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Arvind Fashions

Good start to FY25; maintaining a Buy

Despite an unfavourable market (heat and elections), Arvind Fashions
began FY25 well, with ~10/24% y/y Q1 sales/EBITDA growth. Sales
were in line with ARe, the higher, 12.1%, EBITDA margin led by a better
gross margin. Reported PAT was Rs138m while PAT post-minority at
Rs13m as minority interest grew 6% y/y to Rs126m. Tommy Hilfiger,
Calvin Klein (brands, part of the subsidiary) are benefiting from the
premiumisation trend. The company’s own brands’ profits rose over Q2-
Q4 FY24 and it expects the trend to endure. Net debt fell q/q to Rs2.25bn
(Rs2.98bn at end-FY24). 13 EBOs net (45,000 sq.ft.) were added in Ql,
to total 944 EBOs across 1.12m sq.ft. Guidance was retained to expand
sq.ft. at a ~15% CAGR. Revenue would rise ~10% in FY25; margins,
100bps y/y. Our estimates are largely unchanged. We expect 12/22%
sales/EBITDA CAGRs over FY24-26, led by retail expansion, healthy
growth, adjacency ramp-ups, cost efficiencies and operating leverage.
We retain a Buy, with a TP of Rs632, 12x FY26e EV/ EBITDA.

In-line sales, EBITDA margin up. Q1 sales rose 10.2% y/y, driven by 1.5%
like-to-like growth amid a subdued market. The gross margin rose 83bps y/y
to 55.2% due to the focus on full price sell-throughs and product cost
efficiencies. The EBITDA margin grew 131bps y/y to 12.1% led by the higher
gross margin and good cost control. Minority interest was Rs126m (vs. Rs119m
a year ago). Reported PAT grew to Rs138m (vs. a Rs47m loss a year back) and
PAT post-minority interest was Rs13m (vs. a Rs164m net loss).

Continued network expansion, lower net debt. Retail channel sales fell 4%
y/y and brought 44% to sales (46% a year ago). The wholesale channel grew
39% y/y, with the MBO channel up 15% y/y, its shate at 32% (23%). Online
& Others fell 23% y/y, bringing 24% to sales (31%). Net debt fell to ~Rs2.25bn
(~Rs3.97bn in FY24), to rise in Q2 because of seasonality. Net WC days were
stable at 59. Inventory turns were ~4x; inventory days, down three.

Valuation. We retain our Buy, with an unchanged 12-mth Rs632 TP, 12x
FY26e EV/ EBITDA. Risks: Keen competition; less consumption.

Key financials (YE Mar) FY22 FY23 FY24 FY25e FY26e
Sales (Rs m) 30,560 40,695 42,591 46,883 53,212
Net profit (Rs m) (2,674) 367 806 1,470 2,339
EPS (Rs) (20.2) 28 6.1 111 17.7
P/E (x) NA 100.8 743 452 284
EV / EBITDA (x) 25.6 11.3 13.7 12.2 9.7
P/BV (x) 5.0 4.1 6.0 54 43
RoE (%) (14.4) 11.2 9.3 16.7 20.5
RoCE (%) (3.5 10.6 10.9 16.0 20.2
Dividend yield (%) - 0.2 0.2

Net debt / equity (x) 0.5 04 0.3 0.2 0.0

Source: Company, Anand Rathi Research
Note: Ind-AS 116 changes included  *FY24 onwards does not include Sephora and other dormant brands
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Arvind Fashions — Good start to FY25; maintaining a Buy

