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Report on
The University of Melbourne's
Survey of Tendering Practices in the
Heavy Civil Engineering Construction Industry

Introduction

The following report is a compilation and analysis of the data collected from The
University of Melbourne's Survey of Tendering Practices in the Heavy Civil Engineering
Construction Industry. This survey was conducted between October of 1994 and
November of 1995, in Melbourne, Sydney, and Brisbane. The goal of the survey is to
examine the estimating and tendering practices of Australian civil engineering contractors
involved in competitive tendering. It's focus is on methods of risk and opportunity
assessment and margin setting practices. Although the survey was aimed at construction
contractors, a number of client organisations and consultants to client organisations in the
construction industry were included. These organisations provided insight into tender
evaluation practices.

This report is divided into two sections: a background information survey of tendering
practices, and a detailed survey of margin allocation practices. The former section
provides background information on the companies involved in the survey and on the
tendering practices of their civil divisions. The latter section is based on case studies of
actual projects tendered by the companies. It provides information on margin sizes, risk
and opportunity factors, objectives in tendering, and factors considered in setting margin.
Common trends and relationships arising out of the analysis of the data are presented.

This report has the following objectives:

e To identify the characteristics and tendering practices of Australian civil engineering
construction contractors.

» Toidentify the range of margins considered on construction tenders.

e To identify the most common factors considered in risk and opportunity assessment.

» To identify the most common objectives in tendering, and their relationship to margin
size.

e To identify the most common factors affecting margin size.

This report forms part of the Ph.D. research of Ms. Fayek.



Success Rate of the Survey

The success rate of this survey of the Australian civil engineering construction industry's
tendering practices was 81.1%. A total of 37 companies were approached, and 30
companies participated. Of those 30 companies, two were client organisations and two
were project management and engineering consultants to client organisations. One was a
client organisation that also competitively bid for work. The remaining companies were
civil engineering contractors. The names of some of the participating companies are listed
on the acknowledgments page of this report.

Twenty-seven companies responded to the background information survey of tendering
practices. Twenty-four companies responded to the detailed survey of margin allocation
practices, providing 36 case studies (actual projects tendered). The remaining companies
responded to custom-tailored interview questions, to suit their organisation’s practices.

Some of the reasons that the other 7 companies that were approached did not participate

in the survey are:

1. The company did not follow through with the survey procedure (2 companies).

2. The company lacked the time necessary to complete the survey (2 companies).

3. The company is not a civil engineering organisation, and therefore the survey is not
relevant to their organisation (2 companies).

4. The company did not wish to divulge the information requested in the survey (1
company).
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Background Information Survey of Tendering Practices

This survey was administered by mail. Its purpose was to collect background information
on companies involved in the civil engineering construction industry and on their tendering

practices.

Title of Respondent

Number of Respondents: 27

Title of Respondent Percentage of Respondents
(Chief) Civil Engineering Estimator 41
Estimating Manager 26
General Manager/Director 19
Project Manager/Engineer 7
Other 7

The largest group of respondents to the background information survey were (Chief) Civil
Engineering Estimators. Estimating Managers and General Managers or Directors of the
company formed the next two largest groups of respondents.

Other titles of respondents, in addition to those listed in the table, included: corporate
contracts manager (consultant to a client organisation), and manager of contract services

{client organisation).



Title of Respondent to Background
Information Survey
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Figure 1. Title of Respondent to Background Information Survey




Part A. Company Characteristics
1. Type of contractor

Number of Responses: 27

B Type of Contractor Percentage of Respondents
Civil engineering 93
Building 41
- Mining 41
Industrial facilities 48
Other 33

The majority of companies surveyed were civil engineering contractors. Almost half of
them performed work on indusirial facilities, and a large number of them performed
building and mining projects.

Other types of contracting performed by these companies included: rail; land servicing
subdivisions; environmental services; marine facilities (including wharves and pipelines);
civil underground construction; shipbuilding; oil and gas pipelines; offshore oil and gas
work; tunnelling; dams; and, iron and steel, non-ferrous metals, and pulp and paper
projects.
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Figure 2. Type of Contractor




2. Company'’s annual sales

Number of Responses: 27

Company's Annual Sales Percentage of Respondents
Under 50 million dollars 41
50 to 199 million dollars 7
200 to 499 million dollars 19
500 million dollars or over 33

The largest group of companies surveyed had annual sales under 50 million dollars. The
second largest category of companies were those having annnal sales of 500 million
dollars or over. Thus, most companies fell into either the small or the very large
categories, in terms of annual sales.
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Figure 3. Company's Annual Sales
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3. Number of branch offices, excluding Head Office

Number of Responses: 26

Number of Offices Excluding Head Office

Percentage of Respondents

Qto 5 65.4
6to 10 19.2
Greater than 10 154

R R P N 5 £ o 5 A £ A e £ i

The majority of companies had under 6 branch offices, excluding their Head Office.

Number of Offlces Excluding Head Office

15.38%

B 0-5
o 8-10
B >0

19.23%

Figure 4. Number of Offices Excluding Head Office




4. Regions in which company tenders

Number of Responses: 27

Regions in which Company Tenders Percentage of Respondents
Victoria/Tasmania N
NSW/ACT 74 :
Queensland 89
South Australia/Northern Territory 59 "
Western Australia 63
South-East Asia 63
Pacific 41

{ Other 11

The majority of companies surveyed tendered for work in Queensland, followed by
Victoria/Tasmania and NSW/ACT. Overseas work in South-East Asia was common
arpongst more than half of the companies surveyed.

Other regions in which companies tendered, in addition to those listed in the table,
included: South Asia (i.e. Pakistan, India, Sri Lanka), and the Middle East,

Regions Company Tenders
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Figure 5. Regions Company Tenders
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Part B. Characteristics of the Civil Group or Division
5. Types of projects estimated by civil division

Number of Responses: 27

Types of Projects Estimated by Civil Division Percentage of Respondents
Roadworks 74
Bridgeworks 74
Mining facilities 41
Industrial facilides 63
Other 44

The majority of companies estimated both roadworks and bridgeworks projects.
Industrial facilities were also common, and mining facilities were less common.

Other types of projects estimated by civil divisions included: oil and gas pipelines;
subdivisions; marine construction (including harbours and wharves); underground
construction; underground mine development; earthworks; tunnelling; (custom-built) car
parks; drains; boat ramps; railways; rail electrification; grain silos: dams; service contracts
(client organisation); and, supply contracts (client organisation).

Types of Projects Civil Division Estimates
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Figure 6. Types of Projects Civil Division Estimates



6. Regions in which civil division tenders

Number of Responses: 27

Regions in which Civil Division Tenders Percentage of Respondents
Victoria/Tasmania 74
NSW/ACT 52
Queensland 67
South Australia/Northern Territory 56
Western Australia 41
South-East Asia 37
Pacific 22
Other 4

The civil division of most companies surveyed tendered in Victoria/Tasmania, followed by
Queensland, South Australia/Northern Territory, and NSW/ACT. Overseas work by civil
divisions was secondary to Australian projects, with South-East Asia being the most
popular overseas location for projects.

Another region in which a civil division tendered, in addition to those listed in the table,
was the Middle East.

Regions Civil Division Tenders
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7. Civil division's range of job sizes

Number of Responses: 26

Civil Division's Range of Job Sizes

Percentage of Respondents

Up to 10 million dollars 27
Up to 50 million dollars 27
Up to 200 million dollars 38
Up to 500 million dollars 4
Over 500 million dollars 4

The most common range of job sizes was up to 200 million dollars. Job sizes below 10
million dollars and below 50 million dollars were also common. Very few companies had
arange of job sizes in the civil division greater than 200 million dollars.

Civil Division's Range of Job Sizes

Perceniage of Hespondents
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Figure 8. Civil Division's Range of Job Sizes
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8. Civil division's range of job durations

Number of Responses: 26

Civil Division's Range of Job Durations Percentage of Respondents
Up to 6 months 8 i
Up to 2 years 54
Up to 5 years 38
Over 5 years 0

The most common duration of companies’ civil division jobs was up to two years. A large
number of companies had jobs lasting up to five years. Jobs lasting up to six months were
not common, and none of the companies reported jobs lasting over five years.

Civil Division's Range of Job Durations

Parcantrgs of Respondents j
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Figure 9. Civil Division's Range of Job Durations
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9. Types of contracts civil division undertakes

Number of Responses: 26

Types of Contracts Civil Division

Percentage of Respondents

Undertakes
Schedule of rates 96
Lump sum 92
Lump sum with bill of quantities 65
Cost plus percentage fee 27
Cost plus lump sum fee 27
Other 19

The majority of companies’ civil divisions undertook schedule of rates contracts. Lump

sum contracts were also very common, followed by lump sum with a bill of quantities.

Other types of contracts civil divisions undertook, in addition to those listed in the table,
were: lump sum management fee with a schedule of rates; contract finance; design and
construct; guaranteed maximum price (negotiated); and, build own operate transfer

(BOOT).

Typss of Contracts Civil Division Undertakes

Perasntage of Respondants

110,00

16060 —

§8.15
231

§0.99

80.00

70.00

§0.00

50.00

4£0.00

3040

26.08

10.60

0.00

Lump sum

Cost pluz & foo

“
@
-
1
bl
-—
13
=
=3
-
o
=
o
@

Lump sum with BOGQ

Cos! plus L3 fes

Other

Figure 10.  Types of Contracts Civil Division Undertakes




10. Percentage of work obtained through competitive bidding

Number of Responses: 26

Percentage of Work Obtained Through Percentage of Respondents
Competitive Bidding

None 0

Less than 25% 8

25% 10 49% 0

50% to 74% 19

75% to 100% 73

The majority of civil divisions obtained more than 75% of their work through competitive
bidding. Some obtained between 50% and 74% through competitive bidding, and very
few obtained less than 25% of their work through competitive bidding. Thus, the results
of this survey are most relevant to construction contractors who primarily obtain their
work through competitive bidding.

