Arvind Fashions Ltd — Nov 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

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

Result: Strong Beat One-line: Arvind Fashions (AFL) has successfully decoupled from the broader retail gloom,

delivering a sharp rebound in retail LTL (4.6% vs. 1.5% in Q1) and structural margin expansion driven by a high-
conviction pivot to Direct-to-Consumer (B2C) channels.

Dimension

This Quarter

Signal | Evidence Sentiment

Beat/Miss vs st Beat EBITDA margin expanded 110 bps YoY to 13.3%,; LTL growth (4.6%) 0
rong Bea
Guidance g nearly hit the 5% medium-term target despite muted macro.
High (Core Gains driven by operating leverage and 50 bps COGS efficiency, despite
Earnings Quality g ( . yop . 9 . 9 P i P
driven) 50 bps higher marketing reinvestment.
Guidance Stron Reaffirmed 100 bps annual margin expansion and 15% area CAGR; 0
Confidence ¢ visibility improved by festive/wedding calendar.
Management - Delivered the promised acceleration from Q1; successfully executed high-
Credibility ¢ decibel marketing (Orry, Hrithik, Pacho) to drive pull.
Business Quality Improvin Inventory turns at 4.1x and the shift to marketplace/B2C models are 0
Signal P ¢ structurally improving the ROCE profile.
. Mgmt: Direct channels (Retail + Online B2C) now ~66% of mix; yields
Key Q&A Exchange  Q2: B2C Pivot . .
better cash conversion and full-price control than wholesale.
The Street's Segment Fear that Tommy/CK (JVs) are doing all the heavy lifting while owned
Primary Anxiety Skew brands (Arrow/FM) lag; Mgmt expects 200 bps margin jump in laggards.
. . Focus on scaling existing 5 brands via FOFO; Net Debt reduction on track
Capital Cycle Stage  Harvesting . O
for near-zero in 2-3 years.
Margin / Return | ) ROCE moving toward 20%; EBITDA growth (19%) continues to 0
mprovin
Ratio P g significantly outpace Revenue (8.5%).
- . Premiumization lines (USPA 1851, Arrow GQ) delivering higher sell-
Pricing Power Expanding . . O
throughs; discounting kept "under check."
. Inventory reduced by (120 Cr YoY while sales grew; inventory days
FCF Conversion Strong . ad
improved by 4 days.
» o USPA is now a dominant powerhouse (2,000 Cr+ NSV) with 30%
Competitive Moat Widening . . . . O
revenue from high-margin adjacencies.
Balance Sheet Borrowings reducing; GWC stable at 140 days despite festive inventory
Adequate . O
Strength buildup.
Mgmt Guidance Reliable Successfully transitioned from Q1’s "subdued" growth to Q2’s "highest- 0
i
Track ever" sales and EBITDA.
. Minority Reported PAT is heavily diluted by PVH JV profits; 100% owned brands
Key Vulnerability . . O
Interest must scale to fix consolidated EPS.
Highl Posture was aggressive on growth ("putting fuel in the engine") while
Management Tone i .y L . E Cp ¢ gine") O
Confident disciplined on costs.

Key Takeaways (Positives & Negatives): * Positives: AFL's transition to a B2C-first company is working;
Online B2C grew 40%, and Retail LTL rebounded to 4.6%, proving brand pull remains intact. Inventory



management is elite for the sector—inventory is down [120 Cr YoY even as the store network expanded.
Operating leverage is kicking in, with overheads growing slower than revenue, allowing for a 110 bps margin
expansion despite higher ad-spend. * Negatives: The "Wholesale" channel remains a drag (flat growth), partly
due to intentional pruning of low-margin doors. The gap between EBITDA ([170 Cr) and Reported PAT (CBO Cr)
remains wide due to the profit share belonging to PVH (Tommy/CK) and the lower profitability of Arrow/FM. *
Street Concern: Analysts remain focused on the "Profit Leakage" to minority interests. Management'’s response
is to aggressively scale Arrow and FM (targeting 1,000 Cr NSV each) to ensure 100% owned brands contribute
more to the bottom line. * Forward Watchpoint: Monitoring the winter/wedding season in H2; management's
ability to maintain 4x+ inventory turns while scaling net area by 15% is the key to reaching the 20% ROCE
target.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

Current

Metric Mgmt Commentary

Qtr

Driven by 4.6% retail LTL and 20% online growth.

