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 Scholars in the construction industry state that several contractors have failed because 

they received unrealistic profit from construction projects that they undertook. This 
phenomenon is not only experienced by local contractor firms but is a global problem. 

To explain this phenomenon within the domestic level, three phases of data collection 

were conducted as a data collection strategy in this study. The first and second phases 
of data collection were performed via a case study with six selected contractor firms 

(large and medium-sized firms). In this study, four types of profitability ratios, namely, 

gross profit margin(GPM), after-tax profit margin(ATPM), return on assets (ROA), and 
return on equity (ROE), were used as measurement tools to assess the profitability of a 

company. Meanwhile, the third phase of data collection was performed viaa 

questionnaire survey witha contractor from the same category. The results show that 
contractor firms enjoy unrealistic profits from projects they undertook. Based on the 

interviews, six factors cause this phenomenon: (1) increase of the price of construction 

materials during the construction period; (2) lower contract prices; (3) inability of the 
project to be completed on time; (4) contractor firms’ high dependence on financial 

resources from creditors; (5)higher financing costs; and (6) financial mismanagement. 

Meanwhile, the third phase of the study (questionnaire) contributed quantitative data to 
this study. The perception of the other contractor firms can be evaluated based on the 

qualitative analysis. The result shows that all the six factors were considered significant 

according to the interpretation of Oxford (1990). Investigating the profit earned by the 
firm is very important in assessing the financial health of the firm because a firm that 

attains good profit performance is able to make dividend payments to shareholders and 

repay bank loans. 
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INTRODUCTION 

 

 Based on the accounting definition, profit refers to the surplus of the total income received from business 

activities after deducting operating expenses and taxes (profit=total revenue-total expenses). Lasher [25] asserts 

that the most important basic measure to the success of a business is profit. Without profit, no dividend is 

obtained. According to Shiue, Tun Li, and Chen only firms that are able to achieve a good profit margin in the 

industry can survive and pay dividends to shareholders.  

 Kangari [23] and Strischek and McIntyre [27] report that many contractor firms in the US have failed 

because they received unrealistic profit from the construction projects they undertook. Arditi et al., [6] find that 

27% of contractor firms in the US have failed because of lack of profitability. A contractor’s lack of profit from 

a construction project is due to the occurrence of high competition among contractors for the project. As a result 

of the competition, a contractor usually has to reduce profits by charging low prices while submitting the tender 

to acquire the project [7]. However, Davision and Maguire [12] explain based on their experience in the 

accounting firm of contractors; they report that most of the losses in the project can be attributed to 

shortcomings in estimating the cost of the project. 

 Construction firms in the UK only receive approximately 4.7% profit margin; meanwhile, contractors that 

focus on infrastructure and property development (real estate), which are classified as non-construction work, 

receive an average profit of 47% and 18%, respectively. Hung et al., [19] also note descriptions of the small 

profit or loss among contractor firms. Their findings show that most of the contractors in Hong Kong (1993 to 

2000) experienced an average net loss of 18%. The losses incurred were due to the high construction and capital 

costs. However, a further study by Chan et al., [9] shows that the profits received by the contractors in Hong 
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Kong have considerably improved. The results of the analysis showed that the ratio of profit before interest and 

tax was 1.8% in average. Furthermore, the average ratio of return on equity (ROE) was 3.6%. Meanwhile, the 

average ROA (return on assets) was 2.48%. However, the results indicated by these profit ratios are still at low 

levels. Based on the measurements provided by Peterson [32] the best target for pre-tax net profit margin is 5% 

of the total income, whereas the best ranking for ROE and ROA are 16.7% and 6.5%, respectively. 

 Furthermore, a study by Yng et al., [40] on the construction industry in Singapore reports that most 

contractor firms cannot enjoy high profits from the projects they undertook. This condition can be attributed to 

the open tender system and the clients’ high preference for the lowest price during the tender process. Such a 

situation has forced contractors to compete with one another and present a minimum price. The results showed 

that the profit margin earned by contractor firms has fallen to an unrealistic level. According to the study by Yin 

[39] in Malaysia, the low tender price forces contractors to perform high-quality work at low prices. As a result, 

many firms had to bear the loss, and the contractors fail to complete the project on time. Most construction 

projects are classified as exceeding the cost and time. 

 

Objectives of the Study: 

 The main objectives of this study are to assess the level of profitability of Bumiputera contractors in 

Malaysia and to identify the factors that lead to this situation. The identification of the early signs of financial 

trouble would help contractors develop effective financial plans to prevent their companies from failing.  

