Arvind Fashions Ltd — Nov 2026 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Inline (Revenue) / Beat (EBITDA & PAT) One-line: AFL has crossed the critical 50% Direct-to-Consumer
(D2C) milestone, proving that its margin expansion is structural, though the inventory-heavy nature of this model
is testing the balance sheet ahead of a guided H2 cash release.
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67 bps EBITDA expansion and 29% PAT growth exceeded

0
revenue growth of 10%.
Growth is driven by channel mix (D2C) and premiumization 0
rather than one-offs; GST issues in PVH are resolved.
Reaffirmed mid-double-digit revenue growth and 30-40 bps 0
annual margin expansion.
Delivered on the pivot to D2C (53% mix vs 43% in Q4) and 0
provided a specific H2 FCF target ((150-175 Cr).
Transition of "lower-tier" brands (Arrow, FM) is showing digital 0
green shoots; USPA remains an outlier in scale.
Management defended the move into in-house manufacturing 0
as a strategic de-risking of Bangladesh/FX.
Inventory rose to [1,828 Cr (+14% since Mar'26). Mgmt: "Peak 0
Q2 seasonality; H2 will unwind."
Significant H1 Capex (100 Cr) on new MP factory and office; 0
shifting toward a "nimble" supply chain.
Gross margins up 136 bps YoY; EBITDA margins reaching 0
13.9% (Post-Ind AS).
Premiumization in CK/Tommy leading to industry-leading sell- 0
thrus; USPA growth despite high base.
Currently negative due to inventory build; reliance on H2 0
"natural unwinding" for [150-175 Cr FCF.
D2C scale (53% of mix) provides superior data/signals 0
compared to wholesale-heavy peers.
Borrowings used for inventory front-loading; Net Debt/EBITDA 0
remains <1x.
Inventory days (TTM basis) remain high (~111 days); NWC days
flat at 65.
Consistent delivery on "profitable growth" mantra over the last 4
quarters.
Heavy historical reliance on Bangladesh led to the "forced" 0
capex in MP to de-risk 25-30% of shirt supply.
Amisha Jain emphasized "Retail is Detail" and structural 0

efficiency over near-term scale for transition brands.



Key Takeaways (Positives & Negatives): * Positives: The D2C pivot is no longer a "plan"—at 53% of sales
(up 380 bps YoY), it is now the primary engine of AFL. This shift drove a 136 bps gross margin expansion. USPA
continues to defy gravity with strong LTL on a high base, while the PVH brands (Tommy/CK) have fully
recovered from GST-related setbacks. Footwear and Innerwear are now substantial at 25% of the business. *
Negatives: Working capital remains a point of friction. Inventory has surged to [1,828 Cr, up from [1,605 Cr in
March 2026, leading to higher borrowings. While management attributes this to "Direct Channel" requirements
and "securing the season" against Bangladesh disruptions, it delays the FCF harvest. * The Street's Concern:
Analysts are questioning the move into in-house manufacturing (MP shirt factory) for an asset-light retail player.
Management'’s response—that 10-12% of margins were lost to Rupee depreciation and Bangladesh delays—
justifies the (100 Cr H1 capex as a de-risking necessity. * Watchpoint: Monitor the [150-175 Cr FCF guidance
for H2. If inventory does not unwind as promised, the "Asset Light" thesis will be challenged by the rising capital
intensity of the D2C model.

2. BUSINESS PERFORMANCE

2A. KEY METRICS DATA SOURCE: PPT figures used as primary source.

Current Qtr (Q2 [o]
Qr(Q Q0Q Trend Mgmt Commentary
FY27) Change
1 1.2% (vs 15% growth adjusted for festive shift; strong
Revenue (Cr) 1559 1 10.0% 1 o
Q1) LTL led by premiumization.

