% Retail growth and 30%+ Online B2C;
1,107 1 16% 16.9% 1 )
Cr) Wholesale also revived to 10%.

Gross Margin Driven by 1.2% reduction in discounting and better channel

56.0% 1 60 bps 1 210 bps 1

(%) mix (more D2C).
EBITDA (O Operating leverage kicker; growth achieved despite 140
148 1 20% 112.9% 1 ) .
Cr) bps higher ad spend ((+15 Cr incremental).
EBITDA Margin expansion of 50 bps YoY; includes scale leverage
. 13.4% 1 50 bps 1 90 bps 1 . L
Margin % and supply chain efficiencies.
Low base of [ Crin Q1 FY25. Note: Q4 FY25 had a DTA
PAT (OCr) 13 1 1,200% 1 (NM) 1 ) i .
hit, so QoQ PAT comparison is distorted.
Sustained above 20% milestone; ROCE targets are now
ROCE (%) >20% 1400 bps+ - 1 . .
the central decision-making "North Star."
Cash Flow Management confirmed "strong FCF generation" led by
Not stated 1 1 1 . . .
(OCF) tight working capital control.
Net Debt (I Debt levels continued to decline; focus on debt retirement
225 (est) 1 ! 1 L
Cr) remains intact.
SSS Growth 8.1% 1 (vs 5.2% . . Strong rebound from Q4; higher than industry average of
B (1]
(%) Q4) low-single digits.
Store Count Net addition of 40,000 sqg. ft. in Q1; on track for 1.5 lakh sq.
~950 1 40Kk sqft ) 1
(Net) ft. FY26 target.
Ad Spend ~5.0% + 140 bps , 0 Conscious aggressive investment to gain market share;
(%) (est) P USPA and Tommy (F1 movie) were key spends.
Inventory 91 (4x Turns maintained at 4.0x despite revenue acceleration;
Days turns) - - - inventory is "at its freshest."

2B. SEGMENT BREAKDOWN



Revenue (O

Segment cn Key Development
US Polo Assn. . Now a [2,000 Cr+ brand; adjacent categories
~535 (est) >20% High 1 Above ) )
(USPA) (Kids/Innerwear) growing at 30%-+.
Tommy Hilfiger / Exceptionally strong margin profile; Tommy F1
v ¢ ~320 (est) 10%+ V. High ) Above .p y . 5 anp . Y
CK movie association boosted brand walk-ins.
Double- ) Both brands delivered double-digit SSSG; FM
Arrow / FM ~252 (est) . Improving 1 Below . o
digit had a "seasonal margin correction" in Q1.
. . . . Footwear recovery on track as BIS issues
Adjacencies ~277 >25% Improving 1t In-line

fade; Footwear targeting (500 Cr run-rate.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management Required Run-Rate | Mathematical

Dimension Categor Historical Deliver
2l Target / Claim Feasibility /

Already exceeding at 16%; Q2
) 12-15% Growth L . . .
Guidance Revenue double-digit visibility makes this Consistent delivery. Low

(FY26) ) )
highly conservative.
Needs only modest leverage on .
. . +50-100 bps . . Delivered +100 bps
Guidance Margins . 12-15% revenue growth; discounting Low
expansion . annually for 3 years.
control provides a buffer.
. BD team bench
. . 1.5 Lakh Sq Ft Requires ~37k sq ft per quarter; 40k .
Guidance Expansion . . strength increased; Moderate
(Net) achieved in Q1. .
targets are realistic.
S Capital Asset-Light Capex run-rate of (25 Cr/qtr (OO Cr  Maintained 100% Lo
W
oy Allocation (FOFO focus) annual) is well within [B50 Cr+ OCF. discipline.
Aiming for mid-single-digit EBITDA, Slower than USPA but
Brand Arrow/FM ) N
Strategy . H1 shows SSSG of 10%+, setting a moving in right Moderate
Portfolio Turnaround ) o
high base. direction.
Macro Demand Positive Festive Early onset of festivals and wedding Improved vs. high-heat/ Lo
W
Signals Outlook dates in Q1/Q2 support the bull case. election Q1 FY25.
Requires [225 Cr debt reduction
Net Cash by q Reduced debt by [75
Balance Debt over 2 years; FCF run-rate suggests Low
FY27 Cr last year.

this is likely.