Percentage of Work Obtained Through
Competitive Bidding

Percentage of RAespondents
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Figure 11.  Percentage of Work Obtained Through Competitive Bidding

14

(IS ———




11. On a typical job, percentage of work subcontracted

Number of Responses: 25

Percentage of Work Subcontracted on

Percentage of Respondents

Typical Job
None 4
Less than 25% 24
25% to 49% 56
50% t0 74% 16
75% to 100% 0

The majority of civil divisions subcontracted between 25% and 49% of the work on a
typical job. Very few companies subcontracted none of the work, and none of the
companies subcontracted more than 74% of the work.

Percentage of Work Subcontracted

Parcunizgs of Respopdanie
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Figure 12.  Percentage of Work Subcontracted
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12. On a typical job, proportion of trade work force that is in the form of direct labour

Number of Responses: 25

Percentage of Trade Work Force in Percentage of Respondents
Form of Direct Labour
Less than 25% 32
25% to 49% 40
50% to 74% 4 1 7
75% to 100% 24

Most civil divisions employed either 25% to 49% of their trade work force as direct
labour, or less than 25% as direct labour.

Percentage of Work Force as Direct Labour
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Figure 13.  Percentage of Work Force as Direct Labour




13. On a typical job, proportion of management and supervisory personnel that is in
the form of direct employees

Number of Responses: 26

Percentage of Management Personnel Percentage of Respondents
in Form of Direct Employees
Less than 25% 0
25% to 49% 0
50% to 74% 0
75% to 100% 100

All companies surveyed employed 75% to 100% of their management and supervisory
personnel as direct employees.

Percentage of Management as Direct Employses
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Figure 14.  Percentage of Management as Direct Employees
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14. On a typical job, proportion of construction plant and equipment that is externally

hired

Number of Responses: 26

Percentage of Construction Plant

Percentage of Respondents

Externally Hired
Less than 25% 27
25% to 49% 27
50% to 74% 8
75% to 100% 38

The largest group of companies externally hired between 75% to 100% of their
construction plant and equipment. Most other companies externally hired less than 50%

of their construction plant and equipment.

Percentage of Plant Externally Hired
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Part C. The Civil Group's or Division's Policy Regarding Tendering
15. Method of accounting for project overheads

Number of Responses: 26

Method of Accounting for Project Overheads Percentage of Respondents
Charged as a separate cost item in the estimate 96
Other 4

Most civil divisions accounted for project overheads as a separate cost item in the
estimate.

Another method of accounting for project overheads was to spread them as a percentage
over the estimated items.

Method of Accounting for Project
Overheads

Separate cost [tam
3.85% Other

88.15%

Figure 16.  Method of Accounting for Project Overheads
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16. Method of accounting for project risks and opportunities

Number of Responses: 26

Method of Accounting for Project Risks Percentage of Respondents
and Opportfunities
Included in the direct cost items in the estimate 19
Charged as a separate cost item in the estimate 54
Included in the margin 46
Not considered 8
Other 4

In the majority of cases, civil divisions accounted for project risks and opportunities either
by charging for them as a separate cost item in the estimate, or by including them in the
margin. In some cases, they were included in the direct cost items in the estimate. Very
rarely were risks and opportunities not considered.

Another method of accounting for project risks and opportunities was the use of a
contingency.

Msthod of Accounting for Risks and Opportunitles
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Figure 17.  Method of Accounting for Risks and Opportunities
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17. Items on a project covered by margin

Number of Responses: 26

Items on a Project Covered by Margin

Percentage of Respondenis

Risk and opportunity (i.e. contingency) 50
allowance

Corporate overheads (divisional and head office) 96

Pretax profit 92

Other 0

The majority of civil divisions included both corporate overheads and pretax profit in the

margin on a project tender. In half of the cases, the risk and opportunity allowance was

also included in the margin.

ltems on Project Covered by Margin

Paroantage of Respondents
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Figure 18.  Items on Project Covered by Margin
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18. Formal techniques for risk and opportunity assessment

Number of Responses: 26

Formal Techniques to Assess Risks and
Opportunities

Percentage of Respondents

Yes

46

No

54

The majority of civil divisions did not use any formal techniques to assess the risks and
opportunities on a project. Less than half of the companies surveyed used formal
techniques for risk and opportunity assessment. These techniques included: detailed risk
and opportunity analysis; risk analysis modelling; margin on individual cost centres; and, a

dollar vatue for each risk and opportunity item, multiplied by its probability of occurrence.

Formal Technigues to Assess Risks
and Opportunities

£ Yes
@ No

48.15%

Figure 19.  Formal Techniques to Assess Risks and Opportunities
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19. Formal techniques to assess the compeltitive situation

Number of Responses: 26

Formal Techniques to Assess Percentage of Respondents
Competitive Situation
Yes 15
No 85

The majority of civil divisions did not use any formal techniques to assess the competitive
situation. Only 15% of all companies surveyed used a formal technique to assess the
competitive situation. One such technique was a minimal review of the competition made
before the decision to bid.

Formal Techniques to Assess
Competitive Situation

2 Yeos
B No

Figure 20.  Formal Techniques to Assess Competitive Situation
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20. Factors that make you feel that ""there is a good chance of winning this project”

Number of Responses: 26

Factors that Make a Company Feel that Percentage of Respondents
"There is a good chance of winning this
project”

The quality of your cost estimate 81
Innovations in your design or construction 96

methods
The type of project 3l
The client 50
Your competitors 42
Your strength in the industry 58
Your experience 88
The overall economy 12
Other 15

Innovations in the design or construction methods was the most frequently cited factor
that made a company feel that there is a good chance of winning a project. Other factors
that frequently contributed to this feeling were: the company's experience; the quality of
their cost estimate; and, the type of project. The overall economy was the factor least
frequently cited as contributing to the feeling of a successful tender outcome.

Other factors that made a company feel that there is a good chance of winning a project, in

addition to those listed in the table, included: competitive price; careful planning prebid;
and, specialist skills. '
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Factors Influencing Chances of Winning

Percentage of Respondenis
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Figure 21.
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21. Faclors which influence your decision to bid or not to bid

Number of Responses: 26

Factors that Influence a Company's Decision to Bid Percentage of
or Not to Bid Respondents
Your need for work 77
The availability of resources and people in your 88
company
The type of project 96
The contract value of the project 65
The location of the project 73
Your strength in the industry 62
Your experience 85
The overall economy 19
Corporate overhead requirement 27
Corporate turnover requirement 31
Corporate profit requirement 35
Strategic value of the project 42
Future opportunity with the client 69
Your likelihood of winning the project 69
Other 8

The type of project is the factor that influenced most companies’ deciston to bid or not to
bid. Other factors that influenced a large number of companies in their decision to bid or
not to bid were: the availability of resources and people in the company; the company's
experience; the company's need for work; and, the location of the project. The overall
economy was the factor that influenced the least number of companies in their decision to
bid or not to bid.

Other factors that influenced a company's decision to bid or not to bid, in addition to those
listed in the table, included: client relationship, and other companies on the bid list.
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Detailed Survey of Margin Allocation Practices

This survey was administered on an interview basis with the civil engineering division of
construction contractors. It involved an examination of actual projects tendered by a
company, as case studies. These projects were examined in an effort to understand the
decision-making process used in setting the risk and opportunity allowance and the margin
on a tender.

Title of Respondent

Number of Respondents: 26

Title of Respondent Percentage of Respondents
(Chief) Civil Engineering Estimator 38
Estimating Manager 31
General Manager/Director 19
Project Manager/Engineer 12

The majority of respondents to the detailed survey of margin allocation practices were
either (Chief) Civil Engineering Estimators or Estimating Managers. Note that the number
of respondents (26) exceeds the number of companies who responded to this survey (24),
since in some companies, two people responded to the survey, either simultaneously or by
providing two case studies.
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Part A. Project Details
1. Submission date

Number of Projects: 36

Tender Submission Date Percentage of Projects
1993 6
1994 44
1895 50

The majority of projects reviewed in the survey had a tender submission date in 1995,
Only a few tenders were submitted in 1993. The earliest tender submission date was in
October of 1993, and the latest was in April of 1995.

Tender Submission Date
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Figure24.  Tender Submission Date
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2. Contract value

Number of Projects: 36

Contract Value (in millions of dollars) Percentage of Projects

<0.5 11
0.5 - 0.999 11
1.0 - 4.999 22
5.0-9.999 14
10.0 - 14.999 14
15.0 - 24.999 17
25.0 - 49.999 8

50.0 - 99.999 0

> 99,999 3

The most common contract value of the projects reviewed was between 1.0 million dollars
and 4.999 million dollars. The 15.0 million to 24.999 million dollar range was the next
most common category of contract values. Very few projects were greater than 25 million
dollars.
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3. Type of project

Number of Projects: 36

Type of Project Percentage of Projects
Roadworks 53
Bridgeworks 25
Tunnelling 3
Marine 6
Mining 6
Industrial facilities 6
Other 33

The majority of projects surveyed were roadworks projects. A quarter of the projects
surveyed involved bridgeworks. Note that some projects involved more than one category
of project type.

