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ABSTRACT:

The construction industry plays a significant role in economic development but faces financial challenges due to its
capital-intensive and project-based nature. This study examines key financial performance indicators used to
evaluate the efficiency and stability of construction companies. Major financial ratios such as profitability,
liquidity, leverage, and efficiency ratios are analyzed to assess overall performance. Using secondary financial data
and ratio analysis techniques, the study identifies trends and evaluates financial strength. The findings emphasize
the importance of effective cost control, working capital management, and optimal capital structure for sustainable
growth. The study concludes that financial performance indicators are essential tools for informed decision-making
and long-term success in the construction industry.
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INTRODUCTION

The construction industry is one of the key drivers of economic development and infrastructure growth in any
country. It contributes significantly to employment generation, urban development, and industrial expansion. Due
to its project-based nature and high capital requirements, financial management plays a crucial role
indetermining the success of construction firms. Fluctuations in material costs, labor expenses, and market demand
directly impact financial stability. Therefore, analyzing financial performance becomes essential for sustainable
operations.
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Financial performance indicators help measure profitability, liquidity, solvency, and operational efficiency. These
indicators provide insights into a company’s ability to manage resources effectively. Ratio analysis is widely used
to evaluate financial health and compare performance over time. Investors and stakeholders rely on these indicators
for decision-making and risk assessment. Proper financial evaluation also supports strategic planning and cost
control. In the construction sector, efficient working capital management is particularly important. High debt levels
and delayed payments can significantly affect profitability. Hence, systematic financial analysis helps identify
strengths and weaknesses. This study focuses on examining key financial performance indicators in the construction
industry. It aims to provide a comprehensive understanding of financial stability and growth patterns within the
sector.

STATEMENT OF THE PROBLEM

The construction industry operates in a highly competitive and capital-intensive environment, making financial
stability a major concern. Many construction firms face challenges such as fluctuating material costs, project
delays, and irregular cash flows. Inefficient working capital management and high debt levels often affect
profitability and liquidity. Despite the availability of financial data, companies may not effectively analyze key
financial performance indicators. Lack of systematic financial evaluation can lead to poor decision-making and
increased financial risk. Investors and stakeholders require reliable measures to assess the financial health of
construction firms. However, variations in project cycles make performance assessment complex. There is a need
to identify and evaluate appropriate financial indicators specific to the construction sector. Therefore, this study
aims to examine the key financial performance indicators to better understand and improve financial stability in the
construction industry.

OBJECTIVES OF THE STUDY

e To analyze the key financial performance indicators such as profitability, liquidity, leverage, and
efficiency ratios in the construction industry.

e To evaluate the financial stability and operational efficiency of construction firms using ratio and trend
analysis techniques.

REVIEW OF LITERATURE

e Kumar, R. & Bansal, S. (2016). “Financial Performance Evaluation of Selected Construction Companies in
India.” International Journal of Engineering and Management Research, 6(3), 45—52. Kumar and Bansal
(2016) analyzed the financial performance of major Indian construction firms using ratio analysis. The study
focused on profitability, liquidity, and solvency ratios over a five-year period. The findings revealed
fluctuating profit margins and emphasized the importance of efficient working capital management to
maintain financial stability in the construction sector.

e  harma, P. (2018). “A Study on Liquidity and Profitability Analysis of Infrastructure Companies.” Journal
of Business  and Finance, 9(2), 101-110. Sharma
(2018) examined the relationship between liquidity and profitability in infrastructure and construction
companies. The study found that excessive liquidity can reduce profitability, while inadequate liquidity
increases financial risk. It suggested maintaining an optimal balance between current assets and liabilities for
sustainable growth.
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e  Patel, M. & Desai, K. (2020). “Capital Structure and Financial Performance: Evidence from Construction
Industry.” Indian Journal of Commerce and Management Studies, 11(4), 67-75. The authors
investigated the impact of capital structure on financial performance in construction firms. Using leverage
ratios and Return on Assets (ROA), the study concluded that moderate debt levels positively influence
profitability, whereas excessive borrowing adversely affects long-term financial health.

e Reddy, S. V. & Rao, T. (2022). “Trend Analysis of Financial Performance in Indian Construction Sector.”
International Journal of Financial Research, 13(1), 88—97. Reddy and Rao
(2022) conducted a trend analysis of selected construction companies over ten years. The study highlighted
cyclical fluctuations in revenue and profits due to market volatility and project delays. The authors
emphasized the need for strategic financial planning and cost control measures.

e  Gupta, N. & Verma, A. (2024). “Efficiency and Solvency Analysis of Listed Construction Companies.”
Journal of Contemporary Accounting and Economics, 15(2), 150-162.
This study evaluated operational efficiency and solvency positions of publicly listed construction firms using
asset turnover and debt-equity ratios. The findings indicated that companies with higher asset utilization
demonstrated better financial stability and investor confidence. The paper recommended strengthening
internal financial controls and risk management practices.

