
IJSTE - International Journal of Science Technology & Engineering | Volume 1 | Issue 11 | May 2015 
ISSN (online): 2349-784X 

 All rights reserved by www.ijste.org 
 

210 

Evaluation of Indian Construction Companies 

using Financial Tool 

  

Mr. Gaurav R. Desai Prof. Abhay M. Joshi 

Student Associate Professor 

Department of Civil Engineering Department of Civil Engineering 

TKIET Warananagar, Shivaji University, Kolhapur D.Y. Patil College of Engineering and Technology, Kolhapur 

 

Abstract 

In this paper we are going to focus on how the tool ratio analysis can be used for analyzing the financial performance of selective 

Indian construction companies by determining various financial ratios. The calculated ratios will be used to showcase the 

performance of each department of the company. The trend of performance of these companies for four years will be evaluated.   
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________________________________________________________________________________________________________ 

I. INTRODUCTION 

Indian construction industry has witnessed drastic changes in the last decade.  With large number of projects involving 

infrastructure, power generation, water supply, oil and gas projects etc. Indian construction companies have been brought to a 

level to test their extraordinary management skills, financial management techniques, manpower etc. With huge capital involved 

in all projects at various stages the management has to keep an eye on each aspect like assets, liabilities, funds flow, liquidity, 

profitability, operating expenses etc. A financial tool which helps the management of the company to handle all these elements 

together is Ratio analysis. Ratio analysis is done using company’s Annual reports. Ratio analysis allows shareholders, creditors, 

Government and analysts to make an evaluation of firm’s performance. Ratios provide an easy way to compare present 

performance with the past. Analysis of different financial ratios shows how the company performs in each department and helps 

to predict the expected future outcome using past and present performance. 

II. CONSTRUCTION INDUSTRY AND RATIO ANALYSIS 

Construction companies involve different kinds of financial investments and requirements like purchasing of fixed assets, stores 

and materials like cement, steel, aggregates, sand, etc. which come under inventories. The investments in inventories require 

great care as too much investment may lead to storage problems, idling of inventories, wastage and unnecessary funds blockage.  

The inventory turnover ratio helps to determine the amount of funds involved in inventories compared to total revenue.  

     The liquidity ratio helps to measure the liquidity of the firm and its ability to meet its maturing short term obligations. The 

liquidity ratios like current ratio, quick ratio are useful for this purpose. These ratios show how the construction company 

manages their current assets, loans, current liabilities and provisions, inventories etc. The leverage ratios like debt-equity, 

proprietary, shareholders equity etc. help to analyze the long term financial stability of the construction firm and its ability to 

meet all its liabilities. Asset management ratios measure how effectively the firm employs its resources. These are also called as 

Activity or Turnover ratios which involve comparison between the total revenue generated and investment in various accounts-

inventories, debtors, fixed assets etc. The construction companies require variety of materials for construction purpose which is 

purchased from different suppliers. The purchase may be sometimes in the form of credit for a certain period; in such case 

creditor’s payment period helps to determine that in how much duration the company pays the credit. In the same way the 

company has many debtors and the debtor’s turnover ratio and debtor’s collection period shows the debtors performance towards 

the company. 

      Assets are the backbone of the construction companies which are in the form of land which may be owned or leased, 

buildings and sheds, plants and machinery, light and heavy vehicles, computers etc. which are further classified as tangible and 

intangible assets. The assets occupy the majority of the company investments. Fixed assets and total asset turnover ratios help to 

analyze the asset utilization of the company with the help of important factor depreciation.  

       Profitability the goal for which each company strives with its entire workforce. The profitability ratios help to analyze the 

adequacy of the profits earned by the company over the given period and also help to check whether it is increasing or declining. 

Profitability ratios show the combines effects of liquidity, asset management and debt management on operating results. They 

are measured with reference to revenue, capital employed, total assets employed, shareholders funds etc. 

       Operating expenses are a vital part of any company. In construction sector they consist of material used, labour employed, 

factory overheads, Administrative expenses etc. The comparison of these factors with the total revenue shows a clear picture 

whether the cost content is high or low in the figure of revenue generated. The operating ratios help to determine these values. 
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      The construction companies have many projects in operation at various locations, some new projects yet to commence, in 

such cases the management of the company has to consider all the possible factors required for the same like finance, resources 

like material, labour, machinery etc.  

