CHAPTER II
LITERATURE REVIEW

2.1 General

The objective of this chapter i etter understanding about online
bidding, including its definition, practi differences with traditional
bidding, as well as advant 1 ered by previous research.

However, as online tenderi in construction industry domain, the review

Bidding is the earl on project. This stage is of
importance because this paﬁ mntractor will take care of the project.
As the contract awarded to a bori ible contractor, the project will run
more smoothly ratherk‘ﬁan, that to an unq & IDIC (1999) illustrates
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Figure 2.1 Typical sequence of principal events during contracts for
construction (FIDIC, 1999)



Typically, these steps can be found in conventional bidding method.

1. Invitation to Bid
In this stage, the owner invites interested contractors or suppliers to give offer
of products or services needed by the owner. This invitation can be found in terms of

announcement both in paper or electronic media.

2. Obtaining Bid Documents

Interested contractors or suppliers are required to obtain bid documents from

the specified issuing office, usuahy_

include Invitation to Bid, GMCondltw/réﬁal Conditions (if any), Drawings

and Specifications, Blank ill ‘lf Quan&txgkd other sample forms required

te::tlal Mneed to pay some amount of

consultant’s office. Bid Documents

by the owner (if any).

money in obtaining suc

isit may be held in order to find
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external factors which can affect—fh&esug of bidders about the way and method
ZIREA 2 N

..-eﬂ__,. i Ty Vi

they will use. ﬁ
- _A £
2

S

4. Bid Submis

W X
A bidder has uf submit all o required docum&:tts on time to be considered

joining the bi éinii cesses. In conventiofial method, normally, technical documents

'Jn%] ien] mtﬁ mﬂ’]\@ ghmcal documents are

submitted prior to the submission of price quotation. A bidder must pass technical

auatfiegidfbelo @ibeing 1975 § ol i price” THikpfofés) polponty called s

Pre-quaﬂﬁcation stage. Other factors may also be considered in this stage, such as

are separated

company profile, financial capability of the company, previous experiences in the

similar projects, and projects in hand. These factors are placed in the consideration
rather than only lowest price in awarding a contract.
5. Bid Evaluation

In this stage, the owner or owner’s agent evaluates the submitted documents of

all bidders and determines one bidder as the winner for this project. There are some



research on evaluation methods for winner selection in construction contract.

However, usually, weighted scale to each factor considered in the evaluation. The

highest score is the winner.
6. Winner Awarding and Contract Signing

Once the winner has been found, the owner or its agent announces the winner

and gives a Notice of Award to the winner. Letter of Acceptance then is issued and

contract is signed.

2.3 Online Bidding "\\\"t}\\\\ V///é’
. ‘; ‘ \cludmg electronic bidding,

2.3.1 Introduction —
Online bidding 1
i i ytioﬂp (Con "o dustry Council, 2004). The

J ic izdtional information system
using steuctured ‘often through value added
networks, D ' ‘f
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messaging directly with suppliers,

e Web-based enterprise resource planning — automated procurement

workflows but web based,

e e-sourcing — way of identifying new sources of supply using Internet

technologies,



2.3.2

bidding. It enhances
Even though the pra

3.

4.

e e-tendering — the process of inviting offers from suppliers and receiving
their responses electronically,

e e-reverse auctioning — using Internet technologies bidders usually bid
down the price of their offers against those of other bidders until no further

down-ward bids are received,

e e-auction for disposals — using internet technologies for gathering and

distributing procurement related information, and

i g&_’yyumment related planning and design

ng techno gles

e e-collaboration — ¢

using facilitatx

Online bidding

. owners to submit a technical

and to participate in the

auction on specific time.

v st

Owner %Jlll review the techéucal proposal and give welghtmg factor for each

QAT QR TR R P e of e e

Wwill avoid deciding winner only by price.

Online bidding is usually conducted by an IT service provider which provides

all of the system and facilities related to bidding processes.

The bidding exercise will have a specified opening and closing time. Bids
which are coming beyond closing time will not be recognized. However, if a

new lower bid is received just before the scheduled closing time, the allocated

bidding time may be extended.
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7 The bidders’ identities will be kept confidential during the event.
Nevertheless, number of bidders are usually appeared on the screen. This

information may be in a form of list of bidders with special codes to maintain

confidentiality.