Other types of projects surveyed, in addition to those listed in the table, included: tram
tracks; (concrete-faced) dams; pipeline; weir on a major river; bulk earthworks; bulk
earthworks, drainage, and pavements; bulk earthworks and construction of a car park;
subdivisions (roadworks, civil works, and storm drainage); lighting towers for a sports
oval; floodlighting towers with lights for a sports grounds; and, a multi disciplinary gas
plant.
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4. Scope of contract

Number of Projects: 36

Scope of Contract Percentage of Projects o
Construct only 75
Design and construct 28 .
Turnkey 0 §
Management (construction or project 0 o
management) =
Other 0
The majority of projects surveyed were construct only contracts. Just over a quarter of

the projects were design and construct contracts. Note that some projects involved both
construct only and design and construct portions. None of the projects were turnkey,
management, or other contract scopes.
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5. Type of contract

Number of Projects: 36

Type of Contract Percentage of Projects
Schedule of rates 28
Lump sum 69
Lump sum with bill of quantities 3
Cost plus percentage fee 0
Cost plus lump sum fee 0
Other 0

The majority of projects surveyed were lump sum contracts. Just over a quarter of the
projects were schedule of rates contracts. A very small proportion were lump sum with a
bill of quantities contracts. None of the projects were cost plus percentage fee, cost plus
lump sum fee, or other contract types.
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6. Method of tendering

Number of Projects: 36

Method of Tendering Percentage of Projects
Open competitive 28
Prequalified 55
Invited 14
Negotiated 3
Other 0

The majority of projects required prequalification. Just over a quarter of them were open
competitive. Invited and negotiated tenders were rare, and other methods of tendering did
not exist in the projects surveyed.
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7. Joint venture

Number of Projects: 36

Joint Venture Percentage of Projects
Yes 8
No 92

Most of the projects surveyed did not involve the company in a joint venture.

Percentage of Projects Involving a
Joint Venture

B Yaz
 No
8.33%

B1.87%

Figure 30.  Percentage of Projects Involving a Joint Venture
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Part B. Margin Details
8. Items included in the margin allowance on the tender

Number of Projects: 36

Itemns Included in Margin Allowance Percentage of Projects
Risk and opportunity (i.e. contingency) allowance 64
Corporate overheads (divisional and head office) 97
Pretax profit 94
Other R T ;

In the majority of cases, the margin on a tender covered both the corporate overheads
(divisional and head office) and the pretax profit. In over half of the cases, the margin also
covered the risk and opportunity allowance. In only one case did the margin cover
another item, which was a design contingency. It should be noted that in one case, a
company expressed the margin as a percentage on the contract selling price, rather than as
a percentage of the estimated costs.
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Figure31.  Items Included in Margin Allowance
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9. Range of margin being considered at the time of tendering:

Number of Projects: 36

Minimum Margin Considered (%) Percentage of Projects
0-3.9 5.5
4.0-35.9 33
6.0-7.9 42
8.0-9.9 5.5
10.0-11.9 8
12.0-139 3
14.0-15.9 3
> 15.9 0

The most common minimum margin considered on the tenders reviewed in the survey was
between 6.0% and 7.9%. The second most common minimum margin was between 4.0%
and 5.9%. These two categories of minimum margins combined made up 75% of all
cases. Thus, the minimum margin most commonly lay between 4% and 8%. No margin
greater than 15.9% was considered as the minimum margin on a tender.
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Figure32.  Minimum Margin Considered
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Maximum Margin Considered (%) Percentage of Projects
0-3.9 0
4.0-5.9 3
6.0-7.9 11
8.0-9.9 19.5
10.0-11.9 31
12.0-13.9 8
14.0- 15.9 19.5
16.0-17.9 0
18.0 - 19.9 0
> 19.9 8

The most common maximum margin considered on the tenders reviewed in the survey was
between 10.0% and 11.9%. The second most common maximum margin was between
8.0% and 9.9% and between 14.0% and 15.9%. In half of the cases, the maximum margin
lay between 8% and 12%. No margin less than 4.0% was considered as the maximum

margin on the tender.

Maximum Margin Considered

Ferceniege of Projects

40.00

30.00

20.00

10.00

o
o
2
o
<

4.0%-5.0%
8.0%T.5%

B.0%-0.9%

19.0%-11.9%

12,0%-13.9%

14.0%-15.9%

16.0%-17.9%
18.0%-10.9%
>18.0%
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Range of Margin Considered (%) Percentage of Projects
0-1.9 14
20-3.9 28
4.0-59 33
6.0-7.9 8
8.0-99 3
10.0-11.9 11
12.0-139 3
>13.9 0

The most common range of margin considered on the tenders reviewed in the survey was
between 4.0% and 5.9%. The second most common range of margin was between 2.0%
and 3.9%. No range of margin greater than 13.9% was considered on any of the tenders
reviewed. In 75% of the cases, the margin size did not range by more than 6%. These
results indicate that the decision regarding margin size is usually made within a small ran ge
of margin sizes. Note that the range of margin is defined as the difference between the
maxirmum and the minimum margin considered for a tender. If the range of margin falls
between, for example, 4.0% and 5.9%, this does not mean that the margin under
consideration ranged from 4.0% to 5.9%, but rather that the difference between the upper
and lower limits on margin fell between 4.0% and 5.9%.
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Figure34.  Range of Margin Considered
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10. Margin chosen for the tender

Number of Projects: 36

Actual Margin Chosen (%) Percentage of Projects
0-3.9 0
40-5.9 11
6.0-7.9 37
8.0-9.9 26
10.0-11.9 9
12.0-13.9 11
14.0-15.9 6
>15.9 0

The most common margin size chosen on the tenders reviewed in the survey was between
6.0% and 7.9%. The second most common margin was between 8.0% and 9.9%. No
margin less than 4% or greater than 15.9% was chosen on any of the tenders reviewed.
63% of all margins chosen lay between 6% and 10%.
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Figure 35.  Chosen Margin Size
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The relationship between the actual margin size chosen on a tender and the magnitnde of
the contract value is approximately increasing. This relationship indicates that the general
trend is a larger margin size on a project with a larger contract value. The slope of this
relationship is large, indicating a small increase in margin size for a large increase in
contract value.
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Part C. Factors Affecting Risk and Opportunity Allowance

11. Factors considered in the risk and opportunity assessment.
Number of Projects: 36

Factors Contributing to the Risk Allowance

See Table 1

The following factors were the top ten factors most frequently contributing to the risk
allowance on a tender, listed in decreasing order of frequency:

Likelihood of unexpected job site conditions

Likelihood of unexpected climatic conditions

Likelihood of a schedule delay

Uncertainty in estimated quantities, productivity, and/or price rates for materials
Amount of contractor coverage (e.g. latent conditions clause)

Uncertainty in estimated quantities, productivity, and/or price rates for labour
Duration of contract period

Degree of safety hazard on project

Complexity in construction methods

Uncertainty in estimated quantities, productivity, and/or price rates for plant

Factors Contributing to Opportunity Allowance
See Table 2

The following factors were the top ten factors most frequently contributing to the
opportunity allowance on a tender, listed in decreasing order of frequency:

Likelihood of negotiating lower price on supply/subcontracts

Innovation in construction methods

Company's relationship with subcontractors/suppliers

Innovation in design

Company's quoted prices from subcontractors/suppliers with respect to competitors:
Comrmercial advantages

Number of major supply and/or subcontracts on project

Likelihood of changes in contract scope

Degree of contractor involvement in design phase

Proportion of work ($) subcontracted to total contract value

Likelihood of unexpected job site conditions

The likelihood of unexpected job site conditions is the only factor that frequently
contributed to both the risk and the opportunity allowance. This result indicates that this
factor could be viewed as either a risk or an opportunity, most likely depending on the
conditions of the contract and the provisions for unexpected job site or ground conditions.
If the contractor is expected to bear the risk of this factor, then its occurrence may add to
the estimated cost and therefore require a risk allowance. If the owner bears the risk for
this factor, then its occurrence may lead to extra work for the contractor which could be
negotiated at a good price, thereby contributing to the opportunity allowance. All of the
other factors listed as contributing to either the risk or the opportunity allowance did not
contribute to both categories.
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Factors Contributing to Risk Allowance

FACTOR #of % of
Resp. Resp.
Likelihood of unexpected job site conditions 21 58.33
Likelihood of unexpected climatic conditions 20 55.56
Likelihood of a schedule delay 18 50.00
Uncertainty in estimate for materials 16 44.44
Amount of contractor coverage (e.g. latent conditions clause) 15 41.67
Uncertainty in estimate for labour 15 41,67
Duration of contract period 14 38.89
Degree of safety hazard on project 13 36.11
Complexity in construction methods 13 36.11
Uncertainty in estimate for plant 12 33.33
Amount of liquidated damages 11 30.56
Confidence in design 10 27.78
Completeness and clarity of tender documents and specifications 10 27.78
Likelihood of regulatory restrictions causing delays 9 25.00
Proportion of designh complete at time of tendering 8 22.22
Likelihood of escalation and/or rise and fall 8 22.22
Complexity in project design 8 22.22
Material delivery reliability 8 22.22
Lack of guaranteed price over duration of supply/subcontracts 7 19.44
Size of project (dollar value) 8 16.67
Location with respect to head or branch office 6 16.67
Company relationship with design team and consultants 6 16.67
Amount of negative cashflow on project 6 16.67
Quality of work and credit worthiness of subcontractors/suppliers 8 16.67
Current workload of subcontractors and/or suppliers B 16.67
Degree of contractor involvement in design phase 5 13.89
Likelihood of changes in labour market supply 5 13.89
Proportion of work ($) subcontracted to total contract value 5 13.89
Proportion of labour cost to total project cost 5 13.89
Number of major supply and/or subcontracts on project 4 11.11
Company's relationship with subcontractors/suppliers 4 11.11
Commercial disadvantages in quoted prices from subcontractors/suppliers 4 1.1
Proportion of hired to owned plant on project 4 11.11
Time allowed for submitting bids 3 8.33
Proportion of time-based overheads to contract value 3 8.33
Likelihiood of changes in contract quantities 3 8.33
Amount of external financing required for project 2 5.56
Likelihood of changes in contract conditions 2 5.56
Likelihood of increase in foreign exchange rates 1 278
Likelihood of negotiating lower price on supply/subcontracts 1 2.78
Amount of contract bonuses 1 2.78
Likelihood of changes in contract scope 1 278
Likelihood of changes in contract rates 1 278
Commercial advantages in quoted prices from subcontractors/suppliers 0 0.00
Innovation in design 0 0.00
Innovation in construction methods 0 0.00
Likelihood of an acceleration in schedule 0 0.00

