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Introduction 

 

 This paper presents with the key challenges faced by a company during the year 2011 and 

2012 and then suggests possible measures in each situation to improve the internal process. The 

paper will first discuss the strategies involves in bidding construction projects followed by a 

discussion of factors that influence the bidding strategies and finally, the financial management 

involved during construction projects considering various parameters. To understand financial 

management in construction, a thorough study of a company’s account has been done, including 

its income statement and balanced sheet, commenting on the financial stability of the company 

along with the financial issues in the company and their relevant measures has been discussed.  

 

1: Bidding strategies 

 

Following are the strategies adopted for bidding a construction project. 

High price, high profit strategy: This strategy offers huge bid amount in order to earn more profit. 

This bid is feasible for big projects such as ports, dams etc. Bidding high on small projects may 

cause you earn less projects. 

Low bid, more bid strategy: Bidding low may present you more projects so by doing several 

projects one can gain profit. 

Unbalanced quotation: It is quoting the lumpsum price of the project which cannot be changed 

through minor interior alterations. 

 (Yang Xin, 2017) 
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2: Factors Affecting Bid Decision 

 

Deciding whether to bid or not is a significant task for construction stakeholders. To remain in the 

market, where contractors have to look for projects, the sensible decision is not to bid on every 

project. (tomas Hanak1, Adriana Drozdova 1 and Ivan Marovi,  

Strategies adopted for bidding not only anticipate the win of project but for the project to produce 

maximum gain by complying with established specifications and contract. Presented here are ten 

sub variables grouped as external, internal, and environmental factors base on (A. Bagies and C. 

Fortune, 2007), (Y. Astana, R. HA, and A. Wibowo, 2015). 

.  

 

3: Financial Management in Construction 

 

The effective regulator of all problems of a construction related to budget is said to be as financial 

management. For instance, controlling expenses, directing on cashflow and payments (Ashworth, 

2004, p. 514) 
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Similarly, the knowledge of what, when and why cost is involved before the start of project, during 

the project and after the project. (Grant Bryan Jackson.2011. Pg. 14) 

 

4: Financial Management Parameters Involved During Construction 

 

Financial management involves the processes of obtaining and managing the financial resources 

for the project. Project financial management is more about revenue sources regulating net cash 

flows for the construction project than with managing day-to-day costs as compared to project cost 

management. The major procedures involved in financial management are Financial Planning, 

Administration and Records and Financial Control. 

(Abadir H. Yimam. 2011. Pg 134) 

The four financial issues addressed by The interview of D. Hugh Taylor by Mel Hensey suggests 

that engineering managers must assure their accounting staff that they should collaboratively 

provide for effective financial management of their design firm or their consulting engineering. 

The areas include, accounting reports and support, basic financial data, acquisitions of other firms 

and other financial management essentials. This paper presents with the background and essential 

parameters for successful financial management. 

 

4a: Financial Ratios in Construction 

 

For a company to understand balance and income sheet with lot of numbers is difficult at times 

hence, financial ratios are significant in understanding the financial stability of a company. 

(https://accountingforconstruction.com/5-key-financial-ratios-for-construction/) 

https://accountingforconstruction.com/5-key-financial-ratios-for-construction/
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Following are the different financial ratios established from different sources: 

Profitability Ratios 

Return on Sales (Net Profit Margin) 

Definition:    A ratio widely used to evaluate a company's operational efficiency. ROS is also 

known as a firm's "operating profit margin". 

Recommendation:    5 percent or greater 

Formula: (Net Profit Before Taxes/Net Sales) x 100 

 

Return on Owner's Equity (Return on Investment) 

Definition:    A ratio that measures the ability to realize an adequate return on the capital invested 

by the owners. 

Recommendation:    25 percent or greater 

Formula: (Net Profit Before Taxes/Net Worth) x 100 

 

Return on Assets 

Definition:    This ratio matches net profits after taxes with the assets used to earn such profits. A 

high percentage rate can show if a company is well managed and has a healthy return on assets. 

Recommendation:   15 percent or greater 

Formula: (Net Profit After Taxes/Total Assets) x 100 

 

Solvency Ratios/ Liquidity Ratios 

Acid Test (Quick or Liquid Ratio) 
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Definition:    A ratio that measures the extent a business can cover its current liabilities with those 

current assets readily convertible to cash. 

Recommendation:    1.35 or greater 

Formula: (Cash + Accounts Receivable)/Current Liabilities 

 

Cash to Current Liabilities 

Definition:    This ratio measures a company's ability to handle an absolute worst-case scenario 

when liabilities must be satisfied immediately. 

Recommendation:    A ratio of 1. In other words, you should have $1 in cash to pay off $1 of 

liabilities. 