Revenue (Cr) 1273 1 8.5% 1 33.3% 1 . )

Volume + Pricing mix.
Gross Margin COGS efficiency (+50 bps) offset by channel mix

g 50.4% L Obps  1480bps - _ ciency (+50 bps) ¢ Yy

(%) (higher online/wholesale billing).

Highest ever quarterly EBITDA; 110+ bps margin
EBITDA (OCr) 170 1 18.5% 1 40.5% 1 .

expansion.
EBITDA Margin . -
% 13.3% 1 110 bps 1 70 bps ) Driven by operating leverage and cost control.
Reported PAT (O Impacted by [20 Cr minority interest and higher taxes

30 1 25.0% 1 114.3% 1 -

Cr) (PVH dividend).

Moving towards 20% mark as business generates more
ROCE (%) ~18-19% 1 1 1

FCF.
SSS Growth 4.6% T (vs . X Sharp recovery from Q1; helped by marketing and early
(LTL) % o 1.5%) festive.
Store Count . . .
(Net) 954 1 (27 new) 1 ) Net addition of 36k sq ft in Q2; 81k sq ft in H1 FY25.
Net Area .

~7% (H1) - - - On track for 15% annual sq ft expansion target.

Growth %

Absolute inventory down [120 Cr YoY; turns improved
Inventory Days 99 | 4 days 1 (Seasonal) 1

to 4.1x.

Stable YoY; receivables up seasonally due to festive
GWC Days 140 - 0days 1 (Seasonal) -

wholesale billing.

2B. SEGMENT BREAKDOWN



Revenue

Segment Key Development
g (ocr) y Y

USPA, Tommy, CK,
Power Brands 1273 8.5% 13.3% 1 In-line Arrow, and Flying
Machine combined.

Adjacencies (Women/

Not Double- Double- Kids/Innerwear) growing
US Polo Assn. . . 1 Outperform
stated* Digit Digit faster; 10 marquee
stores.

Not "Sterling performance" on
PVH (Tommy/CK) stated” Strong High 1 Outperform LTL and profitability; 60
stores now COCO.

Online growth >50%;
Improved  Improving 1 Underperform  "Orry" collab driving Gen
Z appeal.

Flying Machine Not
. stated*
Not Focus on "1851" premium
Arrow stated Improved  Improving 1 Underperform  line; Hrithik Roshan
campaign helping pull.

*Note: Segmental revenue split
is no longer disclosed
separately in the snapshot;
Power Brands are aggregated.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management

Dimension Category Target | Claim Required Run-Rate / Feasibility Historical Delivery

Needs ~15% in H2 to hit top-end. )
Delivered

Guidance Revenue 12-15% Growth Feasible with wedding/winter . Moderate
calendar acceleration in Q2.

. . Achieved 110 bps in Q2; H2 usually . .
Guidance Margins +100 bps YoY i Consistent Delivery.  Low
stronger due to winterwear.

. Area Opened 81k sq ft in H1; needs ~70k On Track (81k
Guidance . 15% Sq Ft CAGR . . Low
Expansion sq ft in H2 to hit 150k target. done).
Capital Capex capped at [90-100 Cr (IT & .
Strategy ) FOFO Model Consistent. Low
Allocation Tommy COCO).
. . Net debt/
Targeting 2-3 year timeline to be )
Balance Debt Target Near-zero debt Borrowings Low
debt-free. .
reducing.
Segment Arrow/FM Target mid-single digit EBITDA for Green shoots
Strategy Moderate

Pivot Turnaround FM/Arrow soon. visible in FM.