8. The owners may sometimes display an opening bid price to guide the bidders.

From this point, all bids will progress downwards during the auction.

9. Normally, each bidder can submit more than one price, therefore new bid price

will replace the previous oneh'L I ,
10. After closing time, eaghﬁlndder w1 feedback on his rankmg in relation

to the other blddm— ~

"—" 7 -
11. The owner wiM DX mty to reWhe bids to ensure that quality,

service, and o a , s;deratlons are met.

12,

233

Upresented that there has been a large

amount of publicity generated ! _m.the pres@ﬁﬁ_the disadvantages of online bidding.
With a few notablm}xdu exceptions, H&EM&_Q is still relatively low and

therefore it is di 1 to be deﬁmtlve M. gml,search will discover more

advantages and disadvimtages of online bidding by cohhucting interviews to bidding

parties in four Er countries. |
In 18@311 nﬁaﬁomg m’l@mﬁ (2004) described the
\'ﬁ i‘tﬁ déardize the procutement processes. By
wel?ﬁnﬁdgla ﬂit :al ’},lfaaeﬂ f}@ %lbe obtained just

in a single database. Online bidding makes possible for bidders to bid from anywhere
and omits time and place obstacle of joining bidding. Consequently, online bidding is
set to be easier for owner to monitor the bidders and to control bidders’ submission.
Through a computerized system, comparison of bids can be performed easier while
confidence validity can be achieved. Online bidding enhances better efficiency in the

processes, time reduction, as well as reduction of paperwork, postage, and
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photocopying. Documents audit is easier in online bidding since all documents are

kept in secure and well-managed directory.

Construction Industry Council (2004) also presented some disadvantages

found in online bidding although they can be found in other procurement processes as

follow.

1.

Online bidding seems not to take into account the current innovative industry

practices for procurement in the construction industry. The perception of

online bidding is based u rice rather than the best value initiative
as set out in Re-thka\CQ tﬁ?ﬁlucntly, the owner has to set the
other criteria such.as quality and,per ainst price.

m&x

o errors of judgment. Contract

The time pressure

awarded under t 1sputes and increase risk of

claims more than esses.

When there is 1n:

bidders, resulti

Jurisdictional issues

‘ ?‘.’i—?
. The process can be lack of:trans as the owner has access to look at bid

prices durmg:glddmg penoa’ whﬂ

's;ﬁtric d only to know his price.

e part because of the

The proces

perception thaale pfdée

!ﬁdﬁ?iaﬁgﬁj EJ ¢ bidders may not be given opportunity to
negotiat ﬁtﬂs&dﬁ ng part in the online

b1ddm

AFNAI3ALNBIINNAY

2.3.4 Potential scope for improvement

Construction Industry Council (2004) emphasized that in order to gain online

bidding successfully there must be an appropriate knowledge of online bidding for

both owner and bidders. There are some improving procedures to achieve this aspect.

e Owners and the procurement advisors should put a great effort in

identifying and pre-qualifying potential bidders, developing complete and



2.4

11

clear bidding terms and criteria for pre-qualification. The criteria include

financial stability, in-house expertise, historical performance, etc.

Qualified bidders should be trained on the methodology used for online
bidding processes. This avoids potential and preferred bidders to be failed

in bidding process due to technical problems.

There should be an agreement in confidentiality between owner, potential

bidders, and IT service provider to ensure the absence of claims and

disputes after blddmg .\\\\ ' / //

Transparency ness rocesses should be maintained
‘-.

including w@r =8 m@es to be used.
‘{ nr a]\eKq}Lblds at the end of bidding

the best value offered. In case that owner

mission, it is not necessary to do so.
LN
eﬁaﬁd combines with the criteria

A

ould be taken into account and

should not be greate‘t'iﬁm be@tamed from overall competition.

