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Abstract: Low profit margin is a common issue for construction companies globally, especially for Chinese contractors. In
this study, we aim to reduce the project direct cost using the procurement model to enable the contractors to increase their
profit at the project level in China. The traditional procurement method used by Chinese contractors is to divide the project
direct cost into several big packages, such as civil, structure, structural steel, curtain wall, mechanical, electrical, and plumbing,
thus giving away the profit to the subcontractors. However, in North America, contractors use the trade packages and purchase
major materials and facility equipment directly as per the specifications, and thus have more control over the project and
markup of materials and equipment. In this study, we start with the supply chain model, analyze the western procurement
practice, and propose an EPC procurement mode. The proposed model categorizes packages into five groups according to the
different characteristics of the procured content, provides different contract templates, utilizes the appropriate contract,
provides opportunity for negotiating with suppliers, and manages the interface carefully to reduce the project direct cost,
thereby enabling the contractor to increase the profit margin to make the contractor more competitive in the market. The model
was further presented and verified using a case study for Chinese contractors by utilizing the procurement model, so that the
contractor can reduce the direct cost.
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