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ABSTRACT 

 

 

 

 

The selection of tender is a very significant process during the pre-contract stage 

and need to assess meticulously.  Hence, Public Works Department (PWD) has 

introduced a statistical method called as cut-off system to guide the selection of tender. 

Department estimate as one of the data need to be incorporated in the system and also 

become as a basis to guide the selection of tender.  However, the department estimate 

used is considered unreasonable by certain parties when there is a high divergence with 

the cut-off level.  Today, most of the tender also awarded based on the cut-off level and 

ignoring the level of department estimate.  Therefore this study will be conducted to 

investigate the function of department estimate, the reliability of department estimate 

and the effectiveness of department estimate in cut-off system.  The objectives of the 

research are to study the process of evaluating the tender in PWD, to review the process 

and procedures in the preparation of department estimate in PWD and to assess the 

effectiveness of department estimate in the tender evaluation.  Expectantly, the study 

will assist the estimator to enhance the reasonableness of the department estimate and 

often take into consideration the department estimate as a basis to select the most 

qualified contractor. 
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ABSTRAK 

 

 

 

 

Proses pemilihan tender merupakan satu proses yang sangat penting di peringkat 

pra-kontrak dan memerlukan pertimbangan serta penilaian yang wajar dan berhati-hati. 

Oleh yang demikian, Jabatan Kerja Raya (JKR) telah memperkenalkan satu sistem 

statistik yang dikenali sebagai sistem „cut-off‟ untuk membantu proses pemilihan tender 

yang lebih efektif.  Anggaran Jabatan adalah sebagai salah satu data untuk menghasilkan 

harga „cut-off‟ dan menjadi asas dalam pemilihan tender.  Walau bagaimanapun, sejak 

kebelakangan ini Anggaran Jabatan yang digunakan dianggap tidak munasabah oleh 

sesetengah pihak memandangkan terdapatnya perbezaan yang ketara diantara Anggaran 

Jabatan dan paras harga „cut-off‟.  Pada hari ini, kebanyakan  tender yang menggunakan 

sistem „cut-off‟ dipilih berdasarkan paras harga „cut-off‟ tanpa mengambilkira 

kedudukan Anggaran Jabatan.  Justeru, kajian ini dilaksanakan untuk mengkaji fungsi, 

kebergantungan dan keberkesanan Anggaran Jabatan didalam sistem „cut-off‟.  Antara 

objektif-objektif dalam kajian ini adalah untuk mengkaji proses penilaian tender yang 

dipraktikkan di JKR, untuk melihat proses dan prosedur penyediaan Anggaran Jabatan 

dan menilai keberkesanan Anggaran Jabatan dalam penilaian tender yang menggunakan 

sistem „cut-off‟.  Hasil daripada kajian ini diharapkan dapat membantu untuk 

meningkatkan kemunasabahan Anggaran Jabatan dan sentiasa mengambilkira Anggaran 

Jabatan sebagai salah satu asas untuk memilih petender yang paling berkelayakan bagi 

melaksanakan sesuatu projek. 

    

 

 

 

 

 



 

CHAPTER 1 

 

 

 

 

INTRODUCTION 

 

 

 

 

1.1 Introduction 

 

 

The construction industry in Malaysia generally can be divided into two areas.  

The first area is general construction such as residential, non-residential and civil works. 

Meanwhile, the second area is special trade or specialist work such as electrical, 

mechanical, carpentry and metal work.  Basically, the construction industry is a very 

important industry in supporting and complementing other industries.  This is proven 

when other industries require building and infrastructure to operate their activities and 

they are provided by construction industry.  Construction industry also is considered 

very unique industry since it produces a variety type of product in terms of design and 

specification.  The construction product varies depending on customers demand, 

regulation requirement, environmental needs and external factors.  Therefore it involves 

many processes to fulfill these criteria.  The construction process generally will go 

through the planning process, design, procurement, implementation, testing and 

demolition process.  
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In order to accomplish these processes it requires many stakeholders and parties 

in multi disciplines to produce building and infrastructure.  Every stakeholder and party 

involve has their own responsibility and liability to ensure the project completed within 

the stipulated design, specification, time, cost and quality.  One of the significant 

processes in the construction industry is procurement process and one of the elements in 

the procurement process is the selection of the contractor.  The selection of competent 

contractor and competitive price among the bidders are the challenges need to be faced 

by the evaluator in the assessment of tender.  Meanwhile, contractor also faces problems 

in preparing and compiling the documentations required within the restricted time and 

need to compete with other contractors. 