      The annual report of the company and its consolidated statements contain aggregated data from all the ongoing projects of 

the company and its subsidiaries which are used for ratio analysis, so bad management at any one project can affect the overall 

performance as well as the reputation of the firm. By using the financial tool the company can assess its performance at regular 

time periods so that it may help to avoid future loss to the company. 

III. DATA COLLECTION 

The data for the analysis is secondary data, which is secondary in nature i.e. already collected information. This data is collected 

through Company’s Annual Reports from 2011 to 2014. 

Interpretation of Annual Reports: 

1) Balance sheet 

2) Profit and Loss account 

3) Cash Flow statement 

IV. METHODOLOGY 

 Ratio Analysis: A.

A ratio is quotient of two numbers and the relation expressed between two accounting figures is known as “accounting ratio” the 

ratio analysis concentrates on the interrelationship among the figures appearing in the financial statements.  Ratios depict the 

areas in which the construction company is competitively advantaged or disadvantaged to comparing to those of other companies 

of the same size within the same industry. 

The annual reports of three Indian construction companies Hindustan Construction Company Ltd, Larsen and Toubro Ltd, 

Punj Lloyd Ltd. have been taken from the year 2011 to 2014 for the calculation of ratio analysis. The consolidated statements 

consisting of Balance sheet, Profit and Loss-account, Cash Flow statement data has been taken for analysis purpose. 
Table – 1 

Financial Ratio Formulas 

Ratio Formula 

Liquidity ratios  

Current Ratio 
Current Assets 

Current Liabilities 

Quick ratio 
Current Assets - Inventories 

Current Liabilities 

Leverage Ratios  

Proprietary ratio 
Shareholder’s funds   x 100 

Total assets 

Debt to Equity ratio 
Total Debt 

Shareholder’s funds 

Shareholders equity ratio 
Shareholder’s funds 

Total assets (tangible) 

Asset Management Ratios  

Debtors Turnover ratio 
Total Revenue 

Sundry debtors 

Stock/Inventory turnover ratio 
Cost of goods sold 

Average inventory 

Debtors Collection period 
Sundry debtors x 100 

Total Revenue 

Creditors Turnover 
Credit purchases 

Average creditors 

Creditors Payment period 
Average creditors x 365 

Credit purchases 

Fixed assets turnover ratio 
Total Revenue 

Fixed assets 
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Total assets turnover ratio 
Total Revenue 

Total assets 

Sales to Capital Employed ratio 
Total Revenue 

Capital Employed 

Profitability Ratios  

Net Profit Margin 
Net Profit  x 100 

Total Revenue 

Gross Profit Margin 
Total Revenue - Cost of goods sold x 100 

Total Revenue 

Cash profit ratio 
Net Profit  + Depreciation x 100 

Total Revenue 

Return on Total assets 
Net Profit after tax x 100 

Total Assets 

Return on capital employed 
Net Profit x 100 

Capital Employed 

Operating Ratios  

Labour cost ratio 
Employee cost x 100 

Total Revenue 

Material cost ratio 
Materials consumed x 100 

Total Revenue 

V. ANALYSIS 

By using the formulas in Table I the ratio analysis is done and the calculated ratios are displayed in Table II 
Table – 2 

Financial Ratio Analysis 

Sr. 

No. 
Ratios Company 2011 2012 2013 2014 

 LIQUIDITY RATIOS  

1. Current Ratio 

HCC 1.21 1 1.28 1.11 

L&T 1.37 1.39 1.4 1.25 

Punj Lloyd 1.35 1.17 1.02 1.01 

 

