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A B S T R A C T  
The number of projects at hand is a major factor in the security of construction organizations in the industry. Obtaining a 

particular project is a risky task, and these companies require good strategies to compete with other registered contractors. This 

study focuses on G7 construction companies registered with the Construction Industry Development Board in the states of the 

northern region of Malaysia, namely Perlis, Kedah, and Pulau Pinang, through questionnaires and interviews. The study reviews 

the factors that contribute to profit margins, their strategies in winning bids, and overall bid evaluation process. Results of 40 

answered and returned questionnaires were analyzed using the average index. The “availability of qualified and efficient staff” was 

the main factor affecting the profit margins of G7 contractors. A major bidding strategy for G7 companies to win bids was to 

develop a good reputation for “safety, quality, and speed of construction project”. A complex process comprising several different 

recruiters either within the G7 contractor themselves or external organization subscription is in place for the tendering evaluation 

process.  
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INTRODUCTION 
 

Bidding and evaluation are two important functions performed by G7 construction contractors in Malaysia. 
These two functions involve a complex process that depends on several recruits within the organization itself or 
from the contributions of external organizations [1]. Thus, a systematic and comprehensive knowledge on the 
bidding and evaluation process within the G7 contractor organizations is required to optimize the most 
beneficial value outcome. The most beneficial value ensures competitive contract bidding and minimizes the 
overhead cost of a project. Successful tendering, which depends largely on evaluating the estimates of projects, 
is critical for the survival of a G7 construction company. For an underestimated bid, the more likely scenario is 
to win loss tendering, whereas overestimate bids are not likely to win any bids at all.  

The Malaysian local construction industry is price-competitive and facilitated via the use of competitive 
bidding, which has gained burgeoning popularity for awarding construction contracts [2]. Competitive tendering 
in construction is meant for G7 contractors to establish strategic decisions with regard to (i) project selection 
whether to bid for a project; and (ii) the determination of bid price if contractors choose to bid [3]. Therefore, 
this major procurement technique is driven by the lowest cost characteristic that depends on the application of 
evaluation and bidding practices. In China, competitive bidding has been proven to achieve significant 



25    Adibah Zainon et al, 2016/ Research Journal Of Fisheries And Hydrobiology 11(3), March, Pages: 24-30 

 

economic and social impact, as well as profits. The Chinese government pursues competitive bidding systems 
for construction projects through pure administration and by applying competitive bidding system [4]. 

Evaluation is described as the technical process of calculating net price to bring out a specified amount of 
building work for each item in the bid. This technical process involves assessing and forecasting the total cost, 
size, and duration of projects, as well as identifying its profitability by using project information and resources. 
A bid is a final offer determined by G7 contractors and proposed to the client for approval. A bid is the total 
amount of money that the G7 contractor will use while carrying out the project. The sum of money is included 
in the estimate and margin for overheads and profit. Deciding on an appropriate markup to add to the estimated 
price of an intended project is a complicated and time-consuming process of decision-making. Many 
determinants related to project characteristic and economic situation cannot be interpreted easily [5, 6, 7]. A 
competitive and profitable bid is obtained through the involvement and preparation to evaluate and determine 
the profit margin. These involvement and preparation involve the calculation of labor, material, plant, and site 
operation costs that later translate into a bid by the addition of appropriate markup. Overall, the complexity of 
bidding and evaluation processes relies on different personnel and outside organizations for data and 
information. Thus, to compete with other construction firms, the company must design outstanding strategies 
and provide the best price in the bid to win the project. 

Winning bids and making profit are the only possible means for a G7 contractor to remain in the industry 
and acquire its targets [8]. Projects require a long construction period, and the number of available contracts 
fluctuates each year, thus contractors experience difficulties in maintaining the continued employment of both 
labor and equipment [9]. Nevertheless, in some cases, G7 contractors undertake projects and earn profits 
without having to win a tender. However, this action is not the common practice in Malaysia. Contract 
tendering, similar to other forms of pricing, essentially involves contractors performing strategic decisions on 
which contracts to bid on until they have secured these contracts [7]. Previously, most project owners simply 
estimated the contract tenders submitted by G7 contractors on the final costs. However, concerns on factors 
other than price, such as firm finances, completion duration, quality and health, and safety plans, are growing. 
The estimated overall bid price proposed by contractors will be affected by these additional factors. Therefore, 
the evaluation and bidding section becomes important to the commercial success of a G7 construction company.  