4. ANALYST Q&A



Q# Rel.

Analyst /

Theme Category

Firm

Param
5.0 Voral/ Expansion Capex
Trinetra
Fatema
FM . .
4.5 Pacha / L Financials
. Profitability
Mahindra
Chetan / Channel
4.0 . . Strategy
Systematix  Mix
Deep -
Competitive .
4.5 Shah / Business
Edge

Equirus

Underlying
Concern

"What is the
average
breakeven
timeline for
new stores?"

"l am
assuming
Flying
Machine has
had a drag
this quarter.
Is that fair?"

"What is the
optimal target
channel mix
we are
aiming for?"

"Arvind
Fashion
improved

Management
Response &
Investment
Implication

Management
confirmed
12-18 month
breakeven for
most stores
depending on
the brand and
catchment.
This fast
payback cycle
justifies the
1.5L sq. ft.
expansion and
accelerates the
ROIC
compounding.

Management
admitted a
seasonal
channel mix
correction in
FM for Q1 but
emphasized
double-digit
SSSG.
Investors
should monitor
FM margins in
Q2/H1 to
ensure the
turnaround
hasn't stalled.

Management is
targeting 60%
Direct (Retail +
Online B2C) to
drive inventory
turns and
influence
consumer
pricing directly.
Higher direct
mix structurally
protects gross
margins and
reduces credit
risk from
wholesale.

Growth is
attributed to
aggressive ad

Evaded Cred. Verdict

None 5.0 Quantified
Logical but
None 4.0
seasonal
Strategic
None 4.5 )
clarity
Execution
None 4.5
proof



Q# Rel.

5 4.0

Analyst /

Firm

Deep
Shah /
Equirus

Palash /
Nuvama

Theme

Adjacencies

Ad Spends

(o:11:Ts[o]3Y

Business

Financials

Underlying
Concern

like-for-like
growth on a
sequential
basis
whereas
others saw
moderation?"

"Which
categories
are driving
growth in US
Polo?"

"Would you
expect these
marketing
trends to be
higher for the
whole year?"

Management
Response &
Investment

Evaded Cred. Verdict

Implication

spend (140
bps increase)
and fresh
inventory (4x
turns) which
captured
market share.
AFL is
currently out-
executing
peers by
trading some
margin (ad
spend) for
high-quality
SSSG.

Womenswear
grew >50%,
Kids >30%,
and Innerwear
is scaling
rapidly, shifting
USPA from a
"Shirt brand" to
a "Lifestyle
brand." This
diversification
increases
sales density
per store and
lowers
customer
acquisition
costs.

Diversified

None 4.5
growth

Management
confirmed
aggressive ad
spend is a
conscious,
year-long
strategy to gain
market share
while brands Trade-off

None 4.0 .
signal

are in
"momentum.”
This may cap
short-term
margin
expansion to
50-60 bps but
secures long-
term top-line.



Analyst /

Q# Rel. Theme Category

Firm

Varun
Singh /
AAA

7 4.5 Wholesale Financials

Niraj /
White Pine

Footwear Business

Gaurav /
9 4.0 JM
Financial

FCF Use Allocation

Underlying
Concern

"Is it fair to
assume
10-12%
growth in
wholesale
and online
B2B?"

"How do you
see footwear
growing
considering
the BIS
issue?"

"What is your
plan of action
of using this
cash? Net
cash
company by
early FY27?"

Management
Response &
Investment
Implication

Evaded Cred. Verdict

Management

expects high

single-digit

growth in

wholesale,

prioritizing

"hygiene" (low

debt/

discounting)

over ' None 45 Quality over
aggressive volume
volume. This

prevents the

business from

returning to the

high-

receivable,

low-quality

growth of the

past.

BIS issues are
largely in the
rear-view;
supply chain
has adjusted,
and inventory
is flowing
again.
Footwear is
expected to
return to
20-25%
growth, which
is margin-
accretive as it
targets a [500
Cr scale.

Specific
recovery

None 5.0

Surplus OCF
will be used for
debt retirement
and
reinvestment
into growth as
no "imminent"
acquisitions
are planned.
AFLison a
clear path to
becoming a
zero-debt,

De-leveraging
clear

None 4.5

cash-



Q# Rel.