2. 
Quick ratio 

HCC 0.44 0.40 0.56 0.53 

L&T 1.29 1.30 1.31 1.17 

Punj Lloyd 0.64 0.50 1 1 

 LEVERAGE RATIOS  

3. Proprietary ratio 

HCC 8.96 5.26 3.39 3.40 

L&T 26.44 24.70 23.66 22.18 

Punj Lloyd 24.39 20.01 17.35 14.08 

4. Debt to Equity ratio 

HCC 4.40 6.72 15.94 15.31 

L&T 1.19 1.41 1.55 1.58 

Punj Lloyd 0.72 0.71 0.67 1.06 

5. Shareholders equity ratio 

HCC 0.61 0.39 0.19 0.29 

L&T 2.30 2.08 1.62 1.82 

Punj Lloyd 1.46 1.15 1.08 0.76 

 ASSET MANAGEMENT RATIOS  

6. Debtors Turnover ratio 

HCC 11.19 11.78 12.62 14.65 

L&T 3.75 3.19 3.28 3.26 

Punj Lloyd 3.7 4.45 3.63 4.65 

7. Stock/Inventory turnover ratio 

HCC 2.00 1.74 2.00 2.00 

L&T 16.85 11.24 14.46 14.70 

Punj Lloyd 1.72 1.92 3.63 57.17 

8. Debtors Collection period 

HCC 32.61 31.00 28.92 24.91 

L&T 97.21 114.33 111.13 111.84 

Punj Lloyd 98.58 81.95 100.48 78.48 

9. Creditors Turnover 

HCC 3.83 3.65 4.34 4.56 

L&T 2.56 2.82 2.91 2.96 

Punj Lloyd 1.10 0.96 0.99 0.98 

10. Creditors Payment period 
HCC 75.50 78.55 68.32 65.69 

L&T 142.63 129.22 125.54 123.48 
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Punj Lloyd 174.19 186.00 183.18 184.38 

11. Fixed assets turnover ratio 

HCC 1.56 1.56 1.44 1.87 

L&T 2.3 2.39 2.34 2.50 

Punj Lloyd 3.5 3.53 3.44 3.21 

12. Total assets turnover ratio 

HCC 0.54 0.57 0.57 0.60 

L&T 0.56 0.55 0.53 0.51 

Punj Lloyd 0.67 0.74 0.72 0.70 

13. Sales to Capital Employed ratio 

HCC 1.04 1.30 0.95 1.06 

L&T 0.94 0.89 0.85 0.85 

Punj Lloyd 0.67 0.74 0.72 0.70 

 PROFITABILITY RATIOS  

14. Net Profit Margin 

HCC -0.89 -6.43 -5.59 -2.82 

L&T 8.41 7.21 6.89 5.69 

Punj Lloyd -0.73 0.85 -0.06 -4.91 

15. Gross Profit Margin 

HCC 0.95 -9.08 -7.30 -3.79 

L&T 12.83 10.71 10.10 8.69 

Punj Lloyd 0.19 0.38 0.35 -5.69 

16. Cash profit ratio 

HCC 2.09 -3.25 -1.95 0.30 

L&T 10.89 9.63 9.05 7.37 

Punj Lloyd 2.57 3.62 2.95 -1.39 

17. Return on Total assets 

HCC -0.49 -3.66 -3.17 -1.70 

L&T 4.70 3.94 3.64 4.84 

Punj Lloyd -0.41 0.77 -0.18 -4.06 

18. Return on capital employed 

HCC -0.93 -8.35 -5.30 -2.98 

L&T 7.92 6.44 5.83 2.88 

Punj Lloyd -0.94 2.14 -0.58 -13.57 

 OPERATING RATIOS  

19. Labour cost ratio 

HCC 11.03 11.52 11.05 10.03 

L&T 7.05 7.67 8.23 9.32 

Punj Lloyd 13.81 12.54 14.34 13.76 

20. Material cost ratio 

HCC 0.49 0.99 0.65 0.69 

L&T 16.67 16.78 14.27 11.18 

Punj Lloyd 29.22 28.74 29.97 34.89 

VI. INTERPRETATIONS 

1) Liquidity Ratios 

 Current Ratio: A.

A current ratio of 2:1 is considered as a standard value. Comparatively HCC has maintained a low current ratio almost 1:1 which 

means it has low level of current assets to meet its short term obligations, while L&T has maintained a good ratio range of 

1.35:1, Punj Lloyd has current ratio decreasing from 2011 to 2014 which is not satisfactory indication. 

All the companies have ratio below standard value 2:1 which is unacceptable. 

 Quick Ratio: B.

HCC has a quick ratio of 0.45:1 which is lower to standard value of 1:1 so it is harmful factor for the company as it cannot meet 

its current obligations. L&T has maintained the standard level of this ratio. Punj Lloyd has managed to keep an optimum level of 

quick ratio. 

 L&T has a good ratio level of 1:1 which is as per standard and well maintained. 