 

Research Methodology: 

 Three phases of data collection were carried out as a data collection strategy in this study. The first and 

second phases of data collection were performed via a case study with six selected contractor firms. The firms 

included in this study were selected from large and medium-sized Bumiputera contractor firms. Meanwhile, the 

third phase of data collection was conducted by usinga questionnaire survey with a contractor from the category 

of large and medium-sized indigenous firms. A total of 54 construction firms were involved in the questionnaire 

survey.Analysis of financial ratio is a technique often used by researchers to assess the financial position of a 

firm. In this study, four types of profitability ratios, namely, GPM, ATPM, ROA, and ROE, were used as 

measurement tools to assess the profitability of a company. Afterward, the industry average and industrial zones 

were used as points of comparison for the ratio analysis. Peterson [32] explains that the point of the industry 

average is the best situation for a contractor to perform business. Meanwhile, the industrial zone is a safe zone 

for contractors. Furthermore, the interviews were conducted with owners of the above six selected firms to 

clarify the results from the ratio analysis, which refers to the causal factors to the financial situation. The two 

methods mentioned above (i.e., ratio analysis and interviews) contribute to the qualitative data in this study. 

Meanwhile, the third phase of the study (questionnaire) contributes the quantitative data. The perception of the 

other contractor firms can be evaluated based on the results of the qualitative analysis. This review process 

introduces the concept of triangulation in this study.  

 

Research Findings: 

Ratio Analysis: 
 

Table 1(1): Four types of profitability ratios. 
No Ratios Firm 

A 
Firm 

B 
Firm 

C 
Firm 

D 
Firm 

E 
Firm 

F 
Industry Average 

(Median) 
Zone Industry 

1 GPM 4.7% 10.6% 6.96% 11.98% 9.06% 7.52% 17% - 

2 ATPM 0.78% 0.14% 1.17% 5.56% 0.24% 0.48% 2.2% 8.7% to 

0.6% 

3 ROA 1.8% 0.97% 2.07% 7.4% 1.69% 1.28% 6.5% 21.7% to 2.0% 

4 ROE 16.1% 10.5% 20.25% 72.6% 4.5% 2.45% 16.7% 53% to 5.4% 

 

 The financial ratios shown in Table 1.1 above represent four types of profitability ratios, namely, GPM, 

ATPM, ROA, and ROE. The ratio analysis results of the four types showed that an average ratio of contractor 

firms obtain minimal profit from the construction project.  

 

 (a) GPM: 

 GPM is the percentage of the remaining income earned by the firm after deducting the cost of the project. 

Figure 1.1 shows the GPM of the six selected contractors. 

 The analysis indicates that firm D earns the highest GPM, followed by firms B, E, F, C, and A. Firm D 

acquired a GPM of 11.98%,implying that it spent 88.02% of its revenue to cover the cost of construction and 

was only left with a balance of 11.98% to fund overhead expenses as well as investment returns to shareholders, 

followed by firms B (10.6%), E (9.06%), F (7.52%), C (6.96%), and A (4.7%). The GPMs of all the firms are 

lower than the industry average for construction firms(17%) proposed by Peterson [32]. 
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Fig. 1(1): Gross profit margins of the six selected firms. 

 

 (b) ATPM: 

 Firm C obtained the highest ATPM (1.17%), followed by firms A (0.78%) and E (0.24%). Meanwhile, the 

firm that obtained the highest losses was firm D (-5.56%), followed by firms F (-0.48%) and B (-0.14%). The 

profit margins earned by firms C, A and E are lower than the industry average (2.2%). Nevertheless, the ATPMs 

of firms A and C are still within the designated industrial zones, which ranged from 0.6% to 8.7%.The ATPMs 

of firm E is slightly lower than the minimum level of industrial zones. The position of the ATPMs of the six 

contractor firms in the industry average and industrial zones is shown in Figure 1.2 below. 

 

 
 

Fig. 1(2): After-tax profit margin of six selected firms. 

 

 (c) ROA: 

 The ratio of ROA is generally used to measure the efficiency of contractors in using their assets. Efficient 

management produces high returns on investment assets of the firm. Figure 1.3 shows the ratio of ROA for the 

six selected firms. 