Quick Glance - Financials and Valuations

Fig 1 - Income statement (Rs m) Fig 2 - Balance sheet (Rs m)
Year-end: Mar FY22 FY23 FY24 FY25e FY26e Year-end: Mar FY22 FY23 FY24 FY25e FY26e
Net revenues 30,560 40,695 42,591 46,883 53212 Share capital 530 531 532 532 532
Growth (%) 59.8 33.2 4.7 10.1 13.5 Net worth 7,503 9,096 10,033 12,207 15,429
Direct costs 17,098 20,667 20,371 21,941 24,797 Debt 5017 5977 4,661 3,361 1,361
SG&A 11,661 15798 17,115 18,743 20,831 Minority interest 1,002 1,826 1,891 1,891 1,891
EBITDA 1,802 4230 5105 6,198 7,584 DTL / (Assets) * 452 2554 2926 2926 2,926
EBITDA margins (%) 5.9 10.4 12.0 13.2 14.3 Capital employed 13,973 19,453 19,511 20,385 21,607
Depreciation 2,330 2,031 2,301 2,502 2,708 Net tangible assets ** 5012 7,131 7493 7,704 7,708
Other income 669 503 337 337 337 Net intangible assets 489 406 355 355 355
Interest expenses 1239 1,210 1,442 1,083 918 Goodwill 1112 1112 1112 1112 1112
PBT (1,099) 1493 1,700 2,951 4,296 CWIP (tang. & intang.) - 21 39 39 39
Effective tax rates (%) 5.3 26.8 34.9 26.3 25.0 Investments (strategic) - - -
+ Associates / (Minorities) (307) (503) (565) (706) (882) Investments (financial) - - - - -
Net income (2,674) 367 806 1470 2,339 Current assets (excl. cash) 19,310 20,768 20,192 25,063 27,716
Adjusted income (1,348) 590 501 1468 2,339 Cash 1,050 2,003 1,680 847 750
WANS 132 132 132 132 132 Current liabilities 13,000 11,988 11,360 14,735 16,074
FDEPS (Rs) -20.2 2.8 6.1 111 17.7 Working capital 6,310 8779 8832 10,328 11,642
FDEPS growth (%) NM NM 1197 82.2 59.2 Capital deployed 13,973 19,453 19,511 20,385 21,607
Gross margins (%) 441 49.2 522 53.2 53.4
Note: Ind-AS 116 changes included Note: Ind-AS 116 changes included * includes lease liabilities ** includes RoU
Fig 3 — Cash-flow statement (Rs m) Fig 4 - Ratio analysis
Year-end: Mar FY22 FY23 FY24  FY25¢  FY26e Year-end: Mar FY22 FY23 FY24 FY25¢e FY26e
PBT (ad]. forint. exp / otherinc.) (1,068) 2,498 3,302 4,034 5214 PIE (x) NA 1008 743 452 284
+ Non-cash items 1,752 2,063 1,698 2,502 2,708 EV/EBITDA (x) 25.6 1.3 13.7 12.2 9.7
Oper. prof. before WC 684 4561 4999 6536 7,922 EV/ Sales (x) 15 1.2 1.6 1.6 14
- Incr. / (decr.) in WC (2,435) 955 31 149% 1,314 P/B (x) 5.0 41 6.0 54 43
Others incl. taxes 118 433 627 777 1,074 RoE (%) (14.4) 11.2 9.3 16.7 205
Operating cash-flow 3,001 3173 4342 4263 5534 RoCE (%) - after tax (3.5) 10.6 10.9 160 20.2
- Capex (tang. + intang.) (166) 360 801 900 900 RolC (%) - after tax (1.6) 4.6 5.3 6.9 8.7
Free cash-flow 3,167 2,812 3541 3363 4,634 DPS (Rs) - 1.0 1.3 -
Acquisitions - - - Dividend yield (%) 0.2 0.2 -
- Div. (incl. buyback & taxes) - - 626 - Dividend payout (%) - incl. DDT 36.0 205 - -
+ Equity raised 4,948 54 23 - - Net debt / equity (x) 05 0.4 0.3 0.2 0.0
+ Debt raised (4,413) 959 (1,316) (1,300) (2,000) Receivables (days) 68 50 55 55 55
- Fin investments - - ) - - Inventory (days) 99 88 78 85 80
- Misc. (CFI + CFF) 2878 2915 1878 2,896 2,731 Payables (days) 125 91 80 98 94
Net cash-flow 861 054  (323) (833) (97) CFO: PAT % (222.7) 5377 8663 2904 236.6
Source: Company, Anand Rathi Research Note: Ind-AS 116 changes included *FY24 Source: Company, Anand Rathi Research  Note: Ind-AS 116 changes included  *FY24

onwards does not include Sephora and other dormant brands

onwards does not include Sephora and other dormant brands
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Fig 6 - Channel mix, Q1 FY25