 

 

The selection of tender is a very significant process during the pre-contract stage 

and need to assess meticulously.  Hence, every party involves in the evaluation of 

tenders regardless the private or public sector, has their own system and technique to 

evaluate the tender effectively.  Generally, the basis of evaluation and factor of 

consideration should be similar.  

 

 

Traditionally, tenders have been assessed based on the lowest price offered by 

the contractor.  This probably led to bidders reducing their tender price at the first place 

for the sake of winning the tender.  Furthermore, they will increase the price through 

variations of works and claims.  Essentially, the lowest tender price will result in low 

quality of building and infrastructure.  Therefore we cannot only judge the lowest price 

as the most qualified bidders and ignoring other consideration.  In essence, tender must 

be assessed based on the value for money and meet the client‟s requirement. 

 

 

The most important criteria in determining the rationality of the tender price is 

through the department estimate and this method had been practiced by the Public 

Works Department (PWD) previously.  However, there was an issue when the estimate 
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is unreasonable and any amendment towards the department estimate is only giving 

advantage to the certain contractors.  Therefore the PWD has introduced a method that 

approach on the statistical method in which the reasonableness of the tender price is 

compared to the level of cut-off. 

 

 

 

 

1.2 Problem statement 

 

 

Public Works Department (PWD) has been using cut-off method since 2002 for 

evaluating the tender price offered by the contractors.  The level of cut-off will be 

determined by the statistical method and the tender price will be compared with the cut-

off level.  The cut-off level is considered as the lowest price by taking into consideration 

the current market price.  Therefore, the tender price is considered too low if its position 

is below than cut-off level and it possibly will affect the contractor‟s performance. 

Department estimate is one of the data or price to be incorporated in this statistical 

system. 

 

 

Previously before 2009 the privilege criteria had been used for the tender price 

below the cut-off level as a basis for evaluating the tender.  The tender below the cut-off 

level can be considered if it fulfills the requirement in terms of experience, financial and 

the performance of the current job in hand must be excellent.  However this method has 

been superseded by the Treasury‟s Instruction Letter date 15 January 2009.  According 

to the Treasury‟s Instruction Letter date 15 January 2009, tender below the cut-off level 

can be considered if it is fulfilling all the evaluation requirements, the price offered 

should be not less than 15% the builder‟s work mean and the position of the bidder must 

be the nearest to the cut-off level.  This is to ensure that the contractor capable to 

implement the project by considering the fluctuation of price in the future.  This circular 
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has become a guideline for the PWD on the tender using the cut-off method when 

selecting the contractor.  Department estimate is an important data to be incorporated in 

the cut-off system.  Furthermore, this estimate is also functioning as a basis for 

comparing the tender price submitted by the contractors and to ensure the tender rate is 

relevant to be accepted. 

 

 

According to the Director General Of Public Works Department Instruction 

Letter date 13 Mei 2009, the assessment of tender must be made towards the tender 

prices offered until (-)15.99% of the builder‟s work mean.  Formerly the evaluation was 

only carried out for those who offer the price (-)15% of the builder‟s work and above. 

By referring to the Director General‟s Letter, the Board of Acquisition of the Public 

Works Department has more space and alternative to select the contractor. 

 

 

The department estimate is prepared based on the architectural drawing and 

structural detail drawing after the tender closing date.  This estimate is also prepared by 

collecting the quotations from the suppliers particularly for the special item and prepare 

the build-up rate to obtain a single rate.  However, when the department estimate is 

incorporated into the cut-off system it will indicate a high divergence between the cut-

off level and department estimate.  Therefore, the department estimate is considered 

unreasonable when the difference between the cut-off level and department estimate is 

high since the cut-off level is considered as the lowest level to be assessed.  Occasionally 

the department estimate is below than the cut-off level and less than 15% of the builder‟s 

work mean which is cannot be considered as according to the Treasury‟s circular. 

Additionally, the department estimate is not effective to guide the selection of the 

contractor since the difference between cut-off level and department estimate is high. 

