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ABSTRACT 

Issues related to payment have long been known to exist in the construction 
industries all around the world. To tackle payment issues, each country has devised 
their own form of Security of Payment (SOP). Each form of Security of Payment from 
different countries are however not the same from one another. For Malaysia, a 
particular act had been gazetted back in the year of 2012 on the 22nd of June by the 
Ministry of Works. However, the act was only implemented three years later in 2015 
on the 15th of April. This Security of Payment act is known as the Construction 
Industry Payment and Adjudication Act (CIPAA). Even though it has already been 
seven years since CIPAA established, the act and all its features are still relevantly 
new to the Malaysian construction industry players. The reason for this statement is 
that payment issue still exists even after the launch of CIPAA. In 2016, research was 
conducted to find the current statistic related to payment issues in Malaysian 
construction industries. It was later revealed that 91% of the respondent agreed that 
issues related to payment is still ongoing and is becoming a great burden in the 
industry. Not only that, but the same research also found that 81% of the payment issue 
are related to private projects while the other 19% are payment issues related to 
government projects (Abdul et al., 2016). This research has two objectives. The first 
objectives of the research are to determine the challenges that contractors face when 
dealing with late payment using CIPAA. The second objective is to determine ways to 
assist contractors that are dealing with payment issues through adjudication. The scope 
of this research will cover the responses of contractors in the Malaysian construction 
industries in relation to the use of the CIPAA as an instrument to tackle payment issues 
as well as the means to encourage and ease the contractor to adjudication. This research 
thesis is significant because, at the end of the research, the factor that causes the 
contractor and subcontractor to not use the Construction Industry Payment and 
Adjudication Act to tackle payment issues can be identified. Other than that, the ways 
to assist contractors that are dealing with payment issues through adjudication can also 
be identified so that they can be implemented in the real world of the Malaysian 
construction industry. This research will be separated into five phases in which will 
include initial analysis, literature review, collecting information and data, analyzing 
information and data, and finally discussion and conclusion. For the first objective, the 
method of collecting information and data will be by questionnaire. For the second 
objective, the method of collecting information and data will be by interviews. In 
conclusion, the challenges that contractors face when dealing with late payment using 
the Construction Industry Payment and Adjudication Act are related to the cost of 
adjudication itself. As for the second objective, assistance from legal personnel, lawyer 
or the AIAC make video tutorial related to adjudication, AIAC modifying the CIPAA 
form to be more user-friendly, and company hosting seminar related to CIPAA are 
some of the ways to assist contractors that are dealing with payment issues through 
adjudication. 
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ABSTRAK 

