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ABSTRACT

Construction has become one industrial sector in Indonesia which gives a
huge contribution to the national Gross Domestic Product (GDP). Construction
markets are normally increasing in every year so that the sector becomes very
attractive to the newcomer of the industry. This tendency then definitely makes the
level of competition in such field becomes higher and gives rise for construction firm

to initiate a better strategy to maintain their corporate growth and reputation.

Project procurement which organized by particular client can be considered
as a major opportunity and also the first step for construction company to earn
revenues and promotion, so the performance of the company to succeed in this
activity holds a very important role. Therefore, an initial step would require a proper

and effective planning to obtain optimal results.

While most of construction firms are only focus on their business activity to
increase their value of sales as the indicator of successful performance. Without
knowing their own unique selling point and capability, as the result, most of them are
unable to maintain their growth, competitiveness and even business survival.
Therefore, evaluation of past performance is one of the effective methods as to be a
material aspect in order to formulate a better future strategy. The result of past
performance will likely determine the company’s unique point and give rise to an

opinion for the area which needs to be improved.

This study will present the practical of past evaluation in procurement

performance through case study.
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CHAPTER 1

INTRODUCTION

1.1. Background

After the global economic crisis in 1998 and continued in 2008 which struck
most of the south Asia countries including Indonesia, nowadays the construction
industries seems to be massively back to their state condition and rapidly increase the
growth of construction sector in Indonesia. A numerous of a large scale projects held
by the government and private companies physically indicates the huge development

of construction activity within the respective country.

Table 1.1 Economic Growth of Indonesia in 2011

(Source : Badan Pusat Statistik Indonesia)

Value,Growth Rate and Source of Growth
of Gross Domestic Product by Industrial Origin in 2009 - 2011
At Current At Constant Growth Source of
Industrial Origin Prices Prices 2000 Rate Growth
9 (Trillion Rupiah) (Trilion Rupiah) 2011 2011
2009 2010 2011 2009 2010 2011 (%) (%)
(1) (2) (3) 4) {5} (6) (7) (8) ()
1. Agriculture, Livestock, Forestry & o075 ga54 4 go35 2959 3047 3137 30 04
Fishery
2. Mining & Quarrying 5921 7181 886,3 180,2 1866 1892 14 0.1
3. Manufacturing Industry 14775 15958 1803,5 5701 597 1 634,2 6,2 1,6
4. Electricity, Gas & Water Supply 46,7 491 55,7 171 181 18,8 48 01
5. Construction 555,2 660,9 756,95 140,3 150,0 160,1 6,7 0,4
6. Trade, Hotel & Restaurant 7445 8825 10221 368.5 4005 4372 9,2 16
7. Transport & Communication 3637 42372 4912 1922 21810 2413 10,7 1.0
8. Financial, Ownership & Business 4052 1666 5350 209.2 2210 236.1 68 07
Services
9. Services 5741 654,7 7833 2054 2178 2325 6,7 0,6
Gross Domestic Product (GDP) 5606,2 64363 74271 21789 23138 2 463,2 6,5 6,5
GDP without Oil and Gas 51414 59362 67944 2036,7 21710 2321,8 6,9




In order to deliver a succession of construction procurement, it is involving a
multi-diciplinary and many experts such as Value Manager, Architects, Engineers,
Quantity Surveyors, Contractors and many more. Among those parties who involves
in the process of construction procurement, contractor is one of the party which has a
role as the bridging finance by carrying out the work physically until the building is
ready to be handed over to the client. It means that, the contractor is the one who will
be face to face with the various kind of risks even from the earlier stage of their
effort in order to get the projects until the contractual duty is ended. As the party who
is likely having the biggest risk on their hand in construction phase, such a serious
step of anticipation should be taken as early as possible and make it effective in
succeeding the subsequent phases. The earliest phase to be done by contractor before
proceeds into construction commencement in the procurement process is the ‘pre-

contract’” which can be called as the tendering phase.

CONSTRUCTION PROCUREMENT MAIN PROCESS

PREPARATION DESIGN H TENDER H CONSTRUCTION

Figure 1.1 Royal Institute of British Architect’s (RIBA) Outline Plan of Procurement
(Source : J.W.E Masterman, 2002)

In contractor companies, tendering activities normally conducted as a part of
marketing division to fulfill their business target-plan. Tendering is a commercially
based function that uses the estimate of cost as a basis upon which the final price is
determined and submitted to the clients. Since the construction project is used to
have a specific criteria, cost estimate is one important factor that should be
considered in order to make a decision by getting a competitive and profitable price
and proceed with a tender submission then getting the award. This estimating and
tendering phase itself is not as simple as putting a documents to the client. The
participants need some particular organization and administration function as well as

strategically analyze and evaluate the project tender conditions earlier to minimize



the tender loss and the more important is to make the costs of tendering become
worthwhile for running the project itself.