Online & others
24%

Retail
44%

Wholesale
32%

Source: Company *Wholesale includes MBO and departmental stores

Anand Rathi Research



4 August 2024

Arvind Fashions — Good start to FY25; maintaining a Buy

] Financial Highlights

Arvind Fashions’ Q1 consolidated revenue grew 10.2% y/y to Rs9.5bn. The
gross margin expanded 83bps y/y to 55.2% on the focus on full price sell-
throughs and product cost efficiencies. Employee/other expenses grew
14.4/8% y/y. EBITDA rose 23.6% y/y to Rs1.2bn, the EBITDA margin
131bps y/y to 12.1% because of the higher gross margin and strong cost
control. Depreciation/interest expense rose 12.1/10.8%, while other
income fell ~23%. PBT grew 67% y/y to Rs236m. Tax was Rs98m (vs.
Rs188m a year ago). Minority interest was Rs126m (vs. Rs119m). The loss
from discontinued operations was Rs1.4m (vs. Rs1.2m). PAT was Rs13m
(vs. Rs164m net loss a year back).

Net debt was Rs2,250m (Rs2,981m in FY24).

Fig 7 - Quarterly and full-year results
(Rs m) Q1FY25 Q1FY24| YIY(%) Q4FY24 QIQ(%)  FY24  FY23  YIY (%)

Revenues 9,548 8,667 10.2 10,939 (12.7) 42,591 40,695 47
Cost of revenues 4274 3,951 82 5342 (20.0) 20,371 20,667 (1.4)

Gross margins (%) 55.2 54.4 83 bps 51.2 408 bps 52.2 49.2 296 bps
Employee expenses 664 581 14.4 713 (6.9) 2,601 2440 6.6
Other operating expenses 3,456 3,201 80 3,532 (2.2) 14514 13,358 8.7
EBITDA 1,155 935 236 1,351 (145 5105 4,230 20.7

EBITDA margins (%) 12.1 10.8 131 bps 124 -26 bps 12.0 10.4 159 bps
Depreciation 613 546 12.1 591 37 2301 2,031 13.3
EBIT 543 388 39.7 760 (28.6) 2,805 2,199 275
Interest expenses 381 344 10.8 354 7.5 1442 1,210 19.2
Other income 75 97 (22.9) 130 (42.6) 337 503  (33.0)
Exceptional items - - NA - NA (62) - NA
PBT 236 141 67.1 536 (56.0) 1,638 1,493 9.7
Income taxes 98 188 (47.7) 134 (26.6) 573 401 42.9

Effective tax rates (%) 416 1329 NA 25.0 NA 34.9 26.8 NA
Non-controlling interest (126)  (119) 59 (154) (17.9)  (565)  (503) 12.4
Discontinued operations 1 1 16.7 (5) NA 305  (223) NA
PAT 13 (164) NA 243 NA 806 367  119.7

Source: Company  Note: Al figures. are adjusted for discontinuation of Sephora and other dormant brands

Fig 8 — Power brands' revenue, EBITDA-margin trends
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Other highlights

B Channel-wise. The wholesale channel grew a healthy 15% y/y (more
than retail). This helped deliver a 1% higher wholesale mix at 24% (23%
a year back). Online D2C grew ~60% y/y, improving its share in overall
revenue to 25% while maintaining profitability.