= d_,.-"' LA
The bxddgs should be remim th%?mnsswn will be conducted
by onli idding; the 1 e their mind for joining

4

e O S

st Eﬁ h Council (2004) claimed that the terms online
blddmﬂﬁﬁﬁﬁi wt;l}M)ﬂfl@eELucuons into 8

types.

e English auction. This is the most common practice in the online auction. In

this system, the seller announces a reserves price (i.e., low opening price)
and decides a time period to bid. This price is increasing sequentially as
the buyer bids higher against its opponents. The goods will be awarded to

buyer who bids highest in the specified time period.
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e Yankee auction. This practice is conducted when the multiple items are

offered and everyone pays the actual bid price.
e First bid wins. As the name implies, the first bid on an item wins.

e Dutch auction. A Dutch auction is used to sell more than one item to
multiple parties. Instead of listing each identical item, the seller can list the
number of items and buyers can bid for the right to own one or more of the

items. When the time is due, the lowest price wins bid for an item. The

price is then applied to\a\{ cal items. Dutch auctions are the converse
of English auctnq@ecause eer calls out an initial high price
and then lowem suciﬁssi\z@gome bidder accepts the current

as a reverse au 10&,{pdtcnt1al’@ submit sealed bids and the exchange

awards the item m;bgﬁuyet ‘who submits the highest bid. This method is
in a procurement contracts.

Second- e bid is not widely u ctice. This type of auction is

thought to-'ktosen u};l—)iaders since no one czibl win with a bid that is higher

N0 e
3 m i g s e

would match the lowest existing sell bid. On detection of a match, the

auction clears at the price of the existing bid, and generates a new price

quote.

e Chronological Match Auction (CMA). CMA is a generalization of CDA

that allows for non-immediate clearing. Thus, bids may be withdrawn

within the clearing interval.
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Among these bidding methods, Seal-bid auctions and online Reverse auctions
are the most common used in tendering construction project. However, other methods

can be conducted depending upon the bidding conditions and environment.

2.4.1 Sealed-bid method

In Sealed-bid method, similar to paper-based bidding, qualified suppliers
submit their prices without known by or knowing the prices of opponents. After the
bid period is closed, the owner opens the prices submitted and announces the winner.

In other word, confidentiality of b W/ aintained until the bid period is due.
) &l : ; 3 .

The bidding authority only s%@c dder without showing the bid.

2.4.2 Reverse auctio

As the name l;lp i@ \b\ylhmg in reverse order. The

sellers bid instead of buye rices vid d nstead of up (Jap, 2003). In
ic idders aiming to get lower bid price.

. i b
s o
T3, %

Gabbard (2003) stated that Reverse augtgﬂﬁe not appropriate for many
s uld/meet these criteria to use
{

: zﬂﬁﬂgﬂgﬂﬁmo st:]ndgdi d products,
’31 WARSATE U988 Y

Buyer is important to suppliers,

Reverse auction for 1t§jlddmg

e There is excessive capacity of industry,
e Price is the key selection criterion,

e Buyer is fully committed to award the product based on results of reverse

auction.
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Gabbard (2003) determined the preparation keys to success Reverse auction as

follows.

1.

Introduce the uses of electronic tools in procurement organization by training.

This avoids culture shock in the organization.

Prepare the Request for Purchase (RFP) which states bidding terms and award

parameters clearly. This avoids complain and dispute after bidding process.

Prepare the specification or statement of work. This aims the precise price
since bid price is the key of auﬁ/
Prepare the supph&i)

wan with such bidding method.
Furthermore, s e d ré in buying with unrealistic price
should be avoid TR RN t
Develop reali

idering current price and

forecasted mar

Determine whic ‘ﬁt 1s the most appropriate. Generally,
there are three fo on _ " :
a. Full service y uction” se vice rovides electronic facilities and
personnel to conduéﬁuctx O] o with all bidding stages.

owner’| rocuremet staff.
hg mimpjﬁ lectromc facilities as
rp e mg upon the contract
TN
a)wever ﬁz 3) concluded th ’E y] ﬂl:(] n@nﬁl be failed due

to misconceptions and mistakes such as:

1.

Failure to analyze the supply market to ensure that the timing is right to

conduct a Reverse auction.
Failure to understand suppliers’ cost structure in analyzing their proposal.

Failure to recognize that the supplier relationship may be damaged by this

process.
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4. Obtaining prices which are too low to allow the suppliers to make a reasonable
profit. This may result either winning supplier refuse the job award or winner
accept the award with low quality of work.

5. If the lowest bid is too low, owners may not let award to the lowest bid.

Owners may negotiate with this supplier to get reasonable price. However,

repeatedly conducts this practice may damage the credibility of the owners

and the auction processes.