2) Leverage Ratios: 

 Proprietary Ratio: C.

The standard value is 60% and above, HCC has very low proprietary ratio in range 3 to 8% which is dangerous and indicates that 

company large depends on debts for its operations and is in unsound financial position. L&T has this ratio in rage 22% to 26% 

with decreasing trend and this is at satisfactory level. Punj Lloyd has ratio decreasing from 24% to 14% over the years which 

means that the company owes more to debts which is harmful for its growth. 

 L&T has good proprietary ratio level maintained of the other two compared. 



Evaluation of Indian Construction Companies using Financial Tool  
(IJSTE/ Volume 1 / Issue 11 / 034) 

 

 All rights reserved by www.ijste.org 
 

214 

 Debt to Equity Ratio: D.

The standard ratio is 2:1. HCC has a ratio trend increasing from 4.40:1 to 15.31:1 over the years which indicates that makes its 

asset financing through debts with higher interests payable which will lead to the bankruptcy of the company in the future. L&T 

has ratio in the range of 1.5:1 which is almost good as it makes its assets through equity.  

Punj Lloyd has ratio range of 0.8 which is allowable for the company. 

  L&T has maintained almost standard ratio level which makes it superior than other companies. 

 Shareholders Equity Ratio: E.

This ratio indicates that how much shareholders would receive in the event of a company-wide liquidation. HCC has very poor 

ratio which is not favourable for shareholders of the company. L&T has a satisfactory ratio level maintained. Punj Lloyd has 

ratio level declining making it unacceptable. 

 L&T has a fair shareholders equity ratio of the three companies. 

3) Asset Management Ratios: 

 Debtors Turnover Ratio:  F.

HCC has the ratio increasing at a steady rate over the years which means the company has efficient credit management policy. 

L&T has constant and low ratio level which shows that the company has not taken any steps to improve it which is not 

acceptable. Punj Lloyd shows fluctuations in the ratio over the years which indicates that it is trying to improve the debtor’s 

turnover each year with new policies. 

 HCC has good debtor’s turnover as compared to other companies. 

 Stock/Inventory Turnover Ratio: G.

HCC has lower ratio which indicates stock is not movable, blocking of funds and has impact on liquidity of the company so it is 

dangerous for the company. L&T has maintained a good level of this ratio at a constant level which helps its growth. Punj Lloyd 

has very poor ratio from 2011 to 2013 but a sudden peak rise in ratio in 2014 showing an indication of overtrading. 

 L&T has good stock turnover ratio over the years compared with others. 

 Debtors Collection Period: H.

HCC has average debtors collection period of 30 days i.e. 1 month which is good for the company and its growth. L&T and Punj 

Lloyd have this period in the range of 90 to 100 days i.e. 3 months which is high and indicates that these companies are 

inefficient in collecting their debts. 

 HCC with debt collection period of 1 month has best period than L&T, Punj Lloyd. 

 Creditors Turnover: I.

HCC has this ratio in the range 3 to 5 which means accounts are settled by the company 3 to 5 times a year. L&T and Punj Lloyd 

have lower value of ratio which reflects liberal credit terms granted by suppliers. 

 HCC has a good creditor’s turnover compared to other companies. 

 Creditors Payment Period: J.

HCC has creditor’s payment period about 70 days which is optimum for the company. L&T has this period of average 130 days 

which is good. Punj Lloyd has credit period of 180 days which is high and may affect credit rating of the company. 

 HCC has satisfying creditor’s payment period of the three companies. 

 Fixed Assets Turnover Ratio: K.

HCC has very low level of turnover ratio which means idle capacity and this is not satisfactory. L&T has ratio increasing over 

the years and is almost acceptable. Punj Lloyd has good ratio with increasing trend which means the company is utilising its 

assets. 

 Punj Lloyd has a good turnover ratio of the three companies. 
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 Total Assets Turnover Ratio: L.

HCC, L&T, Punj Lloyd has lower level of this ratio which indicates idle capacity and under utilisation of available resources, 

assets. 

 All the three companies have low level of Total assets turnover ratio. 

 Sales to Capital Employed Ratio: M.

This ratio shows how much sales/revenue is generated for the given capital employed, the more the ratio is better. HCC has a 

constant level of ratio which means it has maintained a good balance of both sales and capital employed. L&T has little less level 

of this ratio which means its capital employed is little more than its sales which means less profit hence should be considered. 