B Gross margins. EoSS were postponed to end-Jun to boost full-price
sales and margins, emphasizing customer experience over EoSS-driven
demand. This strategy, along with higher price realisations, volumes,
and controlled discounting expanded the quarter’s gross matgin
~80bps to 55.2%.

B US Polo’s Q1 performance was good: double-digit EBITDA margin
and revenue growth. Adjacent categories now account for over 30% of
sales. The brand is on track to surpass Hilfiger and Klein in key financial
metrics in the medium term, owning to its strong performance. Plans
include opening more flagship stores and expanding to tier-2 cities and
tier-3 towns through department stores and MBOs to drive further
growth.

B Tommy Hilfiger and Calvin Klein brands thrived on India's
premiumisation trend; the former’s sixty stores were converted to the
COCO model, with further expansions planned, all funded by robust
cashflows.

B Arrow experienced low to moderate demand this quarter, resulting in a
low single-digit EBITDA margin in Q1. Despite limited wedding dates
in FY25, the brand aims at mid-single-digit EBITDA margins in the
medium term. A mega marketing event for the ‘Super Premium 1851
Line’ with Hrithik Roshan and GQ garnered significant social media
attention, with plans to open more stores to achieve targeted margins.

B Flying Machine is near breakeven, looking at mid-single-digit
EBITDA margins ahead. Green shoots are visible this season, with
strong online channel growth and new stores in popular Delhi malls
bolstering its trajectory, similar to where Arrow was a year ago.

B Net debt fell q/q to Rs2,250m (vs. Rs2,981m in FY24). Management
expects debt to grow Rs500m in Q2 due to the coming festival season.

B Outlook. The company aims at 10% revenue growth in FY25 (and 12-
15% in the near term). It plans to expand retail square footage by 15%
annually and targets EBITDA margin expansion of ~100bps ahead. It
expects to incur Rs1,000m capex in FY25 on Tommy Hilfiger store
openings, store renovation and IT capex.
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Arvind Fashions — Good start to FY25; maintaining a Buy

I Change in estimates

We maintain our revenue and EBITDA estimates. Our PAT estimates are
higher on updating figures from the Y24 annual report.

Fig 9 - Change in estimates

S S = N W
(Rs m)

FY25e FY26e FY25e FY26e FY25 FY26
Revenue 46,883 53,212 46,883 53,212 0.0 0.0
EBITDA 6,198 7,584 6,198 7,584 0.0 0.0
PAT 1,447 2,271 1,468 2,339 1.5 3.0
EPS (Rs) 10.9 17.2 111 17.7 1.6 3.0

Source: Anand Rathi Research
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Arvind Fashions — Good start to FY25; maintaining a Buy

I Valuation

We maintain our Buy rating with an unchanged TP of Rs632, 12x FY206e

EV/EBITDA.

Fii 10 - Valuation summai

EBITDA

Target multiple (x)
Enterprise value
Gross debt

Cash balance

Market cap

No. of shares (m)

TP (Rs)

CMP (Rs)

Upside / (downside) %

7,584
12.0
91,013
8,179
750
83,584
132.3
632
503
25.7%

Source: Anand Rathi Research. Note: Estimates are adjusted for IND-AS 116,  * Debt includes lease liabilities

Fig 11 - Valuation parameters
3%7) FY23 FY24 FY25¢ FY26e

PIE () NA 100.8
EV/EBITDA (x) 25.6
EV/ Sales (x) 15
RoE (%) (14.4)
RoCE (%) (3.5)

74.3 45.2 28.4
13.7 12.2 9.7
1.6 1.6 1.4
9.3 16.7 20.5
10.9 16.0 20.2

Source: Anand Rathi Research Note: FY24 does not include Sephora and other dormant brands

Risks

B Keener competition. On entry of foreign brands, keener competition

in India could be a key threat.

B  Lower consumption. Lethargic consumer sentiment and constrained
discretionary spends could dent revenue growth.
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