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ABSTRACT

Working capital meets the short-term financial requirements of a firm. The efficient handling of
cash and current assets determines the survival of a firm and it should maintain adequate
working capital for its smooth functioning. Both, inadequate working and surplus working
capital will harm the profitability and general health of a firm equally.

This paper is to examine the working capital management in Hero MotoCorp Pvt. Ltd. Hero
cycles were founded in Ludhiana in the year 1956 and it became the largest bicycle
manufacturer in India by 1975. The company was renamed Hero MotoCorp Pvt. Ltd. with a new
corporate identity. It made a rich contribution to the fields of sports and education as a sense of
corporate social responsibility.

In this paper, the structure and composition of working capital in the enterprise for a period of
ten years is analysed to report the working capital position and net profit. The Pearson
correlation was calculated and SPSS tool was used for testing of hypotheses formulated.

Keywords: Current Assets, Net profit, Pearson Correlation, Statistical Package for Social
Sciences (SPSS) and Working Capital.

I. INTRODUCTION

Working capital meets the short-term financial requirements of a firm. The efficient handling of
cash and current assets determines the survival of a firm. The firm should maintain adequate
working capital for its smooth functioning. Both, inadequate working and surplus working
capital will harm the profitability and general financial health of a firm. In this paper, an attempt
is made to examine the working capital management in Hero MotoCorp Pvt. Ltd. The origin of
the company can be traced with Hero Cycles that was founded in Ludhiana in the year 1956 and
it became the largest bicycle manufacturer in India by 1975. In the year 1980 it has introduced
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motorcycles with a slogan of “fill-it, shut-it and forget-it”. The company was renamed Hero
MotoCorp Private Limited in the year 2011 with a new corporate identity. In the year 2012-13,
the company captured 46 percent market share in two-wheeler categories with revenue of
Rs.241.66 (the US $ 3.9 billion). It made a rich contribution to the fields of sports and education
as a sense of corporate social responsibility.

Il. REVIEW OF LITERATURE

Nufazil Altaf, Farooq Ahmad Shah, (2018) study found that "How does working capital
management affect the profitability of Indian companies?” The purpose of this paper is to
examine the relationship between working capital management (WCM) and firm profitability for
a sample of 437 non-financial Indian companies. The study is based on secondary financial data
obtained from Capitaline database, pertaining to a period of ten years. This study employs two-
step generalized methods of moments (GMM) techniques to arrive at results. The results of the
study confirm the inverted U-shape relationship between WCM and firm profitability. In
addition, the authors also found that the firms should complete their Cash Conversion Cycle
(CCC) on an average by 63 days.

Dr Navena Nesa Kumari Dr M. Victor Louis Anthuvan (2017) investigated “The Impact of
The Working Capital Management on The Profitability of The Leading Listed Automobile
Companies in India” (2006- 2012). The purpose of the research is to analyze whether working
capital management can affect the company profitability of Automobile sector in India for that
study takes into consideration the top S&P CNX 500 manufacturing firms within the
geographical area of India. This study has been framed to show how efficient working capital
management impacts the corporate profitability of 10 leading listed Automobile sector in
Chennai.

Muhammad Mehta Azeem and Akin Marsap (2015) examined the various factors
determining the working capital in Pakistani non-financial firms by taking into account different
economic and financial variables relating to the business over a period of six years [2004-2009].
Descriptive analysis, ANOVA, correlation and regression analysis was applied on the panel data
to see the relationship of different variables with working capital management. In this study, it is
found that operating cycle return on assets, leverage, size and level of economic activity is
negatively related to working capital requirements of a firm whereas operating cash flows and
sales growth are positively related to working capital to requirements.

Hina Agha (2014) reviewed the impact of working capital management on profitability. The
main purpose of this study is to empirically test the impact of working capital management on
profitability. Keeping in mind this objective, he studied the Glaxo-Smith-Kline pharmaceutical
company registered in Karachi stock exchange for the period of 1996-2011. The interpretation of
results is that by increasing the debtor’s turnover, inventory turnover and by decreasing
creditor’s turnover ratios, the company can increase its profitability but there is no significant
effect of increasing or decreasing the current ratio on profitability. Therefore the results of the
research indicate that through proper working capital management, the company can increase its
profitability.
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Dimple & Ritu Jain (2013) analysed the impact of working capital management on liquidity,
profitability and element of risk on the Infosys and TCS Company. To achieve these objectives,
data has been collected from secondary sources and for getting results various kind of statistical
tools are used like ratio, average, Spearman’s coefficient of correlation etc. The results reveal
that there is a positive correlation between liquidity, profitability and risk. The study shows that
there is a positive relationship between risk & profitability and liquidity & profitability of TCS
but Infosys shows a negative relationship between liquidity & profitability. So, Infosys should
make some vigilant planning to reduce their current ratio and improve their return on investment.
This study will help the managers to make vigilant planning to manage the working capital.