Formula:    Cash/Current Liabilities 

 

Efficiency Ratios 

Sales to Total Assets 

Definition:    This measures the percentage of asset investments required to generate the current 

annual sales level. If the percentage is abnormally high, it indicates a business is not aggressive 

enough in its sales efforts or that its assets are not fully used. A low ratio may indicate a business 

is selling more than can be safely covered. 

Recommendation:    A ratio of 5 to 7. 

Formula:    Net Sales/Total Assets 
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Sales to Inventory (Inventory Turnover) 

Definition:    This ratio typically applies to companies that rely on inventory to help create sales. 

When this ratio is high, it may indicate that sales are being lost because the company is under-

stocked and/or customers are buying elsewhere. A low ratio may show there is not a lot of demand 

for what you have in stock. 

Recommendation:    A ratio of 6 to 8. 

Formula:    Annual Net Sales/Inventory 

 

Collection Period (Average Age of Accounts Receivable) 

Definition:    This is helpful in analysing the collectability of accounts receivable or how fast a 

business can increase its cash supply. While each industry has its own average collection period, 

more than 10 to 15 days over terms should raise concerns. 

Recommendation:    40 days or less. 

Formula: (Accounts Receivable/Sales) x Days in Period 

 

Sales to Total Labour Expense 

Definition:    This number indicates how much of your total sales revenue is consumed by payroll 

and labour-related expenses. The lower the number, the better because it suggests you efficiently 

use employees to create and manage sales. 

Recommendation:    A ratio of 0.3 or less. 

Formula:    Payroll/Sales 

 

 



9 | P a g e  

 

Sales to Technician (Field) Labour 

Definition:    This ratio indicates how much of your total sales revenue (income) is consumed by 

payroll and labour expenses related to the field (usually sales, technicians and installers). A low 

number for this is also better because it suggests that you effectively use employees to create sales. 

Recommendation:    A ratio of 0.2 or less. 

Formula:    Field Labour COGS/Sale 

 

4b: Company's Case Study using financial ratios 

 

To determine the company’s financial strength an income statement and balance sheet of the 

company has been taken and explored the financial problems in the company and its solution. 

Attached below is the income and balance statement of a company. 
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Figure 1: Income Statement of a Company 
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Figure 2: Balance Sheet of a Company 

 

1) It is evident at a very first glance that the revenue has increased by 6174101 from 34701250 

in 2011 to 40875351 in 2012. The increase is about 17.79% so it can be a positive sign, but 

it is only a preliminary analysis. Nevertheless, it is right to see the revenue's trend initially 

but considering it a positive sign is not right at the initial stage. Further exploration is 

required. 
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2) Looking to the gross profit margin's trend of the company it is evident that the ratios are 

24.27% in 2012 and 29.74% in 2011, showing a decline of 5.47%. There is a concern about 

this decline because when this ratio falls shows that the revenue generated for every dollar 

there will less profit earned. The reason behind it may be the revenue cost increment 

without the increment in price of contract. It may be due to competitive market condition, 

the purchase may not be favourable and so on hence, there is a need to further explore on 

the revenue cost, materials, labours, and subcontractors cost etc. 

 

3)  Looking at the revenue's cost there is a two-digit percentage increment in all the items 

excluding the labour, the rise of which is 0.28% which is not significant. Examining the 

vertical analysis of the income statement it is evident that the revenue has increased while 

the cost as the revenue's percentage has declined. It is to be noted that compared with 

previous year, there is a rise of 35.92% in the cost of subcontractors and the rise of 

subcontractor may be the possible cause of reduction of labours, which needs to be 

investigated further. Therefore, maintaining a balance between the direct labour of the 

company and subcontractors is necessary. 

 

4) Further investigation of income statement suggests that although the revenue has increased, 

the fall of 52.63% in net profit in 2012 is marginal, which is quite disappointing. There is 

a need to examine the report taken from the management and the causes behind this decline 

because from the vertical analysis it is evident that the net profit margin which is 3.26% is 
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quite below the average which is 5%. There is a concern for the company to gain on its 

investment a satisfactory return. 

 

5) The increase in the variable overhead total which is 34.74% from 2011 to 2012 has 

significantly fallen the profit. This is because of the increment of travel and entertainment 

cost. The rise of 68.11% in bad debts is also marginal. Also, there is a rise in instruments 

and compensation expenses of workers. A deep study of these expenses is required. 

 

6) The minor fall and rise in the revenue of total fixed overhead in the consecutive year is 

acceptable while there is a need to look at the marginal rise in maintenance and repair and 

utilities expenses which is 82.13% and 55.34% respectively. 