Table 1




Factors Contributing to Opportunity Analysis

FACTOR #of % of
Resp. Resp.
Likelihood of negotiating lower price on supply/subcontracts 17 47.22
Innovation in construction methods 18 44.44
Company's relationship with subcontractors/supplisrs 11 30.56
Innovation in design 11 30.56
Commercial advantages in quoted prices from subcontractors/suppliers 10 27.78
Number of major supply and/or subcontracts on project 8 22.22
Likelihood of changes in contract scope 7 19.44
Degree of contractor involvement in design phase 6 16.67
Proportion of work {$) subcontracted to total contract value 6 16.67
Likelihood of unexpected job site conditions 6 16.67
Complexity in construction methods 6 - 16.67
Likelihood of an acceleration in schedule 6 16.67
Duration of contract period 5 13.89
Current workload of subcontractors and/or suppliers 5 13.89
Likelihood of changes in contract quantities 5 13.89
Size of project (dollar value) 4 11.11
Location with respect to head or branch office 4 11.11
Company relationship with design team and consultants 4 11.11
Proportion of time-based overheads to contract value 4 11.11
Completeness and clarity of tender documents and specifications 4 11.11
Complexity in project design 4 11.11
Quality of work and credit worthiness of subcontractors/suppliers 3 8.33
Likelihood of a schedule delay 3 8.33
Material delivery reliability 3 8.33
Confidence in design 2 5.56
Time allowed for submitting bids 2 5.56
Amount of negative cashilow on project 2 5.56
Lack of guaranteed price over duration of supply/subcontracts 2 5.56
Likelihood of unexpected climatic conditions 2 5.56
Degree of safety hazard on project 2 5.56
Amount of contractor coverage (e.qg. latent conditions clause) 2 5.56
Amount of liquidated damages 2 5.56
Likelihood of regulatory restrictions causing delays 2 5.56
Uncertainty in estimate for labour 2 5.56
Uncertainty in estimate for plant 2 5.56
Uncertainty in estimate for materials 2 5.56
Proportion of labour cost to total project cost 2 5.56
Proportion of hired to owned plant on project 2 5.56
Likelihood of changes in contract conditions 2 556
Likelihood of changes in contract rates 2 5.56
Proportion of design complete at time of tendering 1 2.78
Likelihood of escalation and/or rise and fall 1 2,78
Amount of external financing required for project 0 0.00
Likelthood of changes in labour market supply 0 0.00
Likelihood of increase in foreign exchange rates 0 0.00
Commercial disadvantages in quoted prices from subcontractors/suppliers 0 0.00
Amount of contract bonuses 0 0.00

Table 2




Factors Considered in Sefting Margin
See Table 3

The following factors were the top ten factors most frequently considered in setting
margin on a tender, listed in decreasing order of frequency:

Size of project (dollar value)

Proportion of work ($) subcontracted to total contract value

Proportion of time-based overheads to contract value

Number of major supply and/or subcontract on project

Location of project with respect to head or branch office

Duaration of contract period

Likelihood of escalation and/or rise and fall

Proportion of labour cost to total project cost

Uncertainty in estimated quantities, productvity, and/or price rates for labour
Proportion of hired to owned plant on project

Other Factors Considered in Setting the Risk and Opportunity Allowance

The following is a list of other factors considered in setting the risk and opportunity
allowance on a tender, as indicated by respondents in the survey:

Pricing

Ground conditions
Weather

Materials

Risk Factors:

Incomplete nature of the design
Estimated quantities in error
Flooding

Flooding to cut off access
Industrial relations

Traffic management

Opportunity Factors:
Internal plant

Staff in new market area
Design
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Factors Considered in Setting Margin

FACTOR # of % of
Resp. Resp.
Size of project (dollar value) 13 36.11
Proportion of work ($) subcontracied to total contract value 13 36.11
Proportion of time-based overheads to contract value 12 33.33
Number of major supply and/or subcontracts on project 10 27.78
Location with respect to head or branch office 9 25.00
Duration of contract period 8 2222
Likelihood of escalation and/or rise and fall 7 19.44
Proportion of labour cost to total project cost 7 19.44
Uncertainty in estimate for labour 6 16.67
Propertion of hired to owned plant on project 6 16.67
Lack of guaranteed price over duration of supply/subcontracts 5 13.89
Amount of liquidated damages 5 13.89
Uncertainty in estimate for plant 5 13.89
Uncertainty in estimate for materials 5 13.89
Likelihood of changes in contract scope 5 13.89
Likelihood of unexpected climatic conditions 4 11.11
Complexity in construction methods 4 1111
Likelihood of a schedule delay 4 11.11
Likelihood of changes in contract quantities 4 11.11
Confidence in design 3 8.33
Likelihood of negotiating lower price on supply/subcontracts 3 8.33
Commercial advantages in quoted prices from subcontractors/suppliers 3 8.33
Likelihood of changes in contract rates 3 8.33
Proportion of design complete at time of tendering 2 5.56
Time allowed for submitiing bids 2 5.56
Amount of negative cashflow on project 2 5.56
Likelihood of changes in labour market supply 2 5.56
Quality of work and credit worthiness of subcontractors/suppliers 2 5.56
Current workload of subcontractors and/or suppliers 2 5.56
Company's relationship with subcontractors/suppliers 2 5.56
Commercial disadvantages in quoted prices from subcontractors/suppliers 2 5.56
Degree of safety hazard on project 2 5.56
Completeness and clarity of tender documents and specifications 2 5.56
Armount of contract bonuses 2 5.56
Likelihood of changes in contract conditions 2 5.56
Degree of contractor involvement in design phase 1 2.78
Amount of external financing required for project 1 2.78
Likelhood of unexpected job site conditions 1 278
Amount of contractor coverage (e.g. latent conditions clause) 1 278
Material delivery reliability 1 2.78
Likelihood of an acceleration in schedule 1 278
Company relationship with design team and consultants 0 0.00
Likelihood of increase in foreign exchange rates 0 0.00
Likelihood of regulatory restrictions causing delays 0 0.00
Complexity in project design o 0.00
Innovation in design 0 0.00
Innovation in construction methods 0 0.00

Table 3
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Factors Not Applicable
See Table 4

The following factors were the top ten factors most frequently not applicable in setting the
risk and opportunity allowance, listed in decreasing order of frequency:

Amount of contract bonuses

Likelihood of changes in contract conditions

Likelihood of changes in contract rates

Likelihood of increase in foreign exchange rates

Amount of external financing required for project

Likelihood of an acceleration in schedule

Complexity in project design

Time allowed for submitting bids

Company's quoted prices from subcontractors/suppliers with respect to competitors:
Commercial disadvantages

Likelihood of regulatory restrictions causing delays

Factors Never Considered
See Table 5

The following factors were the top ten factors most frequently never considered in setting
the risk and opportunity allowance, listed in decreasing order of frequency:

Size of project (dollar value)

Company relationship with design team and consultants
Likelithood of increase in foreign exchange rates

Duration of contract period

Location of project with respect to head or branch office

Amount of external financing required for project

Quality of work and credit worthiness of subcontractors/suppliers
Proportion of hired to owned plant on project

Degree of contractor involvement in design phase

Proportion of design complete at time of tendering
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Risk and Opportunity Factors Not Applicable
FACTOR # of % of ]
Resp. Resp.
Amount of contract bonuses 30 83.33
Likelihood of changes in contract conditions 29 80.56
Likelihood of changes in contract rates 29 80.56
Likelihood of increase in foreign exchange rates 28 77.78
Amount of external financing required for project 27 75.00
Likelihood of an acceleration in schedule 27 75.00
Complexity in project design 26 72.22
Time affowed for submitting bids 25 69.44
Commercial disadvantages in quoted prices from subcontractor/suppliers 25 6944
Likelihood of regulatory restrictions causing delays 25 69.44
Likelihood of changes in labour market supply 24 66.687
Likelihood of changes in contract quantities 24 66.67
Likelihood of changes in contract scope 23 63.89
Proportion of design complete at time of tendering 22 61.11
Amount of negative cashflow on project 22 61.11
Lack of guaranteed price over duration of supply/subcontracts 22 61.11
Degree of contractor involvement in design phase 21 58.33
Likelihcod of escalation and/or rise and fall 21 58.33
Material delivery reliability 21 58.33 L
Company relationship with design team and consultants 20 55.56 7
Commercial advantages in quoted prices from subcontractors/suppliers 20 55.56 ?
Completeness and clarity of tender documents and specifications 20 55.56 .
Proportion of hired to owned plant on project 20 55.56
Innovation in design 20 B5.56
Quality of work and credit worthiness of subcontractors/suppliers 19 52.78
Current workload of subcontractors and/or suppliers 19 52.78
Proportion of labour cost 1o total project cost 19 52.78
Innovation in construction methods 19 52.78 ﬁ ;
Degree of safety hazard on project 18 50.00
Amount of liquidated damages 18 50.00 ¢
Uncertainty in estimate for plant 18 50.00 5
Confidence in design 17 47.22 N
Company's relationship with subcontractors/suppliers 18 44.44 P
Complexity in construction methods 16 44.44
Location with respect to head or branch office 15 41.67 -
Uncertainty in estimate for materials 156 41.67
Proportion of time-based overheads to contract value 14 38.89 E
Number of major supply and/or subcontracts on project 14 38.89 -
Amount of contractor coverage (e.g. latent conditions clause) 14 38.89
Uncertainty in estimate for labour 14 38.89 g
Size of project (dollar value) 13 36.11 L
Proportion of work ($) subcontracted to total contract value 13 36.11
Likelihood of a schedule delay 13 36.11 !
Likelihood of unexpected climatic conditions 12 33.33 L
Likelihood of negotiating lower price on supply/subcontracts 11 30.56
Likelihood of unexpected job site conditions 10 27.78 .
Duration of contract period 8 22.22 |
Table 4 :