 

 
 

Fig. 1(3): Return on assets of the six selected firms. 
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 The analysis of the ROAs of the six firms shows that firm C obtained the highest ROA, followed by firms 

A, E, B, F, and D. However, the ROAs of all the firms are smaller than the industry average (6.5%) proposed for 

the construction industry. Firms B, D, and F acquired negative ROAs, which are considerably lower than the 

minimum level for the industrial zone. The ROA of firm D was the lowest (-7.4%), followed by those of firms F 

(-1.28%) and B (-0.97%). The ROA of firm C (2.07%) was higher than the minimum level for the industrial 

zone. The ROAs of firms B (1.8%) and E (1.69%) were all positive but were lower than the minimum level for 

the industrial zone. 

 

 (d) ROE: 

 The analysis of the ROEs of the selected firms shows that the ROE of firm C is the highest, followed by 

those of firms A, E, F, B, and D. The ROE of firm C (20.25%) is higher than the industry average (16.7%)and is 

located within the designated industrial zone. The firm that obtained the second highest positive ROE (16.1%) 

was lower than the industry average but is still within the industrial zone. The ROE of firm E (4.5%) was also 

slightly lower than the minimum level for the industrial zone (5.4%). Meanwhile, the ROEs of firms B, D, and F 

were negatively positioned. The ROE of firm D (-72.6%) was the lowest. Figure 1.4 shows the ROEs of the six 

selected contractor firms.  

 

 
 

Fig. 1(4): Return on equity of the six selected firms. 

 

Factors That Determine Small Profit Margin: 

 Based on the interviews, six determinant factors that cause small profit margin or losses in contractor firms 

were identified: (1) increase of the price of construction materials during the construction period; (2) lower 

contract prices; (3) inability of the project to be completed on time; (4) contractor firms’ high dependence on 

financial resources from creditors; (5) higher financing costs; and (6) financial mismanagement. Table 1.2 

shows the list of the six factors that cause small profit margin to contractors. The factors are arranged following 

the level of the respondents’ perception as revealed in the questionnaire survey. All the factors were considered 

significant according to the Oxford [31] interpretation. 

 
Table 1(2): Factors that cause small profit to contractors. 

No Factor  Min Rank  SD Interpretation 

1 Increase of the price of construction materials 
during the construction period 

 3.62 1 0.745 Very important 

2 Lower contract prices  3.56 2 0.639 Very important 

3 Inability of the project to be completed on time  3.38 3 0.771 moderately important 

4 Contractor firms’high dependence on financial 
resources from creditors 

 3.15 4 0.776 moderately important 

5 Higher financing costs  3.09 5 0.955 moderately important 

6 Financial mismanagement  2.73 7 0.931 moderately important 

Notations used: Means, 3.5 to 5.0 = very significant; Means, 2.5 to 3.49 = moderately important; Means, 1.0 to 2.49 = slightly important 

 

Increase of the Price of Construction Materials During the Construction Period: 

 The drastic increase of the price of building material during the construction period significantly affects the 

construction cost. Aside from severely affecting of the construction sector, the price increase also indirectly 

reduces the profit margin of firms. For example, Construction Industry Development Board reports that the price 

of iron rods has increased by 90% in 2007 as compared with that in 2006. CIDB generally estimates that each 

10% increase in the price of materials corresponds to a 1% increase in the project cost. Therefore, a 90% 

increase in the transaction price implies that the contractor has to bear a 9% increase in the project cost, with an 
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average gain of 7% to 12%. In addition, CIDB also finds that almost all the prices of other construction 

materials increased in 2007 at a rate of 12%. This increase resulted in an average of 6% increase in project costs. 

Contractor firms will suffer losses if their profit margin is lower than the percentage of the price increases. In 

the present study, the interviews showed that the majority of the respondents (except respondent A) suffered 

significant losses because of the price increases. 

 This finding is consistent with those reported by Gallagher and Riggs [17] and Simon [35], which explains 

that changes in price correspond to increases in construction costs. Consequently, the firms’ profits will be 

reduced. However, respondent A explained that the increase of the prices of construction materials does not 

significantly contribute to the losses suffered by the firm. This assumption is due to the clause in the contract 

that allows a contractor to make a claim in cases when the prices of building materials increase during 

construction. Nevertheless, the explanation of respondent A was not supported by the five other respondents. 