The current paper identifies the factors influencing the profit margins of locally registered G7 construction 
companies under the Construction Industry Development Board (CIDB) in the three northern states of 
Malaysia, namely, Perlis, Kedah, and Pulau Pinang. The specific objectives of this paper are as follows: (i) to 
identify the important factors affecting the profit margin size decision of projects in Malaysia, (ii) to determine 
the most effective tendering strategy of a contractor to win a bid, and (iii) to identify the overall tendering and 
estimation process in these companies.  

 
Methodology: 

This study depends largely on questionnaires distributed randomly to 50 local respondents who worked for 
G7 companies registered with the CIDB in Perlis, Kedah, and Pulau Pinang. These 50 companies comprise 10% 
of the total population of the survey targets still active with projects at hand. These companies were selected 
because their issued capital each exceeded half a million Malaysian Ringgit. Thus, these large contracting firms 
are responsible for a large portion of the construction industry output compared with smaller firms. A set of 
factors for each profit margin decision and tendering strategy were derived through literature review and 
interview.  

Personnel meetings with the same industrial practitioners were also conducted. When initially contacted, 
respondents expressed a genuine interest in the research topic, which is believed to be the major factor that 
contributed to the high response rate. A questionnaire and cover letter that set out the research objectives and a 
brief description were distributed from September 2014 to November 2014. The respondents were asked to 
describe the organization they worked for, along with their experience, role, and characteristics of the project 
they had previously worked on over the past 10 years. Respondents were also asked to describe a previous 
project in terms of profit margin, tendering strategies, and overall processes for tendering and estimation.  

For the first and second objectives of this study, a Likert scale was used to facilitate the evaluation of 
relative importance by collating respondent opinions. Table 1 shows the recorded respondent responses on a 
Likert scale from 1 (less important) to 5 (high importance). The questionnaires were based on a Likert scale of 
ordinal measures, with the agreement toward each important statement (Figure 1). Respondents were invited to 
add further factors they considered when deciding on factors affecting the profit margin and tendering strategy, 
if any.  
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Table 1: Scale represents the level of agreement for the Likert scale 
Ordinal scale Level of agreement 
1 Very low degree of agreement/importance 
2 Low degree of agreement/importance 
3 Neutral in agreement/importance 
4 High degree of agreement/importance 
5 Very high degree of agreement/importance 

 
Ordinal scale 5 to 1 in descending order

Decreasing degree of agreement

2 4 1 5 3 

 
Fig. 1: Five ordinal measures of agreement of the Likert scale 

 
Data collected from the questionnaire survey were analyzed using the average index (AI) technique. AI was 

calculated using the following equation: 
  

-Eq.          (1) 

 
A controlled time interview was recorded with the personnel and arranged where necessary to obtain the 

third objective of this study. 
 

RESULTS AND DISCUSSION 
 

General information: 
Eighty percent of the 50 structured questionnaires distributed to the group G7 construction firms 

throughout the northern region of Malaysia were answered and returned. The highest percentage of received 
questionnaires was from Kedah at 45%, followed by Pulau Pinang at 32%; the lowest percentage was from 
Perlis at 22.5%. The main roles and functions reported were Directors and Project Managers, which represented 
approximately 89% of the respondents. The largest category comprised Directors representing 55% of the 
respondents, followed by Project Managers at 34%. The remaining categories, Engineering Operation 
Management, Engineering, and Others were presented at 5%, 5%, and 1%, respectively. The sample roles and 
functions within the category labeled as “Others” included Sale/Business Development Manager, Procurement 
Manager, and Field Services Manager.  

Four categories related to the respondents’ years of experience were used in this study; 0–4.99, 5–9.99, 10–
19.99, and 20 years or more. Respondents with less than 10 years of experience constituted approximately 28%. 
The remaining 72% with 10 years of experience or more included two sub-categories, 10–19.99 years and 20 
years or more, which accounted for approximately 45% and 27% of the respondents, respectively. 