4. ANALYST Q&A



Analyst /

Q# Rel. Theme

Firm

Priyank
PVH
1 4.5 Chheda,
Performance
Vallum
Priyank Wholesale
2 3.5 Chheda,
Channel
Vallum
Priyank .
Footprint
3 4.0 Chheda, .
Expansion
Vallum

Category

Financials

Business
Overview

Capex
and
Allocation

Underlying
Concern

"Tommy CK
witnessed
strong LTL
growth, but
non-
controlling
interest is flat.
Help me
understand
how the brand
performed."

"Wholesale
has been
flat... how
should we
look at this for
the full year?"

"In a subdued
scenario, do
we alter plans
for 15%
square feet
addition?"

Management
Response &
Investment
Implication

Management
clarified that
Tommy/CK
performed
exceptionally
well, but the
minority interest
figure was offset
by significant
marketing
investments in
Flying Machine
(Orry campaign).
This implies core
JV profits are
being reinvested
into owned-brand
turnarounds, a
short-term PAT
drag for long-
term equity.

Management
explained that
the focus is
shifting to direct
channels (Retail/
B2C Online)
where they
control
experience and
inventory. This
strategic pruning
of low-margin
wholesale "tail"
doors will likely
keep wholesale
growth tepid but
boost overall
EBITDA margins.

Management
rejected any
slowdown,
stating they are
putting "more
fuel in the growth
engine" with
formats like 'Club
A' and 'Stride’
ready. Continued
aggressive
expansion in a
weak market

Evaded Cred. Verdict

Reinvestment

None 4.0 .
signal
Margin over
None 4.0
Volume
Aggressive
None 5.0 od
stance



Q# Rel.

4 3.0
5 4.0
6 4.5

Analyst /

Firm

Palash
Kawale,
Nuvama

Palash
Kawale,
Nuvama

Tejas
Shah,
Avendus
Spark

Theme

Seasonality

Flying
Machine

B2C
Rationale

Category

Business
Overview

Business
Overview

Strategy

Underlying
Concern

"Could you
explain in
detail the
seasonality in
this channel
for Arvind
Fashions?"

"What kind of
improvement
have you
seenin
demand or
brand metrics
for Flying
Machine?"

"Why go B2C
to control
experience?
Are we
referring to
department
stores or
mom-and-

pop?"

Management
Response &
Investment
Implication

signals
confidence in
taking market
share from
unorganized/
weaker players.

Management
detailed the H1/
H2 split (Spring-
Summer vs. Fall-
Holiday) and the
billing cycles
where Q1/Q3 are
more retail-heavy
while Q4/Q2 see
wholesale billing.
This confirms H2
will remain the
primary earnings
driver due to
high-value
winter/wedding
wear.

None

Management
reported "green
shoots," with FM
online growth
exceeding 50%
and strong
traction for the
new Gen-Z
"baggy/
oversized"
collection. A
successful FM

None

turnaround is the
single biggest re-
rating trigger for
the "Owned
Brands" portfolio.

Management
clarified that B2C
(Retail EBOs +
Online
Marketplace)
allows direct
control over
pricing,
assortment, and
discounting. This
shifts the

None

Evaded

Cred. Verdict

5.0 Educational
Turnaround
4.0 .
visible
Structural
5.0 .
pivot



Analyst /

Q# Rel. Theme

Firm

Tejas
Shah, Inventory
7 4.0
Avendus Control
Spark
Tejas
Shah, Expansion
8 35
Avendus Nature
Spark
Aniket
FOFO vs
9 35 Shah, RK
) CoCco
Advisory

Category

Financials

Business
Overview

Capex
and
Allocation

Underlying
Concern

"Which
problems are
we solving
better by
going direct?"

"Will footprint
expansion be
new territories
or deeper
markets?"

"Why go
FOFO route
again if last
quarter you
guided a shift
to COCO?"

Management
Response &
Investment
Implication

Evaded Cred. Verdict

business model
from a "push"
(wholesale) to a
"pull" (direct)
system,
structurally
improving stock
turns and ROCE.