They explained that the claims against price hike involve only a few items. As proof, Treasury circular number 

3 of 2008 on the implementation of the terms of price changes in government contracts only allow 12 items for 

claims, namely, cement, wood, stone, sand, brick, cross, iron, plumbing equipment, paint, toilet equipment, and 

accessory doors and windows. Wong [38] explains that the situation of severe price increases that occurred in 

2007 involved almost all types of building materials. The contractor firms had to bear the loss because the 

claims are not exhaustive.  

 The quantitative analysis results (questionnaire survey) showed that the majority of the respondents 

provided a positive perception of these factors. Based on its mean score (mean=3.62, SD=0.745), the increase of 

the price of building materials during construction significantly contributes to the small profits or losses in 

contractor firms. 

 The literature indicates that a slight increase in the prices of building materials have an adverse effect on the 

profit margin of firms. Although a contractor has the right to make a claim against the price hike, as described 

by respondent A, such a claim is restricted to certain materials only. In reality, price increases have involved 

almost all construction materials. The situation would be especially difficult for domestic contractors because 

the contract prices they implement are usually low. 

 

Lower Contract Prices: 

 This study also found that the small profit margin received by contractors is also due to lower contract 

prices. Majority of the interview respondents (except respondent C) reported that the percentage of GPM 

charged by the contractors during the tender process is between 5% and 10%. If the contractors place a high 

price during the submission of tender, the chances to obtain the tender is very slim. The high competition among 

contractors to obtain tender has forced contractor firms to submit the tender for the project with the lowest price. 

However, a different opinion was held by respondent C. According to him, contractors are unlikely to charge 

lower prices that will be detrimental to them. However, the quantitative analysis showed that the respondents 

generally consider the above factors. Lower contract prices are also regarded as a very important factor that 

contributes to the small profit or losses in contractor firms, as reflected by its mean score (mean=3.56, 

SD=0.639). 

 This phenomenon has been explained by CIDB. According to CIDB (2007), the average gross profit 

contractors obtain from the project they undertook is between 7% and 12%. This situation occurs because a 

contractor needs to present a low price during the tendering process. According to Yin [39], the low tender price 

is due to the open tender system that prefers the lowest price. Such condition has resulted in unhealthy 

competition among contractors for the project. Contractor firms will tender with the lowest possible price to win 

the tender. Furthermore, the high competition among local contractor firms also causes the influx of new 

contractor firms participating in the construction industry while the number of projects is limited. As of March 

2010, the number of contractor firms registered with the CIDB. This situation can be attributed to the failure of 

the legal terms of construction to balance the entry of new contractor firms. In fact, many contractor firms suffer 

losses when they implement a project. According to the statistics released by the CIDB, from June 2005 to 

December 2009, a total of 6,031 contractor firms were classified as inactive.  

 

Inability of the Project to be Completed on Time: 

 This study also found that the small profit that firms gain is also caused by the delay in the completion of 

the construction project. This delay results in the increase of construction costs. All of the selected respondents 

have faced this problem. They acknowledged that the delay negatively affected their firm in terms of the rising 

cost of construction and cost management; moreover, the contractors may eventually face problems on the 

increase of the price of construction materials. The project’s inability to be completed on time was also regarded 

as a moderately important factor that contributes to the small profit or losses in contractor firms, as reflected by 

its mean score (mean=3.38, SD=0.771). Such a phenomenon has been described previously by Bashir. He 

reports that many contractor firms failed to complete their projects although they implemented those in a timely 

manner. According to the statistics released by the Public Works Department in January 2012, a total of 50 
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projects under their control in the country were not completed within the stipulated time. In an earlier study, 

Sambasivan and Soon [33] reveals that a total of 417 government contracts in 2005 were classified as “sick 

projects”. According to Elias the loss of a contractor becomes larger when the delay exceeds a certain time and a 

contractor fined delay. Late charges are imposed based on the number of days until the project is completed. 

Several international studies also assert that the rising cost is attributable to the contractor’s inability to complete 

the projects on time. These studies include those of Odeh and Battaineh [30] in Jordan, Aibinu and Jagboro [3] 

in Nigeria, Frimpon in Ghana, Assaf et al., [8] in Saudi Arabia, Sweis et al., [37] in Jordan, Al Hadi Tumi et al., 

[4] in Libya, and Shaikh, Muree, and Soomro [34] in Pakistan. 

 The above findings show that many construction projects have experienced extreme delays that exceeded 

the expected time and cost. Such situations have been experienced by many contractor firms, both domestically 

and internationally. This condition resulted in the decrease of contractor firm profitability. 