Out of the 80% representatives, 45% of the G7 contractors firms involved mainly in building projects. 
Other types of construction work conducted by companies were infrastructure, highway and traffic, and 
industrial projects at 26%, 13%, and 7%, respectively. Only 7% of the respondents’ organizations were 
involved in other specialized projects, such as marine works, electrical, and telecommunications.  

 
Factor affecting the profit margin of G7 construction companies: 

Figure 2 shows the results of the factors affecting the profit margin of the G7 group of construction 
companies in Perlis, Kedah, and Pulau Pinang. 

Five main categories of factors affect contractor profit margin, including (i) owner characteristics, (ii) 
project characteristics, (iii) economic–environment factors, (iv) contract requirements and formal bidding 
requirements, and (v) contractors’ characteristics. Each category of factor has different influential effects on the 
organizations’ profit margins. 

The “availability of qualified and efficient personnel” under contractors’ company characteristics, with an 
AI value of 4.35, was the most significant factor influencing profit margin. This result implies that contractors’ 
concern with the availability of qualified and efficient staff that can influence their profit margin. The 
availability of qualified and efficient staff commonly includes suitability, experience, and staff performance to 
control the rate of profit. As commonly practiced by G7 contractors, few portions of work executed by 
subcontractors significantly affect the profit margin. If more work is subcontracted, the main builders might be 
able to price a lower markup. However, proper estimation is likely impossible because of subcontractors, who 
are known to delay the submission of quotation deliberately. Hence, this practice may increase the G7 
contractor’s risk and the profit margin size [6]. 

 



27    Adibah Zainon et al, 2016/ Research Journal Of Fisheries And Hydrobiology 11(3), March, Pages: 24-30 

 

0 0.5 1 1.5 2 2.5 3 3.5 4 4.5 5

Qualified and efficient personnel

Owner previous payment record

Labours, equipment and materials supply

Size of project

Experience in similar project category

Owner financial capabilitiy

Project cash flow

Current market situation

Previous experience with the owner 

Construction techniques

Previous profit in similar project

Required cash

Project complexity 

Superior technology

Reputation of the owner

Project category

Project duration

Project location

Type of owner

Type of contract

Bidding selection method

Site situation, requirements and constraint

Economy situation

Communication level with the owner

Expected rate of return

Bidding duration  

Risk potential in investment

Weather effects

Government regulations and requirements

Bidding document price

Advertising for bids

Average Index

F
ac
to
rs
 a
ff
ec
tin
g
 th
e 
G
7 
co
n
tr
ac
to
rs
' p
ro
fit
 m
ar
g
in

 
Fig. 2: Factors affecting the profit margins of G7 contractors in Perlis, Kedah, and Pulau Pinang states 

  
The second significant factor is client characteristic cluster, or the “client past payment record” with an AI 

value of 4.28. Previous payment record could emphasize different environmental factors; the G7 contractors’ 
bidding behaviors should be adjusted accordingly because if clients are unable to pay contractors on time, 
contractor’s cash flow and financial health will be affected, and consequently, they will not be able to pay their 
expenses or make a profit [6]. Hence, contractors should respond to client’s requirements and expectations 
appropriately. In this case, experienced G7 contractors can be more competiveness in tendering than 
inexperienced contractors [10, 2]. Therefore, if the contractors had previous dealings with the client, then the 
contractor may be in a better position to predict and anticipate the level of risk. If previous experience has 
shown that associated risks are high, the G7 contractor may decide to increase the project overhead costs to 
mitigate such risks, which later determine the profits for the company. If contractors had a good relationship 
with the owner in a past project, they can probably have a lower markup. G7 contractors do not only rely on 
their knowledge of working with particular clients to determine their profit margin, but also on rumors 
pertaining to intended clients [6].  