P

Risk and Opportunity Factors Never Considered

FACTOR # of % of
Resp. Resp.
Size of project (dollar value) 7 18.44
Company relationship with design team and consultants 7 19.44
Likelihood of increase in foreign exchange rates 7 19.44
Duration of contract period 6 16.67
Location with respect to head or branch office 6 16.67
Amount of external financing required for project 6 16.67
Quality of work and credit worthiness of subcontractors/suppliers 6 16.67
Proportion of hired to owned plant on project 6 16.67
Degree of contractor involvement in design phase 5 13.89
Proportion of design complete at time of tendering 5 13.89
Confidence in design 5 13.89
Time allowed for submitting bids 5 13.89
Amount of negative cashflow on project 5 13.89
Likelihood of changes in labour market supply 5 13.89
Current workload of subcontractors and/or suppliers 5 13.89
Company’s relationship with subcontractors/suppliers 5 13.89
Commercial advantages in quoted prices from subcontractors/suppliers 5 13.89
Commercial disadvantages in quoted prices from subcontractors/suppliers 5 13.89
Innovation in design 5 13.89
Proportion of time-based overheads to contract value 4 11.11
Likelihood of negotiating lower price on supply/subcontracts 4 1.1
Proportion of labour cost to total project cost 4 11.11
Material delivery reliability 4 11.11
Number of major supply and/or subcontracts on project 3 8.33
Degree of safety hazard on project 3 8.33
Amount of contractor coverage (e.g. latent conditions clause) 3 8.33
Amount of contract bonuses ' 3 8.33
Likelihood of escalation and/or rise and fal! 2 5.56
Lack of guaranteed price over duration of supply/subcontracts 2 5.56
Completeness and clarity of tender documents and specifications 2 5.56
Amount of liquidated damages 2 5.56
Likelihood of regulatory restrictions causing delays 2 5.56
Likelihood of an acceleration in schedule 2 5.56
Proportion of work ($) subconiracted to total contract value 1 278
Likelihood of unexpected job site conditions 1 2.78
Complexity in project design 1 2.78
Likelihood of a schedule delay 1 278
Uncertainty in estimate for labour 1 278
Uncertainty in estimate for plant 1 278
Innovation in construction methods 1 278
Likelihood of changes in contract scope 1 278
Likelihood of changes in contract conditions 1 2.78
Likelihood of changes in contract quantities 1 278
Likelihood of changes in contract rates 1 2.78
Likefihood of unexpected climatic conditions 0 0.00
Complexity in construction methods 0 0.00
Uncertainty in estimate for materials 0 0.00

Table 5




Risk and Opportunity Factors Listed in Survey

The following is a list of all of the risk and opportunity factors provided in the survey,
from which respondents could choose:

Project Characteristics

Size of project (dollar value)

Duration of contract period

Location with respect to head or branch office

Design Characteristics

Degree of contractor involvement in design phase
Proportion of design complete at time of tendering
Confidence in design

Company relationship with design team and consultants

Cost Estimate Characteristics

Time allowed for submitting bids

Proportion of time-based overheads to contract value
Amount of negative cashflow on project

Amount of external financing required for project
Likelihood of escalation and/or rise and fall
Likelihood of changes in labour market supply
Likelihood of increase in foreign exchange rates

Subcontractors and Suppliers
Proportion of work subcontracted to total contract value
Number of major supply and/or subcontracts on project
Lack of guaranteed price over duration of supply/subcontracts
Likelihood of negotiating lower price on supply/subcontracts
Quality of work and credit worthiness of subcontractors/suppliers
Current workload of subcontractors and/or suppliers
Company's relationship with subcontractors/suppliers
Company's quoted prices from subcontractors/suppliers with respect to competitors:
Commercial advantages
Commercial disadvantages
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Project-Related Risks

Likelihood of unexpected climatic conditions

Likelihood of unexpected job site conditions

Degree of safety hazard on project

Completeness and clarity of tender documents and specifications
Amount of contractor coverage (e.g. latent conditions clause)
Amount of liquidated damages

Likelihood of regulatory restrictions causing delays
Complexity in project design

Complexity in construction methods

Likelihood of a schedule delay

Uncertainty in estimated quantities, productivity, and/or price rates for:

Labour

Plant

Materials
Proportion of labour cost to total project cost
Proportion of hired to owned plant on project
Material delivery reliability

Project-Related Opportunities
Innovation in design
Innovation in construction methods
Amount of contract bonuses
Likelihood of an acceleration in schedule
Likelihood of changes in contract:

Scope

Conditions

Quantities

Rates
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Part D. Objectives of the Tender

12. Objectives of the company in tendering, at the time of tendering

Number of projects: 36

Sample size: 36 for objectives 1, 3, and 6.

Sample size: 34 for objectives 2, 4, and 5.

Objectives 2, 4, and 5 have a sample size of only 34, because they were not included in the
projects reviewed in the pilot study for this survey.

Objectives in Tendering

The following is a list of the objectives in tendering provided in the survey:

oA

1. To win the project.
2.
3. To be seen as competitive and/or to build a reputation with the client and/or with

To meet budgeted turnover requirements and/or to deploy idle resources.

consultants.

To break into a new market, or to win for the strategic value of the project.

To test a new geographical area, and to give the estimating team experience in the new
area.

To maximise the project's contribution to profit.

Analysis of Results

The following steps were taken in analysing the degree of desire in achieving the
objectives in tendering:

See Table 6, Table 7, and Table 8

1.

2.

The frequency of the responses for each degree of desire (ranging from O for not
applicable to 5 for a strong desire) were totalled for each objective.

It was decided that a score of 4 or greater for the degree of desire indicated a strong
desire to achieve the objective, and a score of 3 or less a weak desire. The total
number of respondents scoring each objective as having a degree of desire of 4 or
greater, and the total respondents scoring a degree of desire of 3 or less were
determined. The percentage of total respondents that each figure represented was
calculated, by dividing the number of responses by the sample size (36 for objectives 1,
3, and 6, and 34 for objectives 2, 4, and 3).
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3. Animportance index was calculated for each objective, based on the degrees of desire.
The importance index indicates the level of importance of each objective in tendering.
It is a weighted average of each objective divided by the upper scale of the
measurement (of the degree of desire). It is calculated using the following formula
(Shash, 1993);

=  importance index

w = constant expressing the weighting given to each response. The weighting ranges
from 1 to 5 where 1 is the least degree of desire, and 5 is the greatest degree of
desire. A weighting of zero yields a zero term in the importance index equation.
It also indicates that the objective was not applicable on the tender in question.

n=  the frequency of the responses, for each weighting.

N=  total number of responses = total sample size for the survey = 36 for objectives 1,
3, and 6, and 34 for objectives 2, 4, and 5.

1%0

=% = afactor to convert the weighting into a degree of 100; for example, a weighting of

1 corresponds to 20%, which is equal to 1#(100/5); a weighting of 5 corresponds
to 100%, which is equal to 5*(100/5).

4. The objectives were ranked according to the importance index. This ranking is termed
RANKI.

5. The objectives were also ranked according to the percentage of respondents scoring a
degree of desire for the objective of 4 or greater. This ranking is termed RANK?2.

6. The ranking of the objectives in tendering according to each ranking method were
compared.

See Table 7 and Table §

The ranking of the objectives in tendering was the same based on both ranking methods.
This result indicates that there is a consistency between the number of respondents that
indicated a desire to achieve an objective and the strength of that desire. In other words,
those objectives that were most frequently cited as being desired were also given the
largest number of strong ratings.

The objective that was most frequently desired and desired to the strongest degree was "to
win the project”. The least frequent and weakest objective was "to test a new
geographical area, and to give the estimating team experience in the new area".

The second highest ranked objective was "to be seen as competitive and/or to build a
reputation with the client and/or with consultants”, followed by "to meet budgeted
turnover requirements and/or to deploy idle resources”; "to maximise the project's
contribution to profit"; and, "to break into a new market, or for the strategic value of the
project”.
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Ranking of Objectives in Tendering (RANK1 and RANK2)

OBJECTIVE IMPORT | RANK1 | RANK2
INDEX ()
To win the project 85.56 1 1
To be seen as competitive / to build reputation 62.78 2 2
To meet budgeted turnover / to deploy resources 62.35 3 3
To maximise project's contribution to profit 56.67 4 4
To break into new market / strategic value of project 50.00 5 5
To test new geographical area / for experience 17.65 8 6
RANK1 based on importance index
RANK2 based on % of respondents scoring >=4
Table 7
Ranking of Objectives in Tendering (RANK2)
OBJECTIVE % Resp. | RANK2
Scoring
»>=4
To win the project 77.78 1
To be seen as competitive / to build reputation 58.33 2
To meet budgeted turnover / to deploy resources 44.12 3
To maximise project's contribution to profit 38.89 4
To break into new market / strategic value of project 38.24 5
To test new geographical area / for experience 2.94 6

Table 8




Other Objectives in Tendering

Other objectives in tendering indicated in the survey were:

To satisfy the client.

To gain a reputation in the field of work.

To obtain a project because it suits the company's operations.
To build a relationship with a major subcontractor.

AR S

To test a new project area.

To improve the company morale by winning a competitive bid.
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Relationship Between Margin Size and the Desire to Achieve Each Objective

The relationship between the actual margin size chosen on a tender and the strength of the
objective "to win the project” is approximately decreasing. This relationship indicates that
as the desire to win the project increases, the margin size chosen for the tender decreases.
This relationship corresponds to the intuitive one in which the margin size is decreased in
order to increase the chances of winning the project. The slope of this relationship is
large, indicating a large decrease in margin size for an increase in the desire to win the
project.