Diogo Filipe Nascimento Gomes (2013) explained the relationship between working capital
management (WCM) and the firm’s profitability in Portugal. The study uses a database,
combining firm-level financial data with a matched employer-employee data, for the period from
2004 to 2009, obtaining a sample of 106,961 observations corresponding to 41,536 firms. The
relationship between WCM and profitability is analyzed using panel data methodology, applying
Fixed Effects model with robust standard errors. Results show that there is a concave
relationship between WCM and profitability, indicating that firms have an optimal working
capital level where firms should stand to maximize profitability. For CEO’s characteristics these
are positively related to profitability, showing that male, Portuguese, older and with higher
educational level CEOs have more profitable firms. The age, size, industry and location of firms
affect the optimal WCM level that maximizes profitability. For firms, with the WCM level below
the optimal point, in order to increase profitability, should increase the investment in WCM,
once there is a positive relation between the two variables for low levels of working capital.

No study pertaining to working capital management in automobile industry in general and study
of relationship between working capital and profitability in particular was reported. As such, the
present paper is an attempt to bridge the gap, with the following specific objectives and
hypotheses.

I1l. OBJECTIVES OF THE STUDY
i.  To examine working capital position of the Hero MotoCorp Private Limited

ii. To analyze the relationship between working capital and the profitability of the
Hero MotoCorp Private Limited during the period of study.

iii. To offer suggestions for effective working capital management based on the
analysis of bottlenecks, if any.
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IV. HYPOTHESIS OF THE STUDY

The hypothesis formulated for the study is tested for Hero MotoCorp Pvt. Ltd, to test the relation
between working capital and profitability:

Null Hypothesis (Ho):

There is no relationship between working capital and the profitability of the Hero MotoCorp
Private Limited

Alternative Hypothesis (H,):

There is a relationship between working capital and the profitability of the Hero MotoCorp
Private Limited.

V. METHODOLOGY OF THE STUDY

The design of the present study is descriptive and analytical in nature and desk-research method
has been used. It has covered the period of 10 years duration between 2009 and 2018. The
secondary data was collected from the published annual reports, including financial statement
data by industry given in balance sheet, profit and loss account and key financial statement of the
companies for the year 2008-09 to 2017-18 which will be directly obtained from the registered
offices and other employees of the respective companies. As it has been stated above the
research data is collected from more of secondary source and secondary data was collected with
the content analysis method. The purpose of this content is to present the research question and
hypothesis, the underlying principles of research methodology and the choice of the appropriate
research method for the paper.

Table-1: Statement of the Working Capital and Net Profit of the
Hero Moto Corp Pvt. Ltd (INR. In Cr)

HERO
YEARS MotoCorp Pvt. Ltd.
WC NP WC to NP

2008-09 484 968 1:2.0
2009-10 228 1282 1:5.6
2010-11 243 2232 1:9.2
2011-12 487 1928 1: 3.9
2012-13 906 2378 1:2.6
2013-14 1131 2106 1:1.9
2014-15 2117 2349 1:1.1
2015-16 1999 3112 1:1.6
2016-17 3360 3546 1:1.1
2017-18 4505 3722 1:0.8

Source: Annual Reports of the Company during the study period
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Table 2: Test of Relationship between Working Capital and
Profitability of the Hero MotoCorp Private Limited

WC of Hero NP of Hero
MotoCorp Pvt. Ltd. | MotoCorp Pvt. Ltd.
WC of Hero .
MotoCorp Pearson Correlation 1 .870
Sig. (2-tailed) .001
N 10 10
NP of HERO ]
MotoCorp Pearson Correlation .870 1
Sig. (2-tailed) .001
N 10 10

* Correlation is significant at the 0.01 level (2-tailed).
Note: SPSS package is used to test the hypothesis stated

A Pearson product-moment correlation coefficient was computed to assess the relationship
between the Working Capital of Hero MotoCorp Pvt. Ltd. and Profitability of the Hero
MotoCorp Pvt. Ltd. There was a strong positive correlation between the two variables,
r =.870, n = 10, p = 0.001.

Result:

There was an insignificant correlation between working capital of Hero MotoCorp Pvt. Ltd. and
the Profitability of the Hero MotoCorp Pvt. Ltd. Increases in working capital of Hero MotoCorp
Pvt. Ltd. would correlate with increases in the Profitability of the Hero MotoCorp Pvt. Ltd.
Hence, the alternative hypothesis that “there is a relationship between working capital of Hero
MotoCorp Pvt. Ltd. and the profitability of the Hero MotoCorp Pvt. Ltd.” is deemed to be
accepted.

VI. CONCLUSION

The net profit of Hero MotoCorp Pvt. Ltd. has increased during the period of study. The
net profit of the Hero MotoCorp Pvt. Ltd. was higher than the working capital of the company.
The high net profit margin of a company shows the effectiveness of the company in controlling
its costs. It ensures adequate return to the owners and enables a firm to withstand adverse
economic conditions when selling price and demand for the company’s products is falling and
the cost of production is increasing. It also indicates the efficiency of total investment and shows
the amount of profit per unit of capital invested.

To attain a higher net profit margin, the company should lower its cost of production and
increase its sales revenue. Rise in the cost of production, the decline in the volume of sales and
falling prices lead to low net profit margin. To enhance the net profit margin, the company needs
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to cut-off unnecessary expenditure and increase its sales capacity. It can also be understood as
competitive business strategy of such companies which use predatory pricing strategy also
known as undercutting in which a product is set at a very low price with the intention to achieve
new customers or to drive competitors out of the market to capture the market share and to
minimize their tax payments, as a short-term strategy. In such a scenario, the net margins may
go down and its impact on working capital management can also be evidently seen as lower
performance in managing its working capital efficiently.
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