In summary, tendering phase can be said as the starting point for the life cycle
of contractor companies which bring them to the next step to complete the
procurement processes. Without a continuous project achievement, many of the
private owned even the state owned-contractor company may stop their business and
went into insolvency. But in the other hand, participating in so many tender activities
does not merely a good strategy either if we do not know how to do an effective
tender strategy. Therefore, some kind of proper assessment system is required to
optimize the result of tendering in order to get a project award and furthermore
leaves no tendering cost in vain. Although a certain experienced contractor
companies have their own trust worthy system for strategic tendering, in practical
there are still many which did not exercise the system for a various reasons. Within
this study, an analysis will be performed through particular method in order to
identify the problems that makes the procurement activities become ineffective
which at the end, it may leads to a serious problem. And for the conclusion, provide
an appropriate recommendation to resolve the problem found.

1.2. Statement of Problem

According to the previous section, for the contractor company, procurement
activity plays an important role in determining company’s future life. Capable to get
as much profitable project as possible is likely the main goal of every contractor
company. But in order to achieve the goal, the pre-contract stage is the first obstacle

that the contractor must pass.

Normally, in a well-settled contractor company, some kind of Standard
Operating Procedure (SOP) has been made through a long history and had
experienced a lot of evaluations, corrections and improvements. Unfortunately, in the

actual practice, the SOP sometimes is only a heap of paper-works and then the



contractors are still having a mindset that participating as many project tender as
possible without knowing their own strength and weakness is likely how they are
‘trying’ to achieve the company’s target revenue and this should be the very first
problem. In Indonesia, there are more than a hundreds of contractor establishment
qualified in grade 6 — 7 either established by private or the government. These
contractors are qualified to work on a large-scale project with the production cost
above Rp. 10.000.000.000 or equivalent to 3,3 million Ringgit, but once again
unfortunately, based on the common experience, these high-grade contractors are
still having a problem to initiate a proper procurement strategy of their own at the
earlier stage in order to achieve their goal and result to a repeatedly failure in getting

a project award.

This phenomenon leads to an interesting case study to discover the actual
procurement performance done by the contractor. In this case, one of the contractor

companies in Indonesia will be chosen as the object of the research.

Amongst numerous of construction company in Indonesia in the number up
to 151.000 establishments (See figure 1.5) ranged from grade 1 until 7 of
qualification includes the non-registered companies, one of the State-owned
Enterprise (SOE) will be observed within this research by considering several

reasons as follows :

a) SOE is well-established company in terms of corporate status as organized

under the law;

b) Most of the companies have been established by the process of
nationalization of a Dutch company during the colonialism era of Indonesia
which mean they are having more than 50 years of experience. Therefore, the

business systems and procedures are properly established;

c) Construction market in Indonesia still being dominated by the SOE, so that, it
is not so difficult to trace their track record in order to identify their

performance;



d) All SOE have the grade 7 of qualification, means they have a wide range

opportunity in participating construction tender and certainly be able to
participate in a large-scale project with the production cost Rp.
10.000.000.000 and above or equivalent to 3,3 million Malaysia Ringgit and

above;

SOE is where the author is currently work on now.

In the context of project procurement, SOE has already established such a

procedure for procurement process in order to regulate the sequence of executing the

procurement activity like the folowing example adopted from one of the state-owned

contractor company’s procedure starting from :

Determining market segmentation, targeting and positioning;

Fulfilling the customer’s needs and other requirements;

Creating and maintaining customer relationship;

Evaluation on customers satisfactory.

Within these steps, every company which adopt such procedure supposed to have

an effective way to select the potential tender invitation and maintain all the risk. But

the most critical problems which arise along the way are as follows :

a) The increment of construction establishment giving effect to the number of

bidder participates in most tendering event which is not less than 10
contractors, indicates that the level of competition is getting higher nowadays

as seen on the table below;



Table 1.2 Number of Registered Grade 6 - 7 Contractor in Indonesia, 2012
(Source : Association of Indonesian Contractor/AKI)

Year 1* quarter 2012

Grade 6 7

No. of Registered
107 18
Contractor

Table 1.3 Number of Construction Establishment by Province, 2004 - 2009
(Source : Badan Pusat Statistik Indonesia)

|  Province | 2004 | 2005 [ 2006 | 2007 | 2008 | 2009 |
e e e [ e o [ o [ o
1 Sumatera 21,604 21,386 22,756 23,848 30,728 33,786