2.5 Legal Challenges MOn}i\l@h\
& : g — )

. H__ - . - -
Ting and Wong considered that-procurement in construction using
only as tech: ology enhancement phenomenon. It

online bidding should no :
also changes the conve 0 ?\hd practices. By their research, Ting and
Wong (2003) revealed t s

including lack of ali i jurisdicti

¢ issues in online bidding related to legal aspects

liability, insecurity, confidentiality

and service dependenc Y

Intelectual properties rights

Global issues

- lack of alignment - ownership of shared data

- legacy variations (law and. . _ - leak of trade secrets
penalties) - L =a S v B - ain name, metatag, and
- domain name vs trademark i, ;‘;;:rlink disputes
- taxation laws | " = _’}Jyright
- 2
E-contracts enforceability U . Security breaches

- formatio C {t‘ﬂ"' : - unauthorized network

- new lega IM;@;’J 1[] EJ V EJ f]f%ss

and liabiliti ’ intérception and theft
P

- viruses and worms

- repudiatio
- COV! legal issu , N . - denial of services
AR § e o BN
q - services dependencies ri
- regulations risks

- misleading web contents
- data protection

Figure 2.2 Potential legal issues of online bidding in the construction industry
(Ting and Wong, 2003)
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2.5.1 Lack of alignment in jurisdiction

One objective of performing online bidding is to eliminate the problem joining
bidding due to distance and geographical manner. This means online bidding is multi-
national or may be more, international. However, the policies and legacy systems are
different among those countries. They employed different approach in constructing
the policies and regulation. Thus, what is legal in one country may not be accepted in

other countries. Inexperienced bidders may face problems in joining bidding overseas.

2.5.2 Confidentiality \ \\ ',‘///

The use of IT as 1@1& trans ry sensitive with confidentiality
g . . - -— . .
issues as the mformay leak or mﬁher parties. This may have
serious impact such co S an m,istrusi is is concerned that confidential
P R
documents such as drawing, b1 quantity, tender documents, even contract award
are subjects to be theft ogdisglo 42 SN
/7 . ud
% (=% &
. ege f—l
2.5.3 Legal liability gy \
c man g ) N W
Legal liability is ﬁg_gra %:e ibilities one owes to another. One
1 e
may be sued or have to p ne_ fine i}?%fe not perform that duty of care. In

some case, a service provider tgig}sj@p:q,t et himself by issuing specific clauses in his
T - T

User Agreement b&fdlsclalmmg any warranty mmt?:% his liabilities. Such one-

sided clause may be nfair to the subscriber who or the service. Moreover, the

validity of such clauses varies in different cot ! U

2.5.4 Insec%ﬁ%wﬁﬁ w EJ /-] ﬂ 3

In the past, protecting compéxter was a simple action by not allowing physical

. LUBD NP WAL
nowadays make easy to virus, Trojan, acker to get access system. Hence

this has created difficulties in controlling access to a computer which contains

confidential information and hence putting the integrity of the information at risk.

2.5.5 Service dependency

The reduction of human intervention in online transaction has created fear to
bidders in being rejected by the owners occasionally because the bid seems not to be

authorized by the person claimed to be. Bidders may face technical problems when
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submitting price, unluckily just a few times before closing period. Service provider

may not accept claims in this case because, in fact, bidders can submit the price long

time before the closing period.

2.6 e-Bidding in Southeast Asia

Review to e-bidding practices in Asia region was also conducted by searching

information from internet. General information of Electronic Government

Procurement (EGP) obtained fron op.org reveals that few countries in
Asia have implemented elect: nAth bidding activities, namely, China,
India, Malaysia, Republ me Philippines. This website

belongs to Multilater. ' anks (MDB), a collaboration of Asian

Development Bank, - De K\\\? \ and World Bank, which
monitors application Is i 4\$\E ocurements. Tables below
i ou *\: ~\ tries in terms of general

L

show summaries of
information, system charaCtegstics, and sys m' ctions as of June 2005.