. . . Aided by lower discounting and better channel
Gross Margin (%) Not in doc 1 136 bps Not in doc 1

mix (D2C).
EBITDA (Post-Ind Margin at 13.9% (+67 bps); driven by operating
216 1 15.5% 1 10.2% 1
AS) leverage.
. Expansion despite 24 bps higher marketing
EBITDA Margin % 13.9% 1 70 bps 1 110 bps 1
spend.
PAT (Continuing) 48 129.7% 1 54.8% 1 Strong flow-through from EBITDA expansion.
. . Expansion led by margin gains and FCF
ROCE (%) Not in doc 1 Not in doc 1 .
generation focus.
Peak Q2 working capital; H2 FCF guidance of
Cash Flow (OCF) Not in doc ! ! 1 Q gcap g
(150-175 Cr.
Net Working Capital Inventory build offset by higher payables; NWC
P 1088 1 7.1% 1 7.1% ! Y D e
(OCr) days stable at 65.
Store Count (Net Continued focus on EBO expansion and retalil
24 (EBOs) - = =
Add) presence.
Higher share of direct channel necessitates
Inventory (CICr) 1828 1 22.5% 1 11.2% 1

higher stock.

2B. SEGMENT BREAKDOWN (Estimated from commentary) | Segment | Revenue (OCr) | YoY Growth | Margin
| Trend | vs Co Avg | Key Development | | :--- | :--- | :--- | === | :=-- | :--- | :--- | | U.S. Polo Assn. | Not in doc |
Strong | High | 1 | Above | High LTL growth; Footwear/Innerwear now 25% of mix. | | PVH (Tommy/CK) | Not in
doc | High Single | Very High| 1 | Above | Recovered from GST setback; premium CKU innerwear up 20%-+. | |
Arrow | Not in doc | In-line | Improving | - | Below | "Transition year"; focus on structural efficiency over scale. | |
Flying Machine | Not in doc | In-line | Improving | — | Below | Pivot to Gen Z; D2C channel mix improved by 3%
+. |



3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

) . Management Target / Required Run-Rate / Mathematical Historical
Dimension Category . - .
Claim Feasibility Delivery
. Consistent double-digit Achievable; H2 off to high-double- )
Guidance Revenue . . o Delivered Low
revenue growth. digit LTL start in Pujo/Diwali.
. . 30 to 40 bps annual Currently at 67-70 bps; well ahead of )
Guidance Margins . Delivered Low
EBITDA expansion. annual target.
. Take D2C share to 65% Requires ~300 bps shift annually; )
Strategy D2C Mix ) ) Delivered Low
(from 53%). trajectory is strong (+380 bps YoY).
Suppl MP Shirt factory: 3L units/ Payback 3.5 yrs; key for de-riskin
Strategy pp y y Y y y g New Target Moderate
Chain mo; 25-30% of needs. Bangladesh/FX.
H2 Free Cash Flow of High dependency on inventor
Balance Cash Flow g . .p Y y Mixed High
[150-175 Cr. unwinding from [1,828 Cr.
. . Footwear/Innerwear to Already 25% of business; CK .
Strategy Adjacencies Delivered Low

scale further. innerwear growing 20%-+.



4. ANALYST Q&A



Management
Analyst / Underlying Response &

Rel. Category Evaded Verdict

Firm Concern Investment
Implication

Management

clarified that cost

impact of new
"How much of pricing only hits in

140 bps Jan'27; current
Avinash, . . . expansion is gains are 50% o
1 4.5 Margins Financials . None 5.0 Specific
MOFSL one-off low- channel mix/
cost inventory discounting and
vs structural?" 50% cost. Structural
D2C shift protects
margins even as
input costs rise.
Management noted
PVH brands are
"Why is growing in high-
minority single to double
Avinash, . interest growth digits now that GST L
2 4.0 PVH Business . . . None 4.0 Directional
MOFSL flat if PVH issues are past. This
brands are signals a return to
recovering?" high-margin growth
for the premium
segment.
Management
confirmed this is
Free Cash Flow
"Is [150-170 Cr  (FCF) after capex
Avinash, Cash ) ) cash flow for H2. Successful .
3 5.0 Financials . . None 5.0 Quantified
MOFSL Flow target OCF or delivery will
FCF?" significantly
deleverage the
balance sheet by
fiscal year-end.
Management
expects a 5% cost
"What is the . P °
. increase, to be fully
estimated .
Karan, . mitigated by a
) ) ) impact on ) »
4 35 Asset C. Sourcing  Financials . 1.5-2% MRP hike. None 4.0 Verifiable
gross margins .
Mehta Pricing power
when new o
) . remains intact to
inventory hits?"
defend EBITDA
margins.
Management
admitted Arrow is
more wholesale-
"Does Arrow heavy but noted its
Mohammed, Brand . have a higher B2C online channel )
5 35 ) Business ) . . None 4.0 Consistent
Yes Sec Mix wholesale mix is growing at 35%.
than USPA?" Validates that the

"D2C pivot" is being
applied even to



Analyst /

Rel. i
Firm

Kaustubh,
6 3.0
ICICI
Rajiv,
7 5.0
Nuvama
Rajiv,
8 4.5
Nuvama
9 Aabhash,
Aionios

Theme

Flying
Machine

Capex

Inventory

Strategy

Category

Business

Allocation

Financials

Business

Underlying
Concern

"Is Flying
Machine
seeing any real
recovery after
the portfolio
changes?"

