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Assessment of Retention on Valuation in the Nigerian Construction

Industry — Clients’ Perspective

Morakinyo, A. and Osuizugbo, 1.C.

Abstract: The largest clients of Construction Industry (CI) in developing countries around the
world are their respective governments. However, the CI in this clime is dominated by small and
medium sized construction firms (SMSCFs). The aim of this study was to assess retention on
valuation in the industry from the clients’ perspective, with a view to improving financial
petformance of SMSCFs. Survey and non-probabilistic convenience sampling technique were
adopted and data were obtained from industry stakeholders operating in Lagos. A total of fifty
questionnaires validly completed were analysed using SPSS (Statistical Programme for Social
Sciences) software Forty-four percent of the respondents have work experience in companies
whose approximate annual turnover was < N 100m < N 500m. Finding shows that release of
retention suffered from delay to outright non-payment of the retention monies and the retention
practice of the three tiers of government is non-discriminatory of category of contractors. In
conclusion, either delay or outright non-payment of retention monies on valuation will add to
tinancial difficulty of SMSCFs Also, the retention policy of government, applying five (5) percent
flat on their project does not consider the financial capacity of SMSCFs and latter’s potential to
contribute and grow the gross domestic product.

Keywords: Assessment, Retention, Construction industry, Nigeria, Clients’ perspective
yw g persp

I. Introduction Retention amount refers to a sum of money

i , . held back from contractor in construction
Construction Industry’s clients have a major
o contract from progress payment [3, 4]. Also,

contractual obligation to the contractor(s), for . )
; i i retention is defined by [5] as ‘a percentage of

the work satisfactorily carried out by latter, . L
hat i P R ) the value of a construction contract which is
that is, payment(s). Payments for construction . .
- pay ®) Y i i ] held by the client as an assurance of project
contractual work are in different dimensions, . .
) ) ] completion and as a safeguard against defects
which are collectively referred to as retention ) ) .
, which may come to light and which the

on valuations. . ,
contractor may fail to remedy’.

There can be, in the order of inflow (cash) of . .
Retaining certain percentage of each progress

payment to the contractor: advance payment/ .
o ) ) payment to the contractors, by employer, is a

or mobilisation fee, interim payment, L .
] common practice in CI which has lasted close
penultimate payment, final account payment _ . . .
) / to two centuries. This practice of retainage

and retention payment [1, 2]. . .
has inherent risks, such as overpayment for

work installed, payment for defective work,
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University of Technology, Ota, Nigeria) and the continued solvency of the parties
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construction of the railway system in 1840 in
the UK [3].

The UK
characteristics are largely replicated in most

construction industry’s
Commonwealth Nations - one of which is
Nigeria. Nigeria CI is dominated by small and
medium sized construction firms being a
developing country [6]. Developing countries,
like others, are expected to grow through
contribution of industries to their gross
domestic product (GDP). The GDP of
Nigeria, for instance, is grown by 3.77% [7]
during Q4 and full year, 2017; being the
contribution of CI.

Although, the largest clients of Construction
Industry (CI) are the governments of many
developing countries in the world [8, 9].
However, there are other clients, and they
include: international organisation, religious

organisations, manufactuting  companies,
tinancial ~services, general services and
merchandise  companies and  property

development companies [9-11]. It should be
noted that both studies of [10] (effects of

type) and  [9]

construction clients) are very import to the

clients’ (taxonomy  of

understanding of definitions, types and
various classifications of clients in the CI.
Clients refer to a person or firm responsible
for commissioning and paying for the design
and construction of a facility, [9] differentiate
between paying client and users. In this study
paying clients will be our focus.

Payment in construction contract is by
stipulation. A breach of it can lead to the
determination of the contract by the

contractor.

However, hardly can delayed payment of
release of retention monies lead to revocation
of construction contract, thus, the payment
both

practice  is

highly  vulnerable to
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insolvency and abuse [12]. According to [13]
and [14], delayed payment affects the cash
flow of the contractor, and tells more on
Small and Medium
Companies (SMSCC) to a degree of closing

sized Construction

down a business as aftermath of the problem.
The fact that SMSCC is more exposed to
payment problem is noted in the report of the
Committee on

Commonwealth  Senate

Economics [15].

According to that report on the security of
payment in building and construction industry
in Australia, construction market power is
concentrated at the top of the contracting
chain, with inequitably reallocating risk from
the large contracting companies to those who
are least able to

bear it, namely

subcontractors, suppliers and employees.
Thus, any delay payment will tell more on
SMSCC, because of their high probability of
not being able to cope with it. Much more the
release of retention does not attract interests.
Since small and medium sized construction
firms dominate CI in the developing
countries, it will be very important to assess
retention on valuation and how it affects
financial performance of those companies
from the relevant stakeholders such as clients,

contractors and consultants in CI.

This paper focuses on clients’ perspective on

retention on valuation in construction
industry in Nigeria. It examines the retention
amount that is prevalent among different type

and classification of clients in CI.

II. Review of Literature

Construction sector occupies important place
in the economy of both developing and
developed countries in the world [16, 6] and
has a positive role to accelerate the economic

growth of any country [17]. By 2020



construction will account for 13.2% of the
world GDP (the total dollar value of goods
and services produced over a specific period)
through the provision of basic infrastructure,
such as road networks, commercial and
residential buildings and facilities to other

sectot of economies [18].

Being an assemblage industry, there are small,

medium, and large construction outfits
operating in the industry which play an
important part in the overall performance of
the whole

world [19]. Irrespective of the construction

construction industties across
company size, the players in the industry, who
perform different role, include: the clients,

contractors and consultants.

