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CHAPTER 1

INTRODUCTION

1.1 Background of the Study:

The construction industry constitutes an important element of the Malaysian

economy. Although it accounts for only 2.5% of the gross domestic product (GDP)

in 2007, the industry is critical to national wealth creation as it acts as a catalyst for,

and has multiplier effects to the economy and also enables other industries namely

manufacturing, professional services, financial services, education and others. Recent

years decline in the performance of the Malaysian construction industry has resulted

in the urgent need for it to chart its direction towards strengthening its foundations to

face current and future challenges. ((CIDB), 2007)

When commercial manufacturing of heavy construction equipment began, the

primary way to acquire a new piece of equipment was outright purchase. Players in

the construction industry typically were wealthy and filled all of the primary roles i.e.

owner, designer, and contractor. Without credit and financing, heavy equipment

purchase probably would be limited today, much like it was in the late 1800s. The

proliferation of various equipment manufacturers around the world has spawned
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great competition, not just for the purchase price of the equipment, but financing,

terms of use, and method of payment. (GRANSBERG, POPESCU, & RYAN, 2006)

In the current construction marketplace, equipment manufacturers, used

equipment brokers, and rental companies provide a means for a user with proper

credentials and competence to acquire just about any heavy construction machine

available on a temporary or permanent basis. There are numerous options to consider

when deciding on heavy equipment acquisition and financing. Traditionally, the

equipment purchase process was complete when the contractor selected a specific

make and model of machine from a dealer. The buyer received financing with a

down payment, often the trade-in of an older piece of equipment. This acquisition

process today includes numerous financing options and scenarios that banks, finance

companies, leasing agencies, and manufacturers offer. (GRANSBERG, POPESCU,

& RYAN, 2006)

The major methods of acquisition can be classified as purchase, leasing and

renting. (Edwards, F.C.Harris, & Caffer, 2003)

But in better classification, there are four primary methods used to finance the

purchase of construction equipment: OUTRIGHT CASH PURCHASE,

CONVENTIONAL FINANCING PURCHASE, LEASING, and RENTING

(GRANSBERG, POPESCU, & RYAN, 2006)

1.2 Statement of the Problem:

One of the big problems in Construction Companies is that the company need

construction equipment but doesn’t know whether to buy it rent it or lease it; in the
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other word company doesn’t know how to acquire it. (Edwards, F.C.Harris, &

Caffer, 2003)

There are different factors that a good manager should mention in acquiring

the equipment some are financial and some are non-financial factors. (Edwards,

F.C.Harris, & Caffer, 2003) (Day & Benjamin, 1991)

By putting these factors beside each other and evaluate them and choosing

the optimum mode of acquisition decision making is possible.

1.3 Purpose of the Study:

Widely using of different equipment in construction companies makes the

“choose of right method of acquisition of machine” one of the important issues in

this industry.

The purpose of this study is to evaluate and analyze different ways of

acquiring by considering different factors that should mention in this purpose.

1.4 Aim and objective of the Study:

Aim of this study is to facilitate the decision making for finding the best

alternative between rent, lease and purchasing the construction machines.



4

The objectives of this study are:

i. To identify the methods of acquiring construction equipment

ii. To identify and classify the financial and non financial factors

affecting on construction equipment acquisition methods.

iii. To determine the optimum technique of evaluating the modes of

acquisition through the case study.

1.5 Significance of the Study:

Right decision making in construction industry lead to save money and

increase the profitability and in construction industry the most important thing is

making more profit.

1.6 Scope of the study:

The scope of the study focuses on a construction company in Malaysia and

experts such as architects, engineers, contractors, consultants and etc who involve in

equipment acquiring. Research will focus on Construction Company in Johor Bahru

and Kuala Lumpur.
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