AU INENINGINS
MIANTUNNINGA Y
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Table 2.1 General information of EGP in Southeast Asian countries

(MDB, 2005)
Country
Malaysia Singapore The Philippines
Department Name Ministry of Finance Ministry of Finance Dept of Budget and
Management,
Procurement Service
Department Website www.treasury.gov.my www.mof.gov.sg www.procurementservi
Address v ,'Lil I ’ J ce.org
Level of Government | Central-Federal S\ AA Federal Central-Federal
e-GP Application ePerol - Government Electronic
Name . Procurement Service
e-GP Application iZ.g0V.Sg www.procurement
Website Address . service.net
Regulatory Body lmstry of ﬁhﬂce Government
Procurement Policy
. e : . Board
Regulatory Body N/ _ a-}; o www.mof.gov.sg www.procurementservi
Website Address -’f’ j:: ; :;’;. ]\\ ce.org/gppb/home.htm
e-GP Legislation N/A ! _‘;j_'_ ";ﬂcuonl Transactions | RA 9184, Executive
P 5 hapter 88) Orders 40, 322, 262
Legislation Document | N/A S f €5.22C.20V.SZ www.procurement

_af,

i

service.net/English/
AboutEPS/AB_Learn

More.asp

National Framework

hom&eperolehan.com.

www.gebiz.gov.sg

INEINT

N/A

A TN

e-GP Strategy v N NA W
Procurement Eﬂﬂq T E by WW eE Z} /.g o A /?.
Usage leveljwithin 10 - 20% N/A . N/
Private Sector

Usage level within 0-10% N/A N/A
Public Sector

Government Mandated | Yes Yes Yes

Note: N/A illustrates that there is no supporting information on the respective item.




Table 2.2 System characteristics of EGP in Southeast Asian countries
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(MDB, 2005)
Country
Malaysia Singapore The Philippines
Training for Buyers: | Yes N/A Yes
Training for Sellers Yes N/A Yes
Volume of 0 625 0
Transaction
Number of 2917
Registered Users-
Buyers
Number of 4829
Registered Users-
Sellers
Ownership System PPP
Ownership Code PPP
Ownership Operation PPP
Security N/A
Product Codification N/A
Seller Additional No
Software |
N
requirements !'e, ;
Buyer Additional No
Software
requirements
Tmnsfened/AdWM ﬂ h! ﬂ § No
in anot s oy
Junsd.?;l A a\‘mm ll‘iﬁ']’l] neae
Jurlsdlctlon 1 N/A
Jurisdiction 1 N/A N/A N/A
Website
Jurisdiction 2 N/A N/A N/A
Jurisdiction 2 N/A N/A N/A

Website

Note: N/A illustrates that there is no supporting information on respective item.
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Table 2.3 System functions of EGP in Southeast Asian countries (MDB, 2005)

Country

Malaysia Singapore The Philippines
Early Bid Advice Yes Yes No
Bid Advertising Yes Yes Yes
Bid/Contract Award Yes Yes Yes
Bid/Tender Yes Yes Yes
Document Download w\ l l
Bid Addendum A 'ﬂ ' ﬁ/ Yes
Notification = 4 ﬁ :
Bid Clarification 7 No
Electronic Bid No
Submission
Public Bid Opening No
Bid Tracking No
Bid Search Yes
Digital Signature No
Participation Fee No
User Registration Yes
Required
Other N/A

Note: N/A illustrates that tﬁe is no supporting inf resﬁctt‘ve item.
— |

2.7 Concﬂiﬂsgﬁj Qﬂ EJ ‘V] ‘%JW EJ f] ﬂ ﬁ

Online ydding is an alterpative to conggct bidding. Iuonverts the way
e 5 VT 5] ) Teonic et
Online bidding is aimed to save government budget and also reduce paperwork cost
of both owner and bidders. There are several tendering methods used in online

bidding, though sealed-bid method and reverse auction method are most commonly
used in online bidding.
Some obstacles have been found in implementation of online bidding. There

are legal matters such as absence of laws as umbrella of implementation of online

bidding, different bidding standards used in several countries, and reliability of using
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electronic documents. In technical matters, confidentiality and security of information

transferred via internet are emphasized. This information is subject to cyber crime.

Observing the Southeast Asian countries, there are differences in practicing
online bidding. As presented in the Multilateral Development Banks (MDB) website,
Singapore, Malaysia, and the Philippines are presented to have their own systems.
Background of use of particular system, its advantages and obstacles, as well as its

effectiveness and applicability compared to each other are still questionable. This

research tries to address this question '1 nducting comparative study to Southeast
d th / of the research can be used as

information exchange among this count a scheme is proposed in order

ﬂﬂﬂ’.]“flﬂ'ﬂ‘ﬁﬂﬂ']ﬂ‘i
QW']ENﬂ‘iﬂJ NN Y
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