Management
identified
inventory sell-
through and
ROCE as the
primary solves,
stating they can
forecast fashion
better than
channel partners.
Higher sell-
throughs at full
price will directly
sustain the 100-
bps margin
expansion target.

Efficiency
focus

None 4.5

Management is
targeting "Mega-
Metros" suburbs
and Tier 2/3
towns, using
larger format
stores (4,000 sq
ft) to house all
adjacent
categories. This
"Big Store"
strategy
increases

Density +

None 4.0 .
Size

revenue-per-
store and
leverages fixed
costs better.

Management
corrected the
analyst, stating
the asset-light
FOFO model
remains the
primary strategy
for all brands
except Tommy
Hilfiger. Using

Strategy

None 4.5
clarified



Analyst /

Q# Rel. Theme

Firm

Aniket .
Online
10 35 Shah, RK }
. Experience
Advisory
Dhiraj .
. Capital
11 45  Mistry, .
. Allocation
Antique
Dhiraj
. Debt-Free
12 40 Mistry, o
. Timeline
Antique

Category

Business
Overview

Capex
and
Allocation

Financials

Underlying
Concern

"How are we
enhancing
online
consumer
experience
compared to
wholesale?"

"What kind of
capex over
next 2-3 years
and what is
the utilization
of surplus
funds?"

"When do we
expect the
company to
become debt-
free?"

Management
Response &
Investment
Implication

Evaded Cred. Verdict

Tommy’s cash
surplus to
convert
franchisee stores
to COCO is an
ROCE-accretive
deployment of
excess cash.

Management
highlighted their
"Omni-linkage"
where store
inventory is
visible on
marketplaces,
allowing full-price
sales from
EBOs. This tech
integration
prevents "dead
stock" and is a
key driver of the
improved 4.1x
inventory turns.

Tech-led
efficiency

None 4.0

Management
guided [90-100
Cr annual capex,
with the first
priority being
debt repayment.
This confirms the
"Harvesting"
stage of the
capital cycle,
where FCF is
used to
deleverage
rather than risky
M&A.

Disciplined

None 5.0 .
capital

Management
expects to be
zero (or near-
zero) net debt in
2-3 years.
Reaching zero
debt will
significantly
boost PAT by
reducing the (80
Cr+ annual

Deleveraging

None 4.5 .
trigger

interest burden.



Analyst /

Q# Rel. Theme Category

Firm

Dhiraj
) Arrow/FM . .
13 4.0 Mistry, N Financials
. Profitability
Antique
Dhiraj .
. Growth Business
14 3.5 Mistry, .
. Skew Overview
Antique
Devanshu .
Monthly Business
15 45 Bansal, .
Trends Overview
Emkay

Underlying
Concern

"How are we
in terms of
bringing mid-
single digit
profitability for
Arrow and
FM?"

"Will Tommy/
CK/USPA
continue to
grow faster
than Arrow/
FM?"

"Talk about
performance
across
months in Q2
and festive
trends so far."

Management
Response &
Investment
Implication

Evaded Cred. Verdict

Management
reaffirmed the
200 bps annual
margin
expansion target
for these
laggards, with
Arrow expected
to hit (1,000 Cr
NSV first.
Scaling these
brands to hit
fixed-cost
coverage is the
"last mile" for
AFL’s
consolidated
profitability.

High-stakes
target

None 3.0

Management
expects all
brands to grow
12-15%, but
Arrow/FM
"should grow
faster" due to
their smaller
base and sub-

Portfolio

None 85
balance

scale store
counts. If
laggards outpace
leaders, the
"Minority
Interest" leakage
will naturally
diminish.
Management
noted July/
August were
strong due to
delayed EOSS
(End of Season
Sale) and
September
benefited from
early festive/
tower events. A
strong start to
Diwali/Pujo
suggests Q3
could be a beat if

Momentum
signal

None 4.5



Analyst /

Q# Rel. Theme Category

Firm

Devanshu
Channel . .
16 35 Bansal, . Financials
Margins
Emkay
Rajiv
. Gross . .
17 4.0 Bharati, . Financials
Margin
Nuvama
Rajiv .
. Business
18 3.0 Bharati, Store Count .
Overview
Nuvama

Underlying
Concern

"What key
initiatives
helped drive
margin gains
across
channels?"