Isu berkaitan pembayaran telah lama diketahui wujud dalam industri 
pembinaan di seluruh dunia. Untuk menangani isu pembayaran, setiap negara telah 
merangka bentuk Keselamatan Pembayaran (SOP) mereka sendiri. Setiap bentuk 
Keselamatan Pembayaran dari negara yang berbeza bagaimanapun tidak sama antara 
satu sama lain. Bagi Malaysia, akta tertentu telah diwartakan pada tahun 2012 pada 22 
Jun oleh Kementerian Kerja Raya. Bagaimanapun, akta itu hanya dilaksanakan tiga 
tahun kemudian pada 2015 pada 15 April. Akta Keselamatan Pembayaran ini dikenali 
sebagai Akta Pembayaran dan Pengadilan Industri Pembinaan (CIPAA). Walaupun 
sudah tujuh tahun sejak CIPAA ditubuhkan, akta itu dan semua cirinya masih relevan 
kepada pemain industri pembinaan Malaysia. Sebab bagi kenyataan ini ialah isu 
pembayaran masih wujud walaupun selepas pelancaran CIPAA. Pada tahun 2016, 
penyelidikan telah dijalankan untuk mencari statistik semasa berkaitan isu pembayaran 
dalam industri pembinaan Malaysia. Ia kemudiannya mendedahkan bahawa 91% 
daripada responden bersetuju bahawa isu berkaitan pembayaran masih berterusan dan 
menjadi beban besar dalam industri. Bukan itu sahaja, malah kajian yang sama juga 
mendapati 81% daripada isu pembayaran adalah berkaitan projek swasta manakala 
19% lagi adalah isu pembayaran berkaitan projek kerajaan (Abdul et al., 2016). 
Penyelidikan ini mempunyai dua objektif. Objektif pertama penyelidikan adalah untuk 
menentukan cabaran yang dihadapi oleh kontraktor apabila berurusan dengan 
pembayaran lewat menggunakan CIPAA. Objektif kedua adalah untuk menentukan 
cara untuk membantu kontraktor yang menangani isu pembayaran melalui adjudikasi. 
Skop penyelidikan ini akan meliputi maklum balas kontraktor dalam industri 
pembinaan Malaysia berhubung dengan penggunaan CIPAA sebagai instrumen untuk 
menangani isu pembayaran serta cara untuk menggalakkan dan memudahkan 
kontraktor membuat keputusan. Tesis kajian ini penting kerana, di akhir penyelidikan, 
faktor yang menyebabkan kontraktor dan subkontraktor tidak menggunakan Akta 
Pembayaran dan Adjudikasi Industri Pembinaan untuk menangani isu pembayaran 
dapat dikenalpasti. Selain itu, cara untuk membantu kontraktor yang menangani isu 
pembayaran melalui adjudikasi juga boleh dikenal pasti supaya ia dapat dilaksanakan 
dalam dunia sebenar industri pembinaan Malaysia. Kajian ini akan dibahagikan 
kepada lima fasa yang merangkumi analisis awal, tinjauan literatur, mengumpul 
maklumat dan data, menganalisis maklumat dan data, dan akhirnya perbincangan dan 
kesimpulan. Bagi objektif pertama, kaedah mengumpul maklumat dan data adalah 
melalui soal selidik. Bagi objektif kedua, kaedah mengumpul maklumat dan data 
adalah secara temu bual. Kesimpulannya, cabaran yang dihadapi oleh kontraktor 
apabila berurusan dengan pembayaran lewat menggunakan Akta Pembayaran dan 
Adjudikasi Industri Pembinaan adalah berkaitan dengan kos adjudikasi itu sendiri. 
Bagi objektif kedua pula, bantuan daripada kakitangan undang-undang, peguam atau 
AIAC membuat tutorial video berkaitan adjudikasi, AIAC mengubah suai borang 
CIPAA supaya lebih mesra pengguna, dan seminar pengehosan syarikat berkaitan 
CIPAA adalah beberapa cara untuk membantu kontraktor yang sedang menangani isu 
pembayaran melalui adjudikasi. 
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CHAPTER 1  

 

 

INTRODUCTION 

1.1 Introduction 

As a whole, issues related to payment have long been known to exist in the 

construction industries all around the world. To tackle payment issues, each country 

has devised their own form of Security of Payment (SOP). Each form of Security of 

Payment from different countries are however not the same from one another. For 

Malaysia, a particular act had been gazetted back in the year of 2012 on the 22nd of 

June by the Ministry of Works.  

 

However, the act was only implemented three years later in 2015 on the 15th 

of April. This Security of Payment act is known as the Construction Industry Payment 

and Adjudication Act (CIPAA). Even though it has already been seven years since the 

Construction Industry Payment and Adjudication Act is established, the act and all of 

its features are still relevantly new to the Malaysian construction industry players.  

 

The reason for this statement is that payment issues still exist and there is 

evidence that the players in the Malaysian construction industry are having a hard time 

implementing or applying the Construction Industry Payment and Adjudication Act 

when payment issues occur. It is for that reason that this research is conducted so that 

we can identify the root cause related to contractors or subcontractors not wanting to 

apply the Construction Industry Payment and Adjudication Act when payment issues 

arise. 

 

1.2 Problem Statement 

As mentioned before, even though it has already been seven years since the 

Construction Industry Payment and Adjudication Act is established, the act and all of 
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its features are still relevantly new to the Malaysian construction industry players. The 

reason for this statement is that payment issue still exists even after the launch of the 

Construction Industry Payment and Adjudication Act.  