Relatlonshlp Between Margin Size and Waighting of
Objective "To Win®

Margln Size (%)

¥y = W1724 - 134780x 2~ 0.187D3

=

N W R~ B

Iiljl!lII‘!EIIII!!I!{IIIIiI‘I[I

—

Waighting of Objective *To Win®

Figure 37.  Relationship Between Margin Size and Weighting
of Objective "To Win"
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The relationship between the actual margin size chosen on a tender and the strength of the
objective "to meet budgeted turnover requirements and/or to deploy idle resources” is
approximately decreasing. This relationship indicates that as the desire to meet budgeted
turnover requirements and/or to deploy idle resources increases, the margin size chosen
for the tender decreases. This relationship corresponds to the intuitive one in which the
margin size is decreased in order to increase the chances of winning the project and thus
meeting the required turnover levels and deploying idle resources. The slope of this
relationship is large, indicating a large decrease in margin size for an increase in the desire
to meet budgeted turnover requirements and/or to deploy idle resources.

Relatlonshlp Between Margin Size and Weighting of
ObJsctlve "To Meet Turnover Requlrements®

Margin Sizes (%)

_.
142 ]
]

y = 1481878 - 1.07470x "2 = 0,35528

&

Lo~ - B L I - - TR B -~ B )
]

|!IIlIIIII!']IHIIiIEI'IrEﬁPI!II
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Welghting of Objective "To Mest Turnover
Requiraments”

Figure 38.  Relationship Between Margin Size and Weighting
of Objective "To Meet Turnover Requirements"
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The relationship between the actual margin size chosen on a tender and the strength of the
objective "to be seen as competitive and/or to build a reputation with the client and/or
with consultants” is approximately decreasing. This relationship indicates that as the
desire to be seen as competitive and/or to build a reputation increases, the margin size
chosen for the tender decreases. This relationship corresponds to the intuitive one in
which the margin size is decreased in order to increase the chances of being the low bidder
and thus improving the company's position on the tender rankings, thereby appearing
competitive. The slope of this relationship is medium, indicating a moderate decrease in
margin size for an increase in the desire to be seen as competitive and/or to build a
reputation.

Relatlonshlp Between Margin Slze and Weightlnﬁ of
QObjective "To Be Seen as Competitlve [ To Bulld a
Reputation®

Mergin 8lize (%)
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Welghtln? of Objectlve "To Be Sean as
Compstitive { To Bulld & Reputation®

Figure 39.  Relationship Between Margin Size and Weighting
of Objective "To Be Seen as Competitive /
To Build a Reputation”
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The relationship between the actual margin size chosen on a tender and the strength of the
objective "to break into a new market, or for the strategic value of the project” is
approximately decreasing. This relationship indicates that as the desire to break into a
new market or to win for strategic reasons increases, the margin size chosen for the tender
decreases. This relationship corresponds to the intuitive one in which the margin size is
decreased in order to increase the chances of winning the project for strategic reasons or
to break into a new market. The slope of this relationship is small, indicating a small
decrease in margin size for an increase in the desire to break into a new market, or to win
for strategic reasons.

Relat[onsh_flp Between Margin Size and Weighting of
Objective *To Break Into New Market [ For Strategic
Value of Project®

Mergin Size (%)
1&

15 & &
14 N ¥y = 8.84788 - 0.12740x 12 = 0.00821
8 — B
-
12 -8 il
11—
& ]
10 @&
? — =
I B
3 @ Ci]
7 -&
i} B
B —
Bl
E "‘:
J- - =)
3
2
1 -
¢ I | i I I I T | T
0 1 2 3 4 1

¥elghting of Objectlve *To Bresk Into New
Market / For Strateglc Vaiue of Project”

Figure40.  Relationship Between Margin Size and Weighting
of Objective "To Break into New Market /
For Strategic Value of Project"
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The relationship between the actual margin size chosen on a tender and the strength of the
objective "to test a new geographical area, and to give the estimating team experience in
the new area” is approximately decreasing. This relationship indicates that as the desire to
test a new geographical area and to give the estimating team experience increases, the
margin size chosen for the tender decreases. The slope of this relationship is medinm,
indicating a moderate decrease in margin size for an increase in the desire to test a new
geographical, area and to give the estimating team experience in the new area.

Relationship Between Margin Slze and Wsl htin_g of
Objective "To Test New Geographlcal Area

Margin Slze (%)
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Welphtlng of Cbjective "To Test New
Geographical Area”

Figure4l.  Relationship Between Margin Size and Weighting
of Objective "To Test New Geographical Area"
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The relationship between the actual margin size chosen on a tender and the strength of the
objective "to maximise the project's contribution to profit" is approximately decreasing.
This relationship indicates that as the desire to maximise the project's contribution to
company profit increases, the margin size chosen for the tender decreases, but only very
slightly. The slope of this relationship is very small, indicating a very small decrease in
margin size for an increase in the desire to maximise the project's contribution to profit.
This relationship can be explained by the fact that if the company's desire is to maximise
profit, then they are in a situation in which they have sufficient work on hand and they
want to win projects at high margins. Thus, as their desire to maximise profit increases,
the margin size decreases by very little. The margin size does, however, decrease slightly,
since a lower margin increases the company's chances of winning and therefore of
maximising profit.

Relatlonship Betwesn Margin Size and Waightlng of
Objective *To Maximise Contribution to Profll*
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Figure 42,  Relationship Between Margin Size and Weighting
of Objective " To Maximise Contribution to Profit"
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Comparing slopes of relationships between margin size and the various objectives in
tendering, the slope of the relationship between the margin size and the objective of
maximising profit is the smallest. As already explained, this objective is the one most
likely to lead to larger margin sizes; therefore, an increase in this objective leads to the
least amount of decrease in margin size. The slope of the relationship between the margin
size and the objective of winning the project is the largest. This indicates that an increase
in the desire to win the project leads to the greatest decrease in margin size, as would be
expected to increase the chances of winning. An increase in the desire to meet budgeted
turnover requirements and/or to deploy idle resources also leads to a large decrease in
margin size, again to increase the chances of winning. In order of decreasing slope size,
the remaining objectives are: to test a new geographical area, and to give the estimating
teamn experience in the new area; to be seen as competitive and/or to build a reputation;
and, to break into a new market, or for the strategic value of the project.

Most of the relationships follow expected trends with the exception of two: to test a new
geographical area; and, to break into a new market. It would not be expected that an
increase in the desire to test a new geographical area would lead to much decrease in
margin size, since in this case the objective is not to win; however, the slope of this
relationship indicates a medium decrease in margin size. Secondly, it would be expected
that an increase in the desire to break into a new market would lead to a significant
decrease in margin size, in order to maximise the chances of winning; however, the slope
of this relationship indicates only a slight decrease in margin size. This relationship may be
explained by the fact that the desire to break into a new market may be approached with
caution for the unknown, thereby leading to more modest decreases in margin size.
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Part E. Factors Affecting Margin Size

13. Factors affecting the choice of margin size, at the time of tendering

Analysis of Results

Number of Projects: 36

The following steps were taken in analysing the degree of influence of the factors affecting
the choice of margin size:

See Table 9, Table 10, and Table 11

I.

2.

I=

The frequency of the responses for each degree of influence (ranging from 0 for no
influence to 5 for a large degree of influence) were totalled for each factor.

It was decided that a score of 4 or greater for the degree of influence indicated a
strong influence of the factor on the margin size decision, and a score of 3 or less a
weak influence. The total number of respondents scoring each factor as having an
influence of 4 or greater, and the total respondents scoring an influence of 3 or less
were determined. The percentage of total respondents that each figure represented
was calculated, by dividing the number of responses by the total sample size (36).

An importance index was calculated for each factor, based on its degree of influence.
The importance index indicates the level of importance of each factor. It is a weighted
average of each factor divided by the upper scale of the measurement (of the degree of
influence). It is calculated using the following formula (Shash, 1993):

S

where

I=

importance index

w = constant expressing the weighting given to each response. The weighting ranges

n=

from 1 to 5 where 1 is the least degree of influence, and 5 is the greatest degree of
influence. A weighting of zero yields a zero term in the importance index
equation. It also indicates that the factor had no influence on the margin size; thus,
this weighting is equivalent to the factor being not applicable. If a factor is not
applicable or never considered, it is given a zero weighting, so that all factors are
included in the importance index calculation.

the frequency of the responses, for each weighting.

N = total number of responses = total sample size for the survey = 36.

100 . factor to convert the weighting into a degree of 100; for example, a weighting of

4.

5.

6.

1 corresponds to 20%, which is equal to 1*(100/5); a weighting of 5 corresponds
to 100%, which is equal to 5*(100/5).

The factors were ranked according to the importance index. This ranking is termed
RANK1.

The factors were also ranked according to the percentage of respondents scoring their
influence as 4 or greater. This ranking is termed RANKZ.

RANKI1 and RANK2 were converted to RELR1 and RELR2, which are relative
rankings, so that the two rankings can be compared. This conversion was necessary
since there are more ranking levels in RANK1 (40) than in RANK2 (14), due to fewer
occurrences of importance indices of equal value than of equal percentages of
respondents scoring 4 or greater for factors. The relative rankings were calculated by
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dividing the ranking of each factor, ranked according to RANK1 and RANK2, by the
number of ranking categories, for each of RANK1 and RANK2 respectively.

7. The difference between the relative rankings, DIFF, was calculated by subtracting
RELR2 from RELR1. The larger the value of DIFF, the greater the discrepancy
between the two ranking methods. A positive value of DIFF indicates that RELR1 is
greater than RELRZ; in this case, a large number of respondents indicated this factor
as having a degree of influence on the margin size decision, but few of them indicated
a strong degree of influence. A negative value of DIFF indicates that RELR2 is
greater than RELR1; in this case, a small number of respondents indicated this factor
as having a degree of influence on the margin size decision, but most of them indicated
a strong degree of influence. The larger the magnitude of DIFF, the more pronounced
are the trends indicated by the sign of DIFF.