"Why did
gross margin
not increase
despite higher
retail/B2C
mix?"

"What is the
net store
addition
number?"

Management
Response &
Investment
Implication

Evaded Cred. Verdict

the wedding
season holds up.

Management
cited COGS
efficiency (+50
bps), pruning the
"tail" of
department
stores (lowering
manpower/
supply costs),

None 4.0
and better

Efficiency-led

discount control.
This proves the
margin
expansion is
structural/
operational, not
just a one-off
pricing hike.

Management
explained that
COGS/
Discounting
improved
margins, but the
preponement of
"Online Tower
Events" (which
have lower GP
but good
EBITDA)
changed the mix.
This is a crucial

Mix-math

None 4.5
clarified

distinction—
EBITDA and
Cash Flow are
improving even if
Gross Margin
stays optically
flat.

Management
focused on "Net
Square Footage"
(36k in Q2)
rather than
count, as they
are closing small,
irrelevant stores
to open large
marquee

None 4.0 Metric shift



Management

Analyst / Underlying Response &

Q# Rel. . Theme Category Evaded Cred. Verdict

Investment
Implication

Firm Concern

buildings. Area
expansion is the
better metric for
future revenue
potential than
pure door count.

PATTERN FLAGS & SENTIMENT * Theme 1: The "Owned vs. JV" Profit Gap. Analysts remain hyper-fixated
on why PAT isn't higher. Management is being very transparent: Tommy/CK are highly profitable but shared,
while FM/Arrow are the current reinvestment targets. The posture is "patience," with a clear roadmap to scale
Arrow/FM to [1,000 Cr to fix the mix. *Theme 2: B2C Pivot as a Risk-Mitigant. Management is aggressively
selling the "Direct-to-Consumer" story. By controlling the inventory and pricing (marketplace model), they are
insulating themselves from the "wholesale distress" seen in the rest of the industry. Analysts seemed convinced
by the inventory turns (4.1x) as proof of this success. * Theme 3: Aggression in a Slow Market. AFL is not
cutting capex or expansion. They are opening 4,000 sq ft stores while others are retracting. This is a "land grab"
strategy aimed at gaining market share while unorganized retail struggles with high costs.

Analyst Sentiment Verdict: The sentiment was decidedly positive, a notable shift from the "cautious" tone of
Q1. Analysts were impressed by the 4.6% LTL rebound and the absolute reduction in inventory. Friction remains
only on the "Minority Interest" math and the timeline for Arrow/FM to stop dragging the bottom line.
Management’s credibility has reached a multi-quarter high because they delivered on the "acceleration”
promised in August.

5. WHAT CHANGED vs PRIOR QUARTER

What Changed

Prior Quarter (Q1 FY25)

This Quarter (Q2 FY25) Direction

Retail LTL Growth 1.5% (Subdued) 4.6% (Rebound) 1 Improving
EBITDA Margin 12.9% 13.3% t Improving
Inventory Value 1,063 Cr 1,163 Cr (Seasonal buildup) I (Lower YoY)
Inventory Turns 4.0x 4.1x 1 Improving
Online Channel "Normalizing" 20% Growth (B2C +40%) 1 Improving

Net Debt Focus

FCF Generation

2-3 years to Zero Debt

1 Higher Clarity

Marketing Posture Defensive/Balanced High-Decibel (Orry/Hrithik) 1 Aggressive
Minority Interest 13 Cr 20 Cr | Leakage Up
ROCE Trajectory "Moving toward 20%" Near 19% 1 Improving

Wholesale Strategy

Flat Growth

Intentional "Tail Pruning"

- Structural Shift
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