Pricing tender efficiently favors contractors to outperform competitors and markup a profit. In actual 
practice, contractors initially evaluate the possible costs of resource elements, including equipment and 
materials; subsequently, they decide on a marginal rate to formulate a tender price [2]. Within a limited timeline 
for bidding, G7 contractors are likely to select projects where they have the strength of pricing [11]. Aibinu and 
Pasco (2008) [12] have also demonstrated that the evaluation of smaller projects is subject to more biases than 
bigger projects. Such evaluation differences can be attributed to the effect of tender costing factors.  

The third significant factor includes “project size and labor, and equipment and material supply”, which 
share a similar AI value of 4.25. The size of a project reflects the immensity and complexity of the contract 
package, and is highly influenced by contractor profit margins. This result can be attributed to their attraction to 
larger projects that have a higher price and longer construction time. Thus, companies will contribute positively 
to the annual business volume of G7 contractors. The respondents have experienced higher profit margin 
percentage indicative of the higher risk associated with civil engineering work. Subsequently, a supplier of 
labor, equipment, and materials is important and can influence the contractor profit margin because projects can 
run smoothly with an adequate number of workers and equipment.  
 
Tendering strategy by G7 contractors to win bid: 

 
Figure 3 shows and summarizes the results of 29 tendering strategies used by G7 contractors.  
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Fig. 3: Tendering strategies used by G7 companies in Perlis, Kedah, and Pulau Pinang in winning the bids 

 
Tendering strategy is a vast framework to achieve a specific objective to win a contract successfully. This 

strategy also has prices that allow the G7 organization to carry out work profitably (Brook, 2004) [13]. Four 
groups of strategies were studied as follows: (i) improve the quality of estimate and profit margin estimation; 
(ii) maintain effective contractor business organization; (iii) improve tendering effectivity; and (iv) minimize 
extra allowances for undertaking risks. 

Most G7 contractors indicate that developing a “reputation for safety, quality, and speedy construction” is 
the most significant tendering strategy to win a bid. This factor had an AI value of 4.33. G7 contractors are 
concerned with building a good reputation with regard to safety, quality, and speed of the project within 
economical limits, particularly in the private sector. Therefore, they rightly focus on the input resources to 
obtain high-quality constructed facility. This finding is consistent with the previous work of Drew et al. (2001) 
[3] who studied the effects of client, and type and size of construction work on a contractor’s bidding strategy. 
This shift of contractor selection philosophy from “lowest price wins” to “multicriteria selection” has 
transformed the business paradigm in a timely fashion [2]. In the lowest price procedure, the value for money is 
difficult to secure, and overemphasis on construction price will not be beneficial to attaining combined project 
goals. These goals include schedule, quality, environment, safety, and social responsibility [14].  

A tendering strategy that enhances the skills and experiences of an estimator to improve the quality of 
estimate and profit margin classification is the second most significant strategy, and has an AI value of 4.30. 
The quality of estimation that involves the skills and experiences of the estimator in a G7 company is important 
to win the bid. If the bid estimation is not reliable, builders may price a higher markup to cover for errors or 
omissions during bidding evaluation [6]. An experienced estimator tends to provide a reasonable and accurate 
price with fewer errors. This accuracy could extend the labor, plant, or materials costing comprising the 
establishment charges used in the build-up of the unit rates. This practice results in an appropriate selling bid 
price.  

The third strategy to win tender is to enhance the skills and experiences of their buyers in purchasing 
arrangements. Having skilled and experienced purchasers will avoid discrepancies on material prices from the 
following causes: procurement from non-reliable source of supply, frequency of purchase, larger orders would 
benefit discounts, other facilities, and a prompt settlement of credit account enables contractors to enjoy credit 
facilities. Finally, the strategy with the lowest AI value has less focus on design, particularly on architectural 
design under the category of improving tendering effect. This strategy contributes an AI value of 3.45.  

 
Overall tendering and estimation process in G7 contractor organization: 

Figure 4 shows the results of the current study for bidding and estimating procedures for G7 contractor 
organizations. Constructing a project involves a hybrid process consisting of the components of products and 
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services. In this sense, clients are demanders of product/services, whereas construction organizations stand on 
the opposite side to provide the products/services [15, 16]. 