See Table 10 and Table 11
Ranking Based on the Importance Index (RANK1)
See Table 10

The top six ranked factors, based on the importance index, are all categorised under
company characteristics. These factors are, in decreasing order of importance:

Desire for project

Need for work

Amount of contingency (risk/opportunity allowance) in estimate
Experience on similar projects

Likelihood of winning project

Availability of other projects over remainder of fiscal year

The seventh most important factor is the number of competitors for the project, which is
categorised with factors relating to the competition. This factor is the only significant
factor in the category of competition, in terms of the degree of influence on margin size.

The eighth ranked factor is the margin required of the project by the corporate budget,
under the category of corporate and budgetary considerations. This factor is the only
significant factor in this category.

The most significant factor amongst the client-related factors is the company's relationship
with the client. This is the tenth most significant factor.

Under economic and political conditions, the most highly ranked factor is the amount of
work available to contractors in this sector of industry. This factor is ranked as eighteenth
in importance, indicating that this entire category of factors is not significant in terms of its
influence on the margin size decision.

The five lowest ranked factors, in decreasing rank order, are: the capacity to supply
resources for financing; current interest rates; current unemployment rate; the likelihood of
changes in tax laws; and, the tax liabilities of the project.

The most significant category of factors is company characteristics (average rank of 11.2),
followed by client-related factors (average rank of 17.7), corporate and budgetary
considerations (average rank of 22.1), competition (average rank of 25.1), and economic
and political conditions (average rank of 31.3).
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Ranking of Factors Affecting Margin Size (RANK1 and RANK2)
FACTOR IMPORT | RANK1 | RANK2 | RELR! RELR2 DiFF
INDEX 3

Deslre for project 65.56 1 1 10000 | 10000 [ 000
Need for work 60.56 2 1 97.50 100.00 -2.80
Amount of contingency In estiimate 51.67 3 2 95.00 92,86 214
Experdence on similar projects 50.00 4 2 92.50 92.86 -0.36
Likelihood of winning project 47.78 5 5 90.00 71.43 18.57
Avallability of other projects 44.44 6 5 87.50 71.43 16,07 ,
Number of competitors for the project 41.67 7 3 85.00 85.71 -0.71
Margin requlred of project by corporate budget 30.44 8 5 82.50 71.43 11.07
Likelhood of winning future tenders 38.89 9 8 80.00 50.00 30.00
Capacity to supply resources for construction 38,33 10 6 77.50 64.29 13.21
Company's relationship with the client 38.33 10 6 77.50 64.29 13.21
Past profit on simllar projects 36.67 n 5 75.00 71.43 357
Famillarity with market 34.44 12 6 72.50 64.29 s
Avdilability of key personnel In company 33.89 13 é 70.00 64.29 571
Comporate strategy or business pian for this market|  33.33 14 b 67.80 64.29 KW4! :
Actual versus projected amount of work wontodq 32.78 15 8 65.00 50.00 15.00 =
Famillarity with gecgraphical area 31.67 16 8 62.50 50.00 12.50
Credit worthiness and fairmess of the client 3L 17 4 60.00 78.57 -18.57 o
Actual versus budgeted tumover to date 28.8¢ 18 8 567.50 50.00 7.50 2
Amount of work available to coniractors 28.89 18 8 57.50 | 50.00 7.50 h
Number of competitors with strong deslre for projey  28.33 19 7 55.00 57.14 2.4 o
Targeting of more deslrable projects 27.22 20 9 5250 | 42.86 9.64
Company's strength In the Industry 27.22 20 9 5250 | 4286 | 9.64 L
Competitors' current workload in this market 24.44 21 % 50.00 42.86 7.14
Actual versus budgeted corporate overheadstod 22,78 22 10 47.50 35.71 11.79 -y
Competltors' ranking in past bids in this market 211 23 10 45,00 3671 9.29
Competitors' performance on past projects inmar| 20,66 24 12 A250 | 2143 | 2107
Likellhood of competitors having advantage in plal - 20.00 25 10 40.00 35.71 4.29
Previous experlence of competitors similar projecty 20,00 25 12 40.00 2143 18.57 r
Madjor competitors’ relationship with the cllent 19.44 26 11 37.80 28.57 8.93
Current state of the economy 16.67 27 1 35.00 28.57 643
Expected market frend In this sector of industry 16.67 27 11 35.00 28.57 643
Competltors' current workload in other markels 16.17 28 12 32.50 21.43 11.07
Rate of retum requlred from Investment In project | 1556 20 10 30.00 35.71 -5.71 )
Amount of other work available 1o subs/suppliers 15.56 2% 1 30.00 28.57 1.43 ‘
Likelihood of competitors having advantage matel 15,00 30 1 27.50 28.57 -1.07 o
Proportion of fiscal year already over 13.89 K} 1 2500 28.57 -3.57 !
Competitors having advantage labour productivily  12.22 32 13 22,50 14.29 8.21 L
Competlitors having advantage construction metly  11.67 33 13 20.00 14.29 571
Likelihood of competitors having advaniage Indey  6.67 34 13 17.50 14.29 a1 =
Likelihood of increase In interest rates 611 35 14 15.00 7.14 7.8
Capacity to supply resources for financing 5.56 36 13 12.50 14.29 -1.79 b
Cusrent Interest rates 3.89 37 14 10,00 7.14 2.86
Current unemployment rate 278 38 14 7.50 7.14 0.36
Likelthood of changes in tax laws 0.56 39 14 5.00 7.14 -2.14 !
Tax llabiftties of project 0.00 40 14 2.50 7.14 -4.64 -

RANK1 based on importance index

RANK2 based on % of respondents scoring >=4
RELR1 = {(41-RANK1)/40)* 160

RELR2 = {(15-RANK2)/14)" 100

DIFF = RELR] - RELR2

Table 10
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Ranking of Factors Affecting Margin Size (RANK2)

FACTOR % Resp. ] RANK2
Scoring
=i

Need for work 47.22 1

Desire for project 47.22 1

Experience on similar projects 41.67 2
Amount of contingency in estimate 41.67 2
Number of competitors for the project 33.33 3
Credit worthiness and fairness of the client 30.56 4
Likelihood of winning project 27.78 5
Availability of other projects 27.78 5
Past profit on similar projects 27.78 5
Margin required of project by corporate budget 27.78 5
Capacity to supply resources for construction 25.00 6
Availability of key personnel in company 25.00 6
Familiarity with market 25.00 6
Corporate strategy or business plan for this market 25.00 6
Company's relationship with the client 25.00 6
Number of competitors with strong desire for project 2222 7
Likelihood of winning future tenders 19.44 8
Familiarity with geographical area 19.44 8
Actual versus budgeted turnover to date 19.44 8
Actual versus projected amount of work won to date 19.44 8
Amount of work available to contractors 19.44 8
Targeting of more desirable projects 16.67 ]
Company's strength in the industry 16.67 9
Competitors’ current workload in this market 16.67 9
Rate of return required from investment in project 11.11 10
Actual versus budgeted corporate overheads to date 11.11 10
Likelihood of compstitors having advantage in plant 11.11 10
Competitors' ranking in past bids in this market 1111 10
Proportion of fiscal year already over 8.33 11
Major competitors' relationship with the client 8.33 11
Likelihood of competitors having advantage materials 8.33 11
Current state of the economy 8.33 1
Expected market trend in this sector of industry 8.33 11
Amount of other work available to subs/suppliers 8.33 1
Previous experience of competitors similar projects 5.56 12
Competitors’ performance on past projects in market 556 12
Competitors’ current workload in other markets 5.56 12
Capacity to supply resources for financing 2.78 13
Likelihood of competitors having advantage in design 278 13
Competitors having advantage construction methods 2.78 13
Competitors having advantage labour productivity 2.78 13
Tax liabilities of project 0.00 14
Current unemployment rate 0.00 14
Current interest rates 0.00 14
Likelihood of increase in interest raies 0.00 14
Likelihood of changes in tax laws 0.00 14

Table 11



Ranking Based on the Percentage of Respondents Scoring 4 or Greater
(RANK2)

See Table 11

The four most highly ranked factors, based on the percentage of respondents scoring the
factor's degree of influence as 4 or greater, were the same as those ranked as the top four
based on the importance index. These factors are, in decreasing order based on the
percentage of respondents scoring 4 or greater:

Desire for project

Need for work

Amount of contingency (risk/opportunity allowance) in estimate
Experience on similar projects

The desire for the project and the need for work shared the number one ranking, and the
amount of contingency and the company's experience on similar projects shared the
number two ranking.

The next most highly ranked factor was the number of competitors for the project,
followed by the credit worthiness and fairness of the client. The next ranked factors were:
the likelihood of winning the project; the availability of other projects over the remainder
of the fiscal year; past profit on similar projects; and, the margin required of the project by
the corporate budget.

The five lowest ranked factors, in decreasing rank order, are: the tax liabilities of the
project; current unemployment rate; current interest rates; the likelihood of an increase in
interest rates; and, the likelihood of changes in tax laws.

Comparison of the Two Ranking Methods
See Table 10

Comparing the top ten factors based on each ranking method, eight of them are found in
both groups. These factors are:

Desire for project

Need for work

Amount of contingency (risk/opportunity allowance) in estimate
Experience on similar projects

Likelihood of winning project

Auvailability of other projects over remainder of fiscal year
Number of competitors for the project

Margin required of project by corporate budget

Thus, for the top eight factors, a large number of respondents indicated them as having an
influence on the margin size, and those that did gave them a large degree of influence.