 

7) On one hand, the net profit margin, which is below the average, the equity ratio is an 

adequate return in the company which is 24.55%. It is evident that there is a good return to 

the stakeholders of the industry. Therefore, the points raised on 4 has to be done which is 

enough at the moment. 

 
8) The increase in maintenance and repair cost in the following year as compared to previous 

may be the indication of aging assets that need to be replaced. There is a need to look 

closely to replace the aging assets in a way that the cost of repair should be saved. Also, 

there is a need to rectify poor management in cost control which may be responsible for 

high maintenance and repair cost. 
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9)  Although the working capital has fallen in 2012, but it is not of concerned because the 

ratio 0f 1.65 at present is quite positive. And above all, the working turnover is 8.14 times 

which has been improved as compared to previous year. So, working capital can be 

minimized to maximize the cash flows. 

 

10)  Further analysis suggests that the quick ratio is 1.10 for 2012 which is quite good hence it 

is agreed that the financial health of the company is stable in short terms because the quick 

ratio gives a more accurate evaluation of financial stability of a company in short term, but 

it is not reliable in terms of cash flow timings, which is important in determining the debt 

paying ability of a company when due. So, considering quick ratio along with cash demand 

period is more adequate. Hence by visualizing the cash demand period, which is 18.63 

days, which is adequate, we can say that the company’s financial stability is well in short 

terms. 

 

11) The average age of 54.69 days is quite longer as compared to the normal industrial age, 

which is 45 days, so a better control on this factor is required on management level.  

 

12) A maximum of 30 days is the age of material inventory according to the norm, so the 

company’s average age of inventory which is 16 and 17 days for 2011 and 2012 

respectively. So, a balance should be maintained allocating funds in inventory and fulfilling 

the requirements of projects in hand. 
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13) The normal practise 45 days of payable account’s age is quite lower than the company’s 

average age, but it is none of concern because there will be more cash existing in hand as 

the payable days are longer.  

 

5: Impact of Covid-19 on Construction Sector: 

5a: Positive Impact 

 

Gumble (2020, p.18) stressed that “as a society and as an industry, we will not be the same when 

this is over. We’re adapting to working differently quite successfully (my steep learning curve 

with Skype not withstanding!) 

Kale (2020) also agreed with Gumble’s (2020, p.18) and said that “I suspect there are many office-

based construction roles that can be done at home, and this period is likely to have proved that 

such flexibility is viable and should be more widely accepted”  

 

5b: Negative Impact 

 

On behalf of Construction Leadership Council the survey led by Build UK reveals that 43% of 

respondents of the survey of “Retaining Talent in Construction” predicted over longer-term to 

make terminations (see Construction Manager, 2020a). From September 2020, about 6.7% of 

internes are likely to become jobless, while 20% of the effective employees will get affected.  

Construction company represents a workforce decrease of 7.7% who are directly employed where 

as there is a decline in independent and agency workers by 26.7%. The directly employed 

professionals, the fall of independent workers and dependent are collectively responsible for the 
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fall of workers in 2020. At the time of survey, an average of about 32% are already fur longed. 

(Lexology, 2020) 

 

5c: Impact of covid-19 on the company under consideration: 

 

The covid 19 affected the construction company more in a negative way as compared to positive.  

The manager of the company interviewed that due to the financial crises of covid 19 the cost of 

the steel went too high due to which the stakeholders of construction project, especially the builders 

went in loss because a project worth of a price x is now of 2x due to the price increment in steel. 

As a result, the builders are offering less projects to the consulting and contracting firms hence, 

their monthly profit decreases. 

As there is less labour work involved during the crises, the company has laid off many workers to 

maintain their monthly profit. The lay-off imparted a negative effect on the poor, as they become 

jobless. 

The remaining workers are working remotely hence the number of discrepancies at site are more 

as the site is less crowed hence, there are less people to perform and instruct at site. Similarly, the 

draftsman working at home are more liable to errors as there are no engineers beside them to 

instruct and to correct. As a result, a drawing has many flaws which are ignored by the engineers 

working at home. 

The positive effects include saving minor travel costs and overheads also, it provided the workers 

to work at their ease from home, hence increasing their productivity 
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Conclusion 

 

 To conclude, the stakeholders of construction projects should analyse the factors discussed 

to decide the most effective bid strategy for their projects. Moreover, they should perform the 

financial management to cater all their problems related to budget. By analysing the company’s 

account such as income and bank statement, it is evident that the company had many problems 

related to finance that required efficient and effective solutions, otherwise the company would 

have suffered loss in terms of money. This reflects the importance of effective financial 

management, especially in construction industries whose scope is substantial and involves several 

stakeholders and lot of activities. 
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