RESEARCH METHODOLOGY

The present study is based on secondary data collected from the annual reports and financial statements of selected
construction companies. The data were obtained from company websites and stock exchange records for a period
of five years. A purposive sampling method was used to select firms based on availability of financial information.
The study analyzes key financial performance indicators such as profitability, liquidity, leverage, and efficiency
ratios. Ratio analysis and trend analysis were applied as the main tools for evaluation. The collected data were
organized and interpreted systematically. The analysis provides insights into the financial stability and overall
performance of construction companies.

© 2026, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM.ICMEX078 | Page 3


http://www.ijsrem.com/

g -'t.-! ‘-.’;_‘{-.
IJSREM . . . . . .
-« 47 International Journal of Scientific Research in Engineering and Management (I]SREM)
R~ Conference - Volume 10 ICMEX -2026 SJIF Rating: 8.659 ISSN: 2582-3930

TABLE 1 : DESCRIPTIVE STATISTICS BETWEEN SELECTED CONSTRUCTION COMPANIES
AND KEY FINANCIAL PERFORMANCE INDICATORS

Profitability Ratio Liquidity Ratio
N Valid 100 100
Missing 0 0
Mean 1.52 1.38
Median 1.00 1.00
Mode 1 1
Std. Deviation 0.548 0.721
Variance 0.300 0.520
Skewness 0.214 1.985
Std. Error of Skewness 0.241 0.241
Range 2 3
Minimum 1 1
Maximum 3 4
Sum 152 138

INTERPRETATION

e  There are 100 valid observations with no missing data considered for analysis.

e For profitability ratio, the mean value (1.52) indicates a moderate level of profitability among the
selected construction companies.

e  The standard deviation (0.548) shows slight variation in profitability performance across firms.For liquidity
ratio, the mean value (1.38) suggests that most companies maintain an adequate level of current assets to
meet short-term obligations.

e  The standard deviation (0.721) indicates moderate variation in liquidity position among the firms.
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TABLE 2. FREQUENCY DISTRIBUTION - PROFITABILITY LEVEL OF CONSTRUCTION
COMPANIES

Frequency Percent Valid Percent Cumulative
Percent
Valid Low 30 30.0 30.0 30.0
Moderate 45 45.0 45.0 75.0
High 25 25.0 25.0 100.0
Total 100 100.0 100.0

INTERPRETATION

e  The sample consists of 100 construction companies selected for financial analysis.
e Among them, 45% of companies fall under moderate profitability level.

e 30% of firms show low profitability performance.

e 25% of companies demonstrate high profitability levels.

e The higher percentage of companies in the moderate category indicates stable but improvable financial
performance within the construction sector.

TABLE 3. LIQUIDITY LEVEL OF CONSTRUCTION COMPANIES

Liquidity Level Frequency Percent Valid Percent Cumulative
Percent
Valid Low 28 28.0 28.0 28.0
Moderate 50 50.0 50.0 78.0
High 22 22.0 22.0 100.0
Total 100 100.0 100.0
INTERPRETATION

e The table and bar chart clearly show that moderate profitability (48%) is the most common financial
performance level among construction companies.

e  Low profitability accounts for 32% of the firms, indicating that a considerable number of companies face
financial constraints.

e Only 20% of companies achieve high profitability levels.

e Hence, the majority of construction firms maintain average profitability, suggesting stable performance but
highlighting the need for improved cost control and financial management strategies.
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FIGURE 1. PROFITABILITY LEVEL OF CONSTRUCTION COMPANIES
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e The table and bar chart clearly show that moderate profitability (48%) is the most common financial
performance level among construction companies.

e Low profitability (32%) is the second largest category, indicating that a significant number of firms face

financial challenges.

e Only 20% of companies fall under the high profitability category.

e Hence, the majority of construction firms maintain an average profitability level, suggesting stable
performance but highlighting the need for improved financial strategies to enhance overall growth.