The likelihood of winning future tenders over the remainder of the fiscal year, and the
capacity to supply resources for construction were in the top ten factors ranked according
to the importance index (RANKI1), but not in the top ten ranked according to the
percentage of respondents scoring them as 4 or greater (RANK?2). The credit worthiness
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and fairness of the client, and past profit on similar projects were in the top ten according
to RANK2, but not in the top ten according to RANK1.

Comparing the bottom five factors based on each ranking method, four of them are found
in both groups. These factors are:

Current interest rates

Current unemployment rate
Likelihood of changes in tax laws
Tax liabilities of the project

The capacity to supply resources for financing is in the bottom five factors according to
RANK1, but not according to RANK2. The likelihood of an increase in interest rates is in
the bottom five according to RANK2, but not according to RANK1. Nevertheless, both
of these factors are within the bottom ten factors according to both rankings. Thus, for
the bottom five factors, few respondents indicated them as having an influence on the
margin size, and those that did gave them a small degree of influence.

The factors that showed a large value (greater than 10) of DIFF, which indicates a large
discrepancy in the two ranking methods, are:

Likelihood of winning project

Availability of other projects over remainder of fiscal year
Margin required of project by corporate budget
Likelihood of winning future tenders over remainder of fiscal year
Capacity to supply resources for construction

Company's relationship with the client '
Actual versus projected amount of work won to date
Familiarity with geographical area

Credit worthiness and faimess of the client

Actual versus budgeted corporate overheads to date
Competitors' performance on past projects in this market
Previous experience of competitors on similar projects
Competitors' current workload in other markets

In all cases except for one (the credit worthiness and faimess of the client), the sign of
DIFF is positive, indicating that RELR1 is greater than RELR2. In these cases, a large
number of respondents indicated these factors as having a degree of influence on the
margin size decision, but few of them indicated a strong degree of influence. In the case
of the credit worthiness and faimess of the client, the sign of DIFF is negative, indicating
that RELR2 is greater than RELLR1. In this case, a small number of respondents indicated
this factor as having a degree of influence on the margin size decision, but most of them
indicated a strong degree of influence. The factor with the largest value of DIFF (30) is
the likelihood of winning future tenders over the remainder of the fiscal year. This large
posiiive value of DIFF indicates that RELR1 is much larger than RELR2. A large number
of respondents indicated this factor as having some influence on the margin size decision,
but in most cases this degree of influence was small.
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Other Factors Considered in Setting Margin

The following is a list of other factors considered in setting margin, as indicated by
respondents in the survey:

Actual versus budgeted profit to date

Location of project from other existing projects
Market rends

Future workload

Future tender opportunities

What the market would bear

Calibre of the opposition

Quality of the estimate

Difficulty of the project

Attitude (level of keenness) of the estimator

Factors Not Applicable
See Table 12

The following factors were the top ten factors most frequently not applicable in setting
margin, listed in decreasing order of frequency:

Capacity to supply resources for financing

Tax labilities of project

Likelihood of any of competitors having an advantage in design

Likelihood of any of competitors having an advantage in construction methods
Likelihood of any of competitors having an advantage in labour productivity
Current interest rates

Proportion of fiscal year already over

Major competitors' relationship with the client

Likelihood of any of competitors having an advantage in plant

Competitors' performance on past projects in this market

Factors Never Considered
See Table 13

The following factors were the top ten factors most frequently never considered in setting
margin, listed in decreasing order of frequency:

Current state of the economy

Current unemployment rate

Likelihood of changes in tax laws

Likelihood of increase in interest rates

Current interest rates

Expected market trend in this sector of indusiry
Rate of return required from investment in project
Tax liabilities of project

Proportion of fiscal year already over

Actual versus budgeted tumover to date
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8 Margin Factors Not Applicable
o FACTOR # of % of
Resp. Resp.
Capacity to supply resources for financing 23 63.89
. Tax liabilities of project 21 58.33
Likelihood of competitors having advantage in design 20 55.56
Competitors having advantage construction methods 19 £52.78
. Competitors having advantage labour productivity 19 5278
Current interest rates 19 52,78
Proportion of fiscal year already over 18 50.00
,,,,,, Major competitors' relationship with the client 18 50.00
' Likelihood of competitors having advantage in plant 18 50.00
Competitors' performance on past projects in market 18 50.00
Likelihood of increase in interest rates 18 50.00
Likelihood of changes in tax laws 18 50.00
Credit worthiness and fairness of the client 17 47.22
Likelihood of competitors having advantage materials 17 47.22
r Competitors' current workload in other markets 17 47.22
Current unemployment rate 17 47.22
Familiarity with geographical area 16 44 .44
Previous experience of competitors similar projects 16 44 44
Amount of other work available to subs/suppliers 16 44.44
Targeting of more desirable projects 15 41.67
Company's strength in the industry 15 41.67
Rate of return required from investment in project 15 41.67
Competitors' ranking in past bids in this market 15 41.67
Familiarity with market 14 38.89
Expected market trend in this sector of industry 14 38.89
Availability of key personnel in company 13 36.11
Competitors' current workload in this market 13 36.11
Capacity to supply resources for construction 12 33.33
Actual versus budgeted corporate overheads to date 12 33.33
Current state of the economy 12 33.33
Company's relationship with the client 11 30.56
Number of competitors with strong desire for project i1 30.56
Availability of other projects 10 27.78
Past profit on similar projects 10 27.78
Actual versus budgeted turnover to date 10 27.78
Number of competitors for the project 10 27.78
; Amount of work available to contractors 10 27.78
' Likelihood of winning future tenders 9 25.00
Actual versus projected amount of work won to date 9 25.00
Experience on similar projects 8 2222
_ Amount of contingency in estimate 8 22.22
- Margin required of project by corporate budget 8 22.22
Corporate strategy or business plan for this market B 22.22
Likelihood of winning project 7 19.44
- Need for work 2 556
Desire for proiect 2 5.56
e Table 12
|
|




Margin Factors Never Considered

FACTOR # of % of
Resp. Resp.
Current state of the economy 12 33.33
Current unemployment rate 12 33.33
Likelihood of changes in tax laws 12 33.33
Likelihood of increase in interest rates X 30.56
Current interest rates 10 27.78
Expected market trend in this sector of industry 10 27.78
Rate of return required from investment in project Q 25.00
Tax liabilities of project 2] 25.00
Proportion of fiscal year already over 8 2222
Actual versus budgeted turnover to date 8 22.22
Actual versus budgeted corporate overheads to date 8 22.22
Amount of other work available to subs/suppliers 8 22.22
Actual versus projected amount of work won to date 7 19.44
Corporate strategy or business plan for this market 7 19.44
Competitors' ranking in past bids in this market 7 19.44
Competitors' current workload in other markets 7 19.44
Likelihcod of competitors having advantage in design 8 16.67
Amount of work available to contractors 6 16.67
Margin required of project by corporate budget 5 13.80
Competitors' current workload in this market 5 13.89
Competitors having advantage construction methods 5 13.88
Competitors having advantage labour productivity 5 13.89
Likelihood of competitors having advantage materials 5 13.89
Capacity to supply resources for financing 4 11.11
Number of competitors with strong desire for project 4 11.11
Previous experience of competitors similar projects 4 11.11
Competitors' performance on past projects in market 4 11.11
Targeting of more desirable projects 3 8.33
Past profit on similar projects 3 8.33
Amount of contingency in estimate 3 8.33
Major competitors' relationship with the client 3 8.33
Number of competitors for the project 3 8.33
Likelihood of competitors having advantage in plant 3 8.33
Availability of key personnel in company 2 5.56
Company's strength in the industry 2 5.56
Need for work 1 2.78
Likelihood of winning future tenders 1 2.78
Experience on similar projects 1 2.78
Familiarity with market 1 2.78
Desire for project 0 0.00
Likelihood of winning project 0 0.00
Availability of other projects 0 0.00
Capacity to supply resources for construction 0 0.00
Familiarity with geographical area 0 0.00
Company’s relationship with the client 0 0.00
Credit worthiness and fairness of the client Q0 0.00

Table 13
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Margin Factors Listed in Survey

The following is a list of all of the factors considered in setting margin provided in the

survey, from which respondents could choose.

Company Characteristics

Need for work

Desire for the project

Likelihood of winning the project

Availability of other projects over the remainder of the fiscal year
Likelihood of winning future tenders over the remainder of the fiscal year
Targeting of more desirable projects over the remainder of the fiscal year
Capacity to supply resources for construction

Availability of key personnel (management) in the company

Capacity to supply resources for financing

Company's strength in the industry

Experience on similar projects

Past profit on similar projects

Familiarity with geographical area

Familiarity with market

Amount of contingency (risk/opportunity allowance) in estimate

Corporate and Budgetary Considerations

Margin required of project by corporate budget

Rate of return required from investment in project
Tax liabilities of project

Proportion of fiscal year already over

Actual versus budgeted turnover to date

Actual versus budgeted corporate overheads to date
Actual versus projected amount of work won to date
Corporate strategy or business plan for this market

The Client

Company's relationship with the client

Major competitors' relationship with the client
Credit worthiness and fairness of the client

Competition
Number of competitors for the project
Competitors' current workload in this market
Number of competitors with a strong desire for this project
Likelihood of any of competitors having an advantage in:
Design
Construction methods
Labour productivity
Plant
Materials
Previous experience of competitors on similar projects
Competitors' performance on past projects in this market
Competitors' ranking in past bids in this market
Competitors' current workload in other markets
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Economic and Political Conditions

Current state of the economy

Current unemployment rate

Current interest rates

Likelihood of increase in interest rates

Likelihood of changes in tax laws

Expected market trend in this sector of industry

Amount of work available to contractors in this sector of industry

Amount of other work available to subconiractors and/or suppliers on this project

Reference

Shash, Ali A. 1993. Factors considered in tendering decisions by top UK contractors.
Construction Management and Economics Vol. 11: 111-118.
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