In the construction industry, the possibility of delays occurring during a 

construction period is related to one key circumstance. This one circumstance is related 

to the client or employer (Rabbani et al., 2011). Clients or employers are the main 

known factor for causing delays in a construction project due to issues such as the late 

release of payment either because of poor financial management or not securing the 

required amount of funds that the project needs.  

That is the source of consequence related to the delay during the construction 

period which both the client and contractor will be bound for and it is very expensive. 

The leading problem that occurs in the construction industry is always related to the 

release of payment being overdue and behind schedule as agreed in the contract 

agreement. Not only that, as informed by many contractors, this kind of behaviour and 

misconduct has been going on in construction projects either financed by the 

government or even the private sector (Said et al., 2012).  

The matter related to late payment is not new and is happening across the 

world. This misconduct has caused the Malaysian economy to be tainted as well as 

harmed the good image of the nation’s industries especially related to construction. 

The establishment of the Construction Industry Payment and Adjudication Act is 

meant to solve all the disputes related to payment in a rapid and civilized way so that 

all the parties that are involved in the construction project are not harmed.  

There are a few procedures and steps that can be taken to make certain that the 

issues regarding late payment can be avoided. If there is any action or instruction that 
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does not follow or breaks the provision that is set in the Construction Industry Payment 

and Adjudication Act, then Superintending Officer must be aware of it. Actions, 

instruction as well as ignorance that are perpendicular to the provision in the 

Construction Industry Payment and Adjudication Act must be examined seriously. In 

a normal situation during the construction period, the time taken for the work done to 

be inspected as well as getting the certificate for progress payment ready can be up to 

fourteen days and only after that the payment money for the contractor is released. 

According to sec 6 (3) of the Construction Industry Payment and Adjudication 

Act, the claim of the progress payment that the contractor submitted must be taken 

action by the client within ten days. However, the payment release must equal the 

quality of work done by the contractor as well as the time taken for the contractor to 

complete the work. This provision is to make sure that the contractors are paid when 

work is done and the client pays the contractor based on and equal to the quality of 

work done. That is why it is very prudent for the Superintending Officer to make sure 

all the work done by the contractors are in perfect order and follow the requirement of 

the layout plan and contract (Rabbani et al., 2011). 

In 2016, research was conducted to find the current statistic related to payment 

issues in Malaysian construction industries. It was later revealed that 91% of the 

respondent agreed that issues related to payment is still ongoing and is becoming a 

great burden in the industry. Not only that, but the same research also found that 81% 

of the payment issue are related to private projects while the other 19% are payment 

issues related to government projects (Abdul et al., 2016).  

Even though the existence of the Construction Industry Payment and 

Adjudication Act is meant to solve the payment issues in Malaysian construction 

industries, there is some sort of complication surrounding the Construction Industry 

Payment and Adjudication Act. This is most shocking because unlike countries 
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without adjudication in their statutory framework, the Construction Industry Payment 

and Adjudication Act have been established to help solve payment issues.  

For example, Nigeria does not include adjudication in their statutory 

framework. It is for that reason that if the Nigerian construction industry players want 

to use adjudication, they must include it in their contract agreement under the dispute 

resolution clause. Based on one research, when facing payment issues, solving them 

through the use of adjudication is ranked 10th (Basiru et al., 2022).  

Back in Malaysia, the same problem also occurs. Similar research was also 

conducted in Malaysia to find out how subcontractors would likely tackle issues 

related to payment. It was found out that the sub-contractors would rather “stay away 

from contracts provided by contractors that are not well financial” or “directly sends 

messages to the developer or client regarding the issue” or “try to have better 

communication with the main contractor”. The use of arbitration or litigation is rank 

8th. This means that sub-contractors are unlikely to be involved in legal methods when 

dealing with payment issues (Che Haron, R., & Arazmi, 2020). 