Based on the interviews conducted with the selected personnel in G7 construction company, this study 
determined that most contractors have a common tendering process. The evaluation process commences with an 
invitation and acknowledgment by the client to interested contractors to submit a tender for a proposed project. 
Generally, G7 contractors seek the tender advertisement on a website or in the newspaper, particularly for 
government projects. The decision of whether or not to bid depends on the contractors’ response to initial bid 
inquiries, which involve factors, such as turnover target, overhead budget, gross and net profit targets, 
characteristics of the project, G7 business strategy, and availability of resources.  

 

 
 
Fig. 4: Tendering and evaluation processes in a G7 contractor organization 

 
For open tenders, G7 contractors interested in undergoing a project will visit the site to view the actual 

conditions of the site and may request to tender. This type of bid is suitable for small buildings and maintenance 
work or unusual specialized projects. The probability of winning construction competition depends on the 
extent to which contractors meet clients’ requirements and expectation with reasonable prices. With more 
competing bidders, margins should be lowered to win tenders. Contractors must also select a sufficiently high 
price to provide sufficient contribution to overheads and profit. Therefore, the contractor’s tendering strategy 
should be concerned with setting the profit margin level to a value likely to contribute the best pay-off [3]. 

In the selected tender however, the contractor will be contacted directly to receive tender, and unsuitable 
builders are eliminated. Restricting the bid list to have a good reputation for G7 contractors reduces the level of 
competition by including only suitable contractors; however, this practice often results in higher bid price. In 
the current study, the role of clients in a construction business competition is to devise a game rule for a pool of 
contractors to compete, and run the game as a referee [4]. The clients should be concerned if the margin of the 
successful bidders is too low, which may lead to low quality and motivation [6]. In return, the client is 
guaranteed with better work standard, and the job will be completed on time. Thus, extra costs would be 
significantly outweighed because the client has carefully selected the builder.  

Similar to open tender, site visits are arranged by the client. The contractor will be provided with a 
description of the project and the owner’s project requirements. Subsequently, if the contractors are interested in 
the project, they will purchase the tender form from the client and fill it out within a week after purchase. This 
form consists of the tender document and drawing plan for the price estimate of the evaluator. The actual price 
will be revised and inserted into the document by referring to the specifications in the tender form. The form 
will be sent to the client before the closing date for a bid. Within two or three weeks, the client will inform the 
contractor whether they succeed. For open tender, the owner provides the answer via advertisement. However, 
for selected and negotiated tenders, the owner will contact and convey the results to the successful contractor. 

After announcing the results, some owners prefer to start the project with the successful contractor. For 
some owners however, interviews will be conducted for the successful G7 contractors selected when the client 
chooses more than one contractor. Interview tender describes the technical aspects, costs, materials used, and 
background of the client company. The owners will choose a successful contractor from the interview within a 
period of two or three weeks. If successful, the owners will issue a letter of acceptance, and the contractor can 
begin the project until the stated due date. Normally, the quantity surveyor, project manager, general manager, 
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and director are involved in the preparation of specifications, bills of quantities, price estimation, and overall 
tendering process, while engineers, architects, and project managers work together to review the technical 
design. The consultant team should ensure the completeness of tender documents because poor quality tender 
documents result in tendering inaccuracies. An incomplete or error-filled bid document would cause builders to 
have difficulty in proceeding with smooth construction because they would need to clarify with consultant 
architects and engineers as the work progresses. Overall, the process of tendering and estimation takes about 4–
5 months depending on the project (Figure 4).  

 
Conclusions: 

This research found that the availability of qualified and efficient personnel, which is under the contractor 
company characteristic, is a key factor with a significant influence on profit margin. G7 contractors do not 
merely look at contract and formal bidding requirements when deciding on profit margin sizes. Additionally, 
maintaining effective contractor business organizations, such as excellent reputation for safety, quality, and 
speed of construction, can be used as a competitive strategy to win bids. A complex process comprising several 
different recruiters either within the G7 contractor firms themselves or external organization subscription exists 
between the two stages of tendering and evaluation process. In the future, a similar study on the different 
regions of Malaysia could be conducted to determine whether these findings are generalizable throughout the 
country.  
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