"Why get into
manufacturing
(MP factory)
and block
capital instead
of using sister
concerns?"

"Why did Arrow
inventory jump
50 Cr while
revenue only
grew 1%?"

"Should
revenue growth
not be faster
than square
foot addition?"

Management
Response &
Investment
Implication

Evaded Verdict

legacy wholesale
brands.

Management is
"bullish," citing Gen
Z targeting and a
3% improvement in
D2C channel mix.
Success here is
critical to prove the
AFL platform can fix
underperforming
brands.

None 3.0 Vague

Management cited
geopolitical risks
(Bangladesh),
Rupee depreciation
(10-12% loss), and
MP govt incentives
as the primary
drivers for a "nimble"
supply chain. This is
a strategic pivot
from "pure retail" to
"controlled supply"
for 30% of core
categories.

None 4.5 Strategic

Management
attributed it to
"securing the
season" against
Bangladesh delays
and preparing for a
festive digital push.
High risk of
discounting if festive
offtake misses
expectations.

Partial 3.0 Hedged

Management
explained that 15%
retail growth is a
healthy mix of 7.3%
LTL and the rest
from new space.
Shows AFL is not
just buying growth
through stores but
sweating existing
assets.

None 4.0 Directional

PATTERN FLAGS & SENTIMENT Analysts remain fixated on the Inventory vs. Cash Flow tension. Multiple
guestions (Avinash, Rajiv) focused on why inventory (1,828 Cr) is growing faster than revenue (10%) and



whether the guided H2 FCF ([150-175 Cr) is realistic. Management was confident, framing the inventory as a
"strategic buffer" against Bangladesh's geopolitical instability and a "seasonal peak” that will naturally unwind.

The second major theme was Sourcing/Manufacturing. Management was defensive yet logical regarding the
MP factory, highlighting that being a "pure-play retailer" was costing them 10% in margins due to FX and supply
delays. This marks a slight shift in the "Asset-Light" thesis toward a "Nimble-Supply" model.

Analyst Sentiment Verdict: Generally positive on operational execution but cautious on capital efficiency. The
53% D2C mix is a strong credibility booster. However, the balance sheet pressure from inventory remains the
primary overhang. Management's credibility on H2 cash release will be the "make-or-break" factor for the stock
next quarter.

5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter (Q4 FY26) This Quarter (Q2 FY27) Direction

D2C Revenue Mix 43% 53% t Improving
Inventory Value 1,605 Cr 1,828 Cr | Deteriorating

Net Working Capital [b41 Cr (Mar'26) 1,088 Cr (Sep'26) | Deteriorating
Sourcing Strategy Outsource / Asset-Light In-house (30% of Shirts) [Strategic Shift
EBITDA Margin 12.7% (H1 FY26) 13.2% (H1 FY27) t Improving

PVH Momentum GST-related setback "Recovered" / Gaining t Improving

Capex Run-rate Focused on stores Factory + Office ((100 Cr H1) Ulncreased Intensity
Digital Execution Third-party marketplaces Launch of TH.com / Own apps 1 Improving

Investor Notes: * The Working Capital Lever: The divergence between PAT (up 29%) and the lack of
immediate FCF is entirely driven by the [223 Cr inventory build since March. Management has "called its shot"
on a [150-175 Cr FCF harvest in H2; missing this would signal a fundamental breakdown in the D2C efficiency
thesis. * Thesis Update: The thesis is evolving from "Retail Turnaround" to "D2C Platform."” The successful
scale-up of Footwear/Innerwear (25% of mix) reduces dependency on the core apparel cycle. The MP factory is
a rational response to external volatility, even if it adds 100 Cr to the capex bill.
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