 

    

The department estimate in addition is considered as not according to the current 

market price when there is a huge divergence between the cut-off level.  This situation 

probably can happen when the time is very limited to prepare the estimate. The 



5 
 

department sometimes merely uses the existing rate and mark up the rate using the 

percentage particularly for the normal item.  Hence, the selection of tender tends to rely 

on cut-off level and ignoring the department estimate.  

 

 

 On the other hand, contractors may possibly manipulate the price of tender 

among of them which will be affecting the position of department estimate. 

Consequently, the department estimate probably lower than cut-off level or less than 

15% of the builder‟s work mean.  As a result, the department estimate is considered 

unreasonable as according to the Treasury‟s Circular.  The Board of Acquisition also has 

realized this matter when they found that the contractor who is qualified to be awarded 

offer the price enormously higher or lower than department estimate.  They give rise to 

the several issues such as how the cut-off level has been determined in practice? And to 

what extend the department estimate contribute to the cut-off determination? A study 

need to be carried out to investigate what is the function of department estimate, the 

reliability of department estimate and the effectiveness of department in cut-off system. 

It is important to see how they will affect the credibility of the department estimate. 

 

 

 

 

1.3 Aim and Objective 

 

 

The aim of this study is to analyze the use, effectiveness and reliability of 

department estimate in tender evaluating process.  In order to achieve this aim the 

following objectives have been determined: 

1) To study the process of evaluating the tender in Public Works Department 

(PWD). 

2) To review the process and procedures in the preparation of department estimate 

in Public Works Department (PWD). 
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3) To assess the effectiveness of department estimate in the tender evaluation. 

 

 

 

 

1.4 Scope of study 

 

 

Previously the study regarding the cut-off system and estimate had been carried 

out. One of the study is “Keberkesanan Sistem Anggaran Kos Yang Dipraktikkan Oleh 

Jurukur Bahan Di Malaysia” completed in 2005.  The study focused on the current 

estimating system used by QS firms in Malaysia in aspect to identify the effectiveness of 

the current estimating system practiced by QS firms in Malaysia, problems faced by the 

QS and also methods to minimize the problems faced and the effectiveness of the 

system.  Furthermore, a study regarding the „cut-off‟ system had been carried out 

entitled “Contractor‟s Perception of The Use of Statistical Approach In The Tender 

Process At The Public Works Department, Malaysia” and completed in 2006. This study 

focused on the contractor‟s perception towards the use of cut-off system in the 

evaluation of tender whereby the analysis had been done to find out whether the 

contractor agree with this system.  In 2008 another study regarding the cut-off system 

had also been carried out in the title of “Kajian Ke atas Penggunaan „Cut-Off‟ Dalam 

Sistem Penilaian Tender JKR”.  The study focused on the method of using the cut-off 

system in the evaluation of tender and the problems faced by the user. 

 

 

Nevertheless, the scope of this study is to focus and confine to the reliability and 

effectiveness of department estimate in the selection of tender that using the cut-off 

method.  The study will be restricted to: 

i) Tender for conventional work.  

ii) Cut-off system in the Public Works Department 

iii) Preparation of estimate by the  Public Works Department  
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1.5 Research Methodology 

 

 

The study will be conducted in several stages to achieve the objectives of the 

study.  The first stage is establish the problem statement, aim and objectives of the study 

to be carried out.  The second stage is identifying the scope of study.  The third stage is 

the preparation of literature review to give a preliminary understanding regarding the 

topic of study.  Basically, the literature review will explain in relation to the estimating 

and tender evaluation.  The literature review will be prepared in accordance with the 

theory from the reference books, guideline issued by the PWD, Circular of Treasury and 

PWD, information obtained from the internet and PWD website.  Furthermore, the study 

will be continued by collecting the information from the previous documents.  The 

information obtained will be analyzed to find out the result of the study.  Additionally, 

the interview among the estimators in PWD also will be carried out in order to enhance 

the information required consecutively will be supporting the finding of the study.  The 

interview will be covering the topic on how the cut-off level is determined in practice, a 

real method of preparation of the department estimate practiced by the estimator in PWD 

and factors of high divergence between department estimate and cut-off level.  Finally, 

the conclusion will be done and the recommendation will be proposed based on the 

result obtained.  A flowchart of the process can be illustrated in Figure 1.1.  
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Figure 1.1 : Research Methodology Flow chart 
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