This shows that the use of adjudication in tackling payment issues is low in the 

Malaysian construction industry which in turn concludes that the use of the 

Construction Industry Payment and Adjudication Act is at a low level. Based on one 

research, it was found that only 3 respondents, which make up 6% of all the 

respondents, stated they have applied adjudication as a means to settle disputes related 

to payment (Loo et al., 2019).  

The reason that the use of the Construction Industry Payment and Adjudication 

Act is at a low level is that there is a certain barrier that limits the usage of the act. One 

study reveals that some of the players in the construction industries are slow on the 
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uptake to accept the act, unaware and inexperience regarding the act’s provision, and 

fail to learn and recognize how the new act operates or what is required for it to 

operates (Mewomo and Maritz, 2017). 

Other than that, there was one study that show that there are multiple reasons 

that resulted in the existence of a barrier that reduces the usage of the Construction 

Industry Payment and Adjudication Act. “The people in the construction industries do 

not have the ability to change their mindset” or “small amount of people that are 

experts in adjudication act” or “the number of related cases is not enough” are some 

of the reasons that cause the act to be unused by many key players in the construction 

industries (Lau et al., 2019). 

 Not only that the key players in the construction industries are unaware of the 

use of the Construction Industry Payment and Adjudication Act, but other reason also 

includes adjudicators that are not capable and lack the experience to handle dispute 

and cases that are complicated (Jayalath, 2019). There was also research done related 

to the awareness of the subcontractor in Sarawak related to the existence of the 

Construction Industry Payment and Adjudication Act and its use of it. It was revealed 

that the subcontractors in Sarawak mostly do not and are unaware that the act even 

exists let alone understand how to apply it or how the adjudication procedure works 

(Hadi et al., 2018).  

Another reason that causes the Construction Industry Payment and 

Adjudication Act to be underutilized is because of the cost of applying for 

adjudication, the Malaysian construction industries have not yet accepted the act as a 

whole and some are still not fully aware of it, the adjudication process will affect the 

relationship between the people in the Malaysian construction industries (Alkhatatneh 

et al., 2021). 



6 

 The reason that the cost is also one of the barriers that somehow blocks some 

people from applying for the Construction Industry Payment and Adjudication Act is 

because of how cost and also time influence the efficiency of the act itself when dealing 

with payment problems. One study was able to uncover that most respondent which 

involve key players in the construction industries considered the efficiency of cost and 

time to be relatively moderate (Tay and Kong, 2018). 

1.3 Research Question 

According to the problem statement that has been presented, the research question 

that can formulate are: 

 

● What are the challenges that contractors face when dealing with late payment 

using the Construction Industry Payment and Adjudication Act? 

● What are the ways to assist contractors that are dealing with payment issues 

through adjudication? 

 

 

1.4 Research Objectives 

The objectives of the research are: 

 

• To determine the challenges that contractors face when dealing with late 

payment using the Construction Industry Payment and Adjudication Act. 

 

• To determine ways to assist contractors that are dealing with payment issues 

through adjudication. 
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1.5 Research Scope 

This research thesis scope of research will cover the responses of contractors 

and subcontractors in the Malaysian construction industries in relation to the use of the 

Construction Industry Payment and Adjudication Act as an instrument to tackle 

payment issues as well as the means to encourage and ease the contractor to 

adjudication. To know what the contractor and subcontractor in the Malaysian 

construction industries face when dealing with payment issues using the Construction 

Industry Payment and Adjudication Act, how many of them face the same issue, and 

the means to encourage and ease the contractor to adjudication is what this research 

thesis is all about.   

 

 

1.6 Research Significance 

This research thesis is significant because, at the end of the research, the factor 

that causes the contractor and subcontractor to not use the Construction Industry 

Payment and Adjudication Act to tackle payment issues can be identified. This is 

because even though adjudication is considered cheaper and swifter than arbitration or 

litigation, it is still not largely utilized by the contractor and subcontractor in the 

Malaysian construction industry.  Other than that, the ways to assist contractors that 

are dealing with payment issues through adjudication can also be identified to that they 

can be implemented in the real world of the Malaysian construction industry.   
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