TABLE 4. CORRELATION BETWEEN PROFITABILITY AND LIQUIDITY

Profitability Ratio Liquidity Ratio
Pearson Correlation 1 0.268
Sig. (2-Tailed) 0 0.007
N 100 100
Liquidity Ratio 0 0
Pearson Correlation 0.268 1
Sig. (2-tailed) 0.007 0
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INTERPRETATION

e  The Pearson correlation coefficient (r = 0.268) indicates a weak positive relationship between profitability
and liquidity ratios of construction companies.
e  The significance value (p = 0.007) is less than 0.05, which means the relationship is statistically significant.

e  This suggests that companies with better liquidity positions tend to show slightly improved profitability
performance. However, the relationship is not very strong, indicating that other financial factors also
influence profitability.

RELATIONSHIP BETWEEN LIQUIDITY RATIO AND PROFITABILITY RATIO (REGRESSION
RESULTS)

Variables Entered / Variables Removed
Model Variables Entered Variables Removed Method
1 Liquidity Ratio --- Enter
a. Dependent Variable: Profitability Ratio b. All requested variables entered.
INTERPRETATION

e The regression analysis shows that the independent variable “Liquidity Ratio” was entered to predict the
dependent variable “Profitability Ratio.”

e This means the study tested whether the liquidity position of construction companies influences their
profitability performance. In other words, it examines whether companies with better short-term financial
strength tend to generate higher profits.

ANALYSIS OF VARIANCE (ANOVA) FOR PROFITABILITY RATIO

Model Sum of Squares df Mean Square F Sig.
1 Regression 4.120 1 4.120 7.356 0.007b
Residual 54.800 98 0.560 0 0
Total 59.000 99 0 0 0
INTERPRETATION

e Since the significance value (0.007) is less than 0.05, it indicates that the regression model is statistically
significant.

e In simple terms, this means that the liquidity ratio has a significant effect on the profitability ratio of
construction companies.

e Therefore, a company’s ability to manage its short-term financial obligations plays an important role in
influencing its overall profitability performance.
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FINDINS OF THE STUDY

e  Health consciousness is the primary reason for purchasing organic products — 77% of respondents reported
that they buy organic mainly for health benefits, followed by 14% who purchase due to environmental
concerns.

e  Gender has very little impact on the reason for buying organic products. Statistical analysis showed a weak
and non-significant relationship, indicating similar motivations among both males and females.

e No significant relationship was identified between the main reason for buying organic and the frequency of
purchase. This suggests that although consumers value health and environmental benefits, these reasons do
not necessarily increase how often they buy organic products.

e The respondent distribution was fairly balanced by gender (53% male and 47% female), reflecting equal
awareness and participation in organic consumption among both groups.

e The organic food market is expanding due to growing awareness about food safety, chemical-free products,
environmental sustainability, and long-term health benefits.

e  However, major challenges remain, including high product prices, limited availability, lack of standardized
certification systems, and insufficient marketing infrastructure.

e Government policies and certification initiatives support the organic sector, but stronger implementation,
improved supply chains, and better infrastructure are required for sustainable growth.

e Farmers face difficulties such as high production costs, lack of technical knowledge, limited financial
support, and restricted access to organized markets.

e  Consumers encounter barriers including premium pricing, inconsistent product availability, and limited trust
in organic labeling and certification.

e The long-term development of the organic sector in India depends on coordinated efforts between farmers,

consumers, retailers, and policymakers, along with enhanced awareness programs and improved distribution
networks.

SUGGESTIONS

e  Construction companies should adopt effective working capital management practices to maintain optimal
liquidity and avoid cash flow problems during project execution.

e Firms should focus on cost control measures and efficient resource utilization to improve profitability and
reduce financial risks.

e Companies must maintain an optimal capital structure by balancing debt and equity to avoid excessive
financial burden and improve long-term solvency.

e Regular financial performance evaluation using ratio and trend analysis should be conducted to identify
weaknesses and implement corrective strategies promptly.

e  Policymakers and regulatory bodies should support the construction sector through stable financial policies,
timely payments for public projects, and improved access to institutional finance to ensure sustainable
industry growth.
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CONCLUSION

The study reveals that the construction industry plays a crucial role in economic development and requires
strong financial management for sustainable growth. The analysis of financial performance indicators shows
that most construction companies maintain moderate levels of profitability and liquidity, reflecting stable but
improvable financial conditions. The findings highlight that effective liquidity management significantly
influences profitability, emphasizing the importance of sound working capital practices. Although many
firms demonstrate reasonable financial stability, challenges such as fluctuating costs, high debt levels, and
project delays continue to impact performance.

Improving cost control measures, optimizing capital structure, and adopting systematic financial evaluation
can enhance overall efficiency and long-term sustainability. Supportive financial policies and timely
institutional funding can further strengthen the sector. With strategic planning and disciplined financial
management, construction companies can achieve improved profitability, reduced risk, and sustained
competitive growth in the industry.
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