 

Contractor Firms’ High Dependence on Financial Resources from Creditors: 

 Previous studies have shown that majority of the local contractor firms are highly dependent on the 

creditors as a major source of financing to fund the projects they undertake. Normally, creditors are paid after 

the contractors obtain progress payments from the client. Most of the interview respondents (except respondents 

A and C) expressed that their firms paid higher prices for purchases on credit. The price difference between 

paying for purchases on credit and in cash is 5% to 10%. Such condition results in the decrease in the profit of 

contractors. 

 Respondents A and C consider this factor as insignificant because the price difference is only experienced 

by small contractor firms or new start-ups. Large and well recognized firms have high bargaining power and 

thus obtain considerably cheaper price compared with their smaller counterparts. 

 However, the quantitative analysis showed that the majority of the respondents regard this factor as 

significantly contributing to the small profit of contractor firms. Among the six factors, this factor ranked fourth 

based on its mean score (mean=3.15, SD=0.776). Based on the interpretation of Oxford [31], it is classified as 

moderately important contributing factor. However, no specific study on the price differences has been 

conducted, both domestically and internationally. This study is the first to report this factor. 

 

Higher Financing Costs: 

 This study found that all of the selected contractor firmshave used the bank loan facility to finance projects 

they undertook. Bank loan is an alternative financial resource used by contractors when they receive late 

progress payments. This loan is used to pay short-term bills and subcontractors. However, this source of capital 

requires contractors to pay interest on the amount and duration of use. Higher amount of loan used corresponds 

to higher interest burden for firms. 

 Lin [26] shows that many firms have suffered losses because of the contractors’ excessive use of bank 

lending. A total of Rs 4.3 billion loans to local contractors in 2005 were unpaid by firms. The excessive use of 

bank loans is also discussed by Kangari [23], Arditi et al., [6], Enshassi et al., [14] and Strischek and McIntyre 

(2008). As a result of such use, contractors need to pay high interest costs to the banks. This factor is considered 

significant because paying higher loan interest costs affect the profitability of firms. The quantitative findings 

indicate that majority of the respondents report this factor, as reflected by its mean score (mean=3.09, 

SD=0.955).This factor is classified as a moderately significant factor that contributes to the small profit of 

contractor firms. Based on the literature as well as the present findings, many contractor firms obtain small 

profit or losses because of their excessive use of bank loans, which consequently forces them to pay high 

interest.  

 

Financial Mismanagement: 

 This study also found that financial management also causes the small profit earned by firms from the 

projects they undertook. The quantitative analysis showed that the majority of the respondents consider this 

factor as significant. Based on its mean score (mean=2.73, SD=0931), this factor is classified as a moderate 

significant factor that contributes to the small profits or losses in contractor firms. This situation is described 

previously by Kangari [23]. He stated that one of the problems faced by most contractor firms is weaknesses in 

financial management. As a result of these weaknesses, many contractor firms have failed in the construction 

industry. Several researchers, such as Kaka [22] Navon [29] Kenley [24], Barbosa and Pimentel, Hwee Tiong 

[20],Hassim et al., [18], Enshassi [14], McIntyre [27], Arain [5], Cui et al., [11] and Abdul-Rahman et al., [1] 

discuss the financial management aspects of cash management. The failure of contractor firms to properly plan 

cash flow movements induces adverse effects on the finances and profit of firms. In the present study, all the 

selected contractor firms did not prepare an ideal plan for the management of their cash flow. In addition, all of 

the interview respondents admitted that they failed to provide profit estimates for the projects they undertook. 

This failure resulted in the contractors’ inability to foresee the amount of cash required and the expected profit 

from the project. 
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 Meanwhile, several other researchers, such as Laser, Fabozzi and Peterson [15], Peterson[32] and Moyer et 

al., [28] perceive aspects of financial management in a wider context, which covers the entire asset management 

of firms. For example, the amount of fixed asset ownership of firms should also be considered. According to 

Peterson [32], the contractors’ ownership of assets usually requires high maintenance costs and results in asset 

impairment or losses. This condition can lead to the decrease of profit obtained by contractor firms.  

 

Conclusion: 

 Based on the literature review and the results of this study, many contractor firms obtain small profit or 

suffer losses from the projects they undertook. This condition is because they fail to properly manage their 

firms’finances. Efficient estimation of profits and losses in the early stages of the project is important for the 

firms to control and plan for the construction cost and expected profits from projects. 
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