Punj Lloyd ratio trend shows that it is employing more capital than its revenue generation which may lead to the failure of the 

company if not improved at immediate concern.  

 HCC has good sales to capital employed ratio than other two companies. 

4) Profitability Ratios: 

 Net Profit Margin: N.

 HCC has net profit margin negative values which is a very a serious concern for the company and may lead to its bankruptcy. 

L&T has a good profit margin but with a declining trend over the years from 8% to 5%. Punj Lloyd has poor net profit margin 

with negative values and it is dangerous for the company. 

 L&T has good profit margin as compared to others.  

 Gross Profit Margin: O.

HCC has poor gross profit margin which indicates the company has done over investments and/ or inefficient utilisation of plant 

and machinery, resulting in higher production costs which is serious concern. L&T has this ratio trend falling down from 2011 to 

2014 by 2% each year but has satisfactory performance. Punj Lloyd have very low ratio value and with lowest in 2014 which 

means it has made wrong decisions while purchasing materials, sold assets at lower prices etc and this is a cause of concern for 

the company.  

  L&T has a better gross profit margin over the years compared with other companies. 

 Cash Profit Ratio: P.

HCC shows variations in cash profit ratio with negative values which means the company has failed to generate cash from its 

operations resulting in bad performance. L&T has excellent ratio level of 9% which shows the good management policy. Punj 

Lloyd has low ratio with negative value in 2014 which indicates the company’s poor performance. 

 L&T has a very good level of cash profit ratio compared with its peers.  

 Return on Total Assets: Q.

HCC has not utilised its assets for its revenue generation in a proper way which shows its negative ratio values resulting in 

inefficiency. L&T has maintained a satisfying level of ratio showing that it uses its assets in a proper and planned manner for 

revenue generation. Punj Lloyd has very very poor ratios which show the company has not used its assets effectively for 

generating revenues which is concerning factor for the firm. 

 L&T has best return on assets as compared to other companies 

 Return On Capital Employed: R.

HCC has negative ratios which clearly show that the management of the company has failed in decision making while doing 

investments, assets etc. L&T shows a declining trend from 8% to 3% showing decrease in profitability. Punj Lloyd shows 

variation in the ratios with much of negative values indicating improper managerial decisions. 

 

L&T has satisfying return on capital employed among its peers. 

5) Operating Ratios: 
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 Labour Cost Ratio: S.

 HCC has labour cost ratio at a constant level of 11% over the years which mean it spends 11% of its total revenue on 

employees which is allowable. L&T has also maintained a ratio of 7 to 8% which means efficiency is good and better for the 

company. Punj Lloyd has a high level of 13% of this ratio which means 13% labour costs is occupied of total revenue which 

means the company is spending more on employees which indicates inefficiency. 

 HCC has favorable labour cost ratio than its peers. 

 Material Cost Ratio T.

HCC has material cost ratio almost less than 1% of total revenue.  L&T has 14% of this ratio forming part of the total revenue 

which is moderate Punj Lloyd has the highest share of 30% of this ratio of total revenue which means company has spent a large 

amount of money on materials, inventories; this is a point of serious concern for the company. 

 HCC has good material cost ratio compared to others. 

VII. CONCLUSION 

The ratio analysis of three companies shows following results: 

 L&T has better performance in ratio analysis than its peers HCC and Punj Lloyd. 

 HCC has good debtors, creditors turnover and collection period as compared to other companies. 

 Profitability wise L&T has best performance over the years than its peers. 

 HCC has good operating ratios than other companies. 

VIII. RECOMMENDATIONS 

 The current ratio of all the three companies is not at standard level and close to it so need them to maintain it. 

 Total assets to turnover ratio of all the three companies is low, it should be maintained at optimum level. 

 Return on capital employed ratio is not at a satisfactory level over the years for all the companies which mean the 

companies have to increase their profit margin, investment turnover etc. 

 L&T and Punj Lloyd need to improve their operating ratios. 

 All the companies should carry out ratio analysis twice a year to get a clear idea of company performance. 

IX. LIMITATIONS 

 Ratios are interconnected; they must not be treated in isolation. 

 The ratios may not give accurate indication of future performance. 

 Inflation changes may affect the reliability of ratio analysis. 
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