10

11

12

Analyst /

Firm

Rajiv /
35

Nuvama

Rajiv /
3.0

Nuvama

Lokesh /
5.0

Vallum

Theme

Ad Spend

Split

Store

Closures

CEO
Legacy

(o:11:Ts[o]3Y

Strategy

Business

Governance

Underlying
Concern

"Are you
trying to push
Flying
Machine and
Arrow more
on the ad
side?"

"How much
more cleanup
is still left?"

"You have
set a very
high bar for
the new
CEO...
especially on
the ROCE
level."

Management
Response &
Investment
Implication

Evaded Cred. Verdict

generating
machine.

Ad spend is
aggressive
across the
board, with
Tommy
benefiting from
the F1 movie
and USPA
seeing heavy
digital B2C
investment.

Balanced
spend

None 4.0

The "house of
brands" is
being treated
as an
ecosystem
rather than just
funding one
winner.

Management
noted regular
2% churn is
normal, but the
"large-scale
cleanup" is
fully complete.
Future store
growth will be
net positive
and square-
footage heavy
(larger mega-
stores).

None 4.5 Cleanup over

Management
acknowledged
the transition
but reiterated
that Amisha
Jain’s
background in
transformation Acknowledged
. None 4.0 .

is key for the risk

next "scale-up"

phase. The

Street will treat

the next two

quarters as a

"audition" for

the new CEO.



Analyst /

Rel. i
Firm

Lokesh /
Vallum

13 5.0

Theme Category

Underlying
Concern

Management
Response &
Investment
Implication

Kulin Lalbhai
explicitly stated
there is "no
sentimentality"
and
businesses

"Are we

ready to pull

must hit ROCE
thresholds or

the plug on

ROCE

Strate
Discipline 9

be exited. This

Arrow/FM if None

is a massive

they don't hit

ROCE

"governance
premium"

targets?"

signal,
suggesting AFL
will not
subsidize
laggards
indefinitely.

Evaded

Cred. Verdict

High
Credibility

PATTERN FLAGS & SENTIMENT * The "Momentum vs. Transition" Paradox: Analysts were universally
impressed by the 16% revenue growth and 8.1% LTL, yet there was a palpable undercurrent of concern
regarding the CEO transition. Management’s posture was "business as usual," emphasizing that the systems
(inventory turns, ROCE focus) are now institutionalized. * Ad Spend as a Weapon: Multiple questions probed
the sustainability of the 140 bps higher ad spend. Management effectively framed this not as a "cost" but as a
"strategic investment” to seize market share while competitors are struggling with sluggish demand. This was
well-received as AFL still delivered margin expansion despite the spend. * The "No Sentimentality” Doctrine:
Kulin Lalbhai’s firm stance on exiting brands that miss ROCE targets was the most critical qualitative signal of
the call. It removes the "perpetual turnaround” overhang that has historically plagued conglomerate-owned retail
businesses in India. * Analyst Sentiment Verdict: Highly Convinced. The transition risk is being balanced by
the sheer strength of the USPA brand and the recovery of footwear. The Street views AFL as the "best-in-class"
executor in the premium casual space, with the 20% ROCE act as a valuation floor.

5. WHAT CHANGED vs PRIOR QUARTER

What Changed

Prior Quarter (Q4 FY25)

This Quarter (Q1 FY26)

Direction

SSSG (LTL) Growth

Revenue Momentum

5.2%

9% YoY

8.1%

16% YoY

t Improving

1 Improving

Leadership Shailesh Chaturvedi (MD/CEO) Amisha Jain (MD/CEO Designate) OTransition Risk
Ad Spend Intensity Normal Elevated (+140 bps) OSpend for Share
Footwear Outlook BIS Supply Constraints "BIS Behind Us" - Supply Restored t Improving
Wholesale Growth Low single-digit drag 10% (Double-digit recovery) 1 Improving
Online Strategy Transition to B2C Pivot Complete (>30% B2C Growth) 1 Improving

PAT Quality Impacted by (120 Cr DTA Hit Clean operating PAT (C13 Cr) 1 Improving



STOP HERE.
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