2 DKIJakarta & Java 29,184 29,580 26,229 25,426 49,079 52,749

3 Bali, NTB & NTT 4,724 4,528 4,322 4,399 8,593 9,011

4 Kalimantan 9,239 8,827 8,020 8,528 18,683 20,478

5 Sulawesi 10,294 10,653 10,843 11,172 17,917 19,395

& Maluku & Papua 4,377 4,417 4,697 4,528 8,651 10,097

TOTAL 79,422 79,391 76,867 77,901 139,322 151,537

b) Numerous of tender schedule to follow (up to 45 tenders / month) with
relatively low success rates could be a serious problem due to corporate

growth;

Table 1.4 Waskita Karya’s Tender Report as per December 2005
(Source : Marketing Department PT. Waskita Karya (Persero))

. . MNo. of tenders Direct | Tender
Mo. Business Unit .. Award .
participate appoint. | Value
_ () (2) (3) (4) (5] (6)
1 Building Division 209 34 32(12,818.09
2 |Transportation Division 192 25 200 2,994.46
3 |Water & Power
Generator Division 140 32 24| 1,601.49
Total 541 01 76(17,414.04




¢) Wrongful market positioning against external market trend in terms of type of

construction;

Table 1.5 Value of Construction Completed by Type of Construction,

2004 - 2009
(Source : Badan Pusat Statistik Indonesia)

2]

845 | 7]

1 Building Construcion 23377654 28197067 31374730 34512257 3078407 40050649
2 Cil Construction 21499912 24378724 26083107 28515500 46241321 45536400
3 Espetialized Constucion 1106972 14742108 14513472 18447216 22695272 24184988
TOTAL | s6004538) 67,317,918 71943309 81,674,973] 102015600 110,832,037

d) Lack of tendering evaluation, strategy and assessment maintained by the

company in order to reduce failure on the future tendering activities.

Those following events will simply leads to the second problem, which is the
economic aspect. Since every single activity in order to obtain a tender award had its
own cost, it means that the more tender which we are participated into, the more cost

required to run the preparation.

1.3.  Objectives

The aims to be achieved in this study are as follows:
a) To determine the contractor’s project procurement performance by:
i.  ldentifying the company profile and its business strategy;

ii.  ldentifying the categories of projects tendered and awarded; and



iii.  ldentifying the degree of accomplishment against company target in

procurement activity.

b) To identify the strength and weakness in procurement based on the
success rates and procurement performance, and also possible areas for

improvement in procurement process especially at the tendering phase.

1.4. Research Question

Flowing from the background and statement of problem to the objectives of
study, there must be a particular questions to be answered within the research which

can be listed as follows :

a) How is the procurement process in a contractor company?

b) What is the most critical problem which may hold up the procurement
performance within the time-series in the case study?

c) How to figure out the degree of accomplishment in tendering activity?

d) How to evaluate the procurement performance and identify the
company’s strength, and weakness as an important reference to decide the

appropriate strategy for the upcoming procurement activities?

1.5.  Scope of Study

Generally the scope of the study is limited to:

a) Procurement phase particularly in tendering and internal evaluation

process.



1.6.

b) The study will be focused on the procurement activity done by one of the
state-owned contractor firm in Indonesia, PT. Waskita Karya (Persero).

c) Criteria of performance to be analyzed based on the related company’s
Standard Operating Procedure (SOP).

Importance of Study

For the contractor :

a) The result can be used as a reference in identifying the risk which may be
appear during the tendering activity process.

b) As a reference in decision making and evaluation of procurement

performance.

c) As a contribution for the development of procurement assessment strategy
in order to achieve effectiveness and efficiency, profitable project and the

business growth.

d) Provide a simple method and input as to enrich the reference for

contractor firm to be applied for dealing with procurement problems.

For the author :

a) As a study in understanding the implementation of time-series analysis to
determine the procurement performance.
b) To be acquainted with the various kind of risks which arise in the process

of tendering as well as determine a responsive action.



1.7.

10

Organization of Dissertation

The dissertation consist of five main chapters :

Chapter I Introduction

The explanation of background of study, problem statement, objectives of
study, scope of study, importance of study, research methodology and
organization of dissertation.

Chapter Il Literature Review

This section firstly provides a detail explanation to the relevant theory of pre-
contract phase in construction procurement process and secondly presents the
profile of the contractor company which being the object of the case study.
Chapter 111 Research Methodology

This section describes the procedures and the method utilized in the research.
Which describe the object of study, method for data collecting, and analysis
method.

Chapter 1V Analysis and Discussion

This chapter will analyze the data which has been collected and get into

discussion to obtain a result of this research.

Chapter V Conclusion and Recommendations

Provide the final conclusion of the research and recommendation for future

research.
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