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What is Inventory?
e Tangible property held for sale, in production for sale, or for consumption in producing
goods/services.
e /Inventories also include stock of goods like raw materials including components, work-in-
process, finished goods including by-products, maintenance supplies, stores and spare parts,
and loose tools.

Importance of Inventory?
e Asset Value: Constitutes a significant portion of total assets, especially in manufacturing,
trading, and some service entities
e Financial Impact: Affects cost of goods sold, profitability, and balance sheet accuracy
o Audit Relevance: Verification is critical to prevent misstatements, fraud, or losses, particularly
In India where inventory is a key asset. Where third parties hold significant stocks of the entity, it
becomes necessary that the auditor gets a written confirmation of the stocks held.
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SPRO UW Recent Red Flag_at Ramkrishna Forgings Ltd (RKFL)

Inventory Discrepancy Disclosure — RKFL (April 26, 2025)

On April 26, 2025, RKFL announced that discrepancies were identified during the annual physical
iInventory verification for the financial year ended March 31, 2025. In response, the Audit Committee
has engaged independent external agencies to conduct a joint fact-finding investigation to
determine the root causes.

While the verification process is ongoing, the company’s internal estimates suggest a_potential
adverse impact of approximately 4% to 5% of its net worth. Based on the findings of the joint
report from the independent agencies, the company will recognize the financial impact on a one-
time basis in its financial statements.

— Company Filings, BSE
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SPRO UW Inventory Valuation Concerns for RKFL

« RKFL's inventory stood at INR 13.7 billion (as on H1 FY25), representing a significant 46.5%
of its total net worth. This underscores the critical importance of accurate inventory valuation
to the integrity of the balance sheet.

o Notably, finished goods in transit amounted to INR 500 million in FY24, comprising 28% of
total finished goods. Such inventory, being with third parties, poses challenges for physical
verification.

o Auditors typically depend on physical verifications conducted by the company. Discrepancies
are not usually flagged unless they exceed a 10% threshold, as seen in RKFL’s audit
report, which noted the verification process but raised no red flags.

This practice creates a potential blind spot. Discrepancies of 8-9%, while below the
reporting threshold, could still be materially significant—especially for companies like

RKFL, where inventory is a major balance sheet component.
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o Within the NSE-500 universe, close to 10% of companies hold inventories equivalent to
40% of their net worth and 20% of their annual sales—excluding sectors where inventory Is
not a material component.

o While these figures may not immediately trigger alarm, they point to a critical risk: in
companies with large inventory holdings, even moderate valuation mismatches can
materially erode shareholder value. Such discrepancies often go unreported in audit findings
due to high materiality thresholds, making them easy for investors to miss.

e Glven these risks, there is a pressing need for both companies and auditors to adopt stricter
standards for identifying and disclosing inventory-related issues. Investors, too, should be
especially cautious—closely monitoring_not just inventory levels, but also movements,
valuation methods, and the portion held with third parties.
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Inventory/ Inventory/ Inventory/ Inventory/ Inventory/
S. No. Company Name* Net Worth Net Worth Net Worth Net Worth Net Worth Impact of Inventory
FY20 FY21 FY22 FY23 FY24

OPMA* has declined significantly—from 22% in FY22 to
16% currently —accompanied by a steep drop in stock

1  Uniparts India Ltd. 76% 61% 64% 55% 49% |price
OPM has consistently fallen, dropping from 20-21% in

2  Lux Industries Ltd. 67% 47% 64% 47% 41%|FY21/22 to just 9% now
Since FY20, OPM has deteriorated from 15% to
operating losses or low single-digit margins, amid

3  Meghmani Organics Ltd. 31% 32% 44% 39% 34% |recurring fire incidents and insurance claims
Internal estimates indicate a potential impact of 4-5%
on the company’s net worth, reflecting substantial
financial strain. Valuation multiples have already

4  Ramkrishna Forgings Ltd. 41% 50% 66% 69% 41% |contracted.
On a positive note, inventory management has shown

5 Supriya Lifescience Ltd. 33% 27% 15% 17% 10% |significant improvement over the past three years
OPM has sharply declined—from 20% in FY21 to 10%
currently—underscoring the ongoing operational

6 Rupa & Company Ltd. 81% 54% 66% 53% 44% |challenges

Source: ACE Equity; *"OPM: Operating Profit Margins; * no specific criteria for stock selection
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DISCLAIMER

This report has been prepared by Research Analyst and is solely for information of the recipient only. The report must not be
used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk
appetite or the particular circumstances of an individual investor; readers are requested to take professional advice before
investing. Nothing in this document should be construed as investment advice.

Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation
of an investment in securities of the companies referred to in this document (including merits and risks) and should consult
their own advisors to determine merits and risks of such investment.

The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith
from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of
warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are
subject to change without notice. Descriptions of any company or companies or their securities mentioned herein are not
intended to be complete. Research Analyst is not obliged to update this report for such changes. Research Analyst has the right
to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any
person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject Research
Analyst or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent
or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the
attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or
indirectly, for any purposes or in any manner.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. This document is not, and
should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This
report should not be construed as an invitation or solicitation to do business with Research Analyst.

Research Analyst do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the
investments made or any action taken on basis of this report.
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Standard warning
“Investment in securities market are subject to market risks. Read all the related documents carefully before investing.”

Disclaimers
“Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide
any assurance of returns to investors”

™ Content Compiled by Sprout Research
0 Trade Name: Shikha Kapur Proprietor of Sprout Research

S P RO U SEBI Registration No. INHO00019169

Research

Wwww.sproutpartners.in