The client(s) conceive the investment idea
and many a time seek construction experts’
advice on feasibility and viability of a
proposed undertaking. Following agreement
between the clients and their advisers,
contractors are called upon to carry out
production  on  site.  However, the
procurement route just described is peculiar
to traditional arrangement of carrying out
construction  works.  There are other
procurement routes such as design and build,

turnkey arrangement and so on.

Although, as noted eatliet, there are different

sizes of construction companies [20],
however, large volume of work is being
undertaking by Small — Medium Construction
Firms (SMCFs) [19]. , [19] presentation of
analysis of structure of UK CI showed that
SMCFs dominate the industry with the
highest number (99.8%) of construction
companies and employed 74.2% of total
construction workforce. As noted earlier,
however, for SMCFs to serve as engine that
drive activities in CI, the regularity of its cash-

flow 1is very important. Therefore, any

13

interruption in payment streams to SMCFs
will affect its performance. According to [14],
delayed payment affects the cash-flow of the
contractor, and tells more on small and
medium sized construction companies to a
degree of closing down a business as
aftermath of the problem. One of the
payments that are highly susceptible to delay
is retention payment.

Retention amount refers to a sum of money
held back from contractor in construction
contract from progress payment [3, 4]. This
held back amount will definitely be a burden
to contracting firms who abni tio have
financial challenges. [21] noted that with the
low margins and high retentions associated
with CI the contractor is automatically placed
in a negative cash-flow position. In their
study, [22] found that deduction of retention
funds ranked highest among the factors that
affect level of working capital requirements
for home based contractor which in turn
inhibits their participation in public sector

construction projects.

Again, these financial challenges have been
buttressed by Business Energy and Industrial
Strategy (BEIS) [23] who noted that “some
payment practices in the CI are a barrier to
investment, productivity improvement and
growth” Several authors have established that
retention practice is a problem [3, 4, 23, 24,
25, 26, 27]. Having noticed that cash retention
is a burden, the studies of [25] and [26] dwelt
on alternative to cash retention and their
benefits in Nigeria. Furthermore, the study of
[28], in Ghana, showed that the level of
retention can often be more than the level of
profit margin, between 10 — 15%, and that
client, most often than not, deliberately or for
other reasons best known to them, delay

retention payment to contractors.



In addition, the study of [29], indicated that
delay payment by clients is one of the major
problems faced by small scale construction
contractors in  India.
findings of [30] reiterated both lack of finance
and delayed payment as important factors
affecting the
delivery of

Furthermore, the

competencies and project

small-sized indigenous

construction firms in Lagos, Nigeria.

It should be noted, however, that there are
different type of retention methods which
construction clients can adopt. Some of these

retention methods are: percentage, fixed
amount, bank guarantee, insurance bond,
joint bank account (aka. project bank

account) and credit letter [26, 31].

[26] found that the higher the initial cost of
construction project, the higher the cost of
retention bond. They also established that
both neither the cost of securing nor time of
processing retention bond result in cost and
time overrun respectively. Also, in their study
of management and administration of
retention money on residential buildings, [31],
discovered that deduction of 5% of project
cost is prevalent among the respondents and
as an alternative intervention system, payment
of interest on delayed release of retention
money is highly subscribed to by the
respondents.

From the foregoing there is no contending
the fact that client in CI, by the provision of
the various contract forms, in most cases,
except minor work, retain certain value of the
work carried out by the contractor. Although,
there is no one definition of client, a handy
one provided by John Brandenburger, and
quoted by Blackmore (1990) in [32], state that
“ clients are simply an assorted collection of
men and women seeking advice from a

member of one or more of the professions”.
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Another definition of clients is provided by
British Property Federation (BPF, 1983) in
[9], as “the person or firm responsible for
commissioning and paying for the design and
construction of facility”. It should be noted,
however, that there are different types of
clients with different ability to influence
activities in CI [10, 33]. At this juncture, it is
needed to be asked “do different clients in CI
retain different or equal percentage of the
value of work done by the contractorsr”
Previous studies on retention on valuation do
not provide information to this inquiry.
Therefore, it is important to know how much
is being retained by different client because
they influence activities in CI.

According to [10], construction client type is
classified as follows; Government, Housing
Authority, Other public sector clients, large
developers, large industrial, commercial, and
retailing organisations, medium and small
industrial, =~ commercial ~ and  retailing
organisations; and other private sector clients.

Also, expanding classification of construction
clients, [11], listed eleven types available in
Nigeria, which are; Local government, State

government, Federal government,
International  organisations,  Club  and
association, Religious organisations,
Individual, Manufacturing companies,
Financial ~ services companies, General

services and merchandise;
development companies.

and Property

In addition, Newman ¢z a/ (1981) in [32]
produced a list of eighteen client types, such
as: private commercial, industrial, developers,
leisure, education, hospitals and public
authorities among others. It should be noted
that in the list of client drawn by [11],
government parastatals was not brought out
as separate client, compare with [10]. In any
case, whichever type of client, it has been
established that client delayed telease of

retention. However, it is not clear how much



does different client retain for certified work
for payment to be made to contractor.

ITI. Research Methodology

The aim of this study was to assess retention
on valuations in Construction Industry (CI)
from the clients’ perspective, with a view to
improving financial performance of SMSCFs.
Survey research was adopted in this work.
Survey, which is based on statistical sampling
through questionnaires or interview, had been
adjudged the most frequently used methods
of data exploration and
evaluation research [34, 35, 30].

collection in

The study was also ex post facto in design by
the fact that the event being used in the
construct had taken place. Data was obtained
from building contractors and stakeholders
operating in Lagos State. These contractors
and stakeholders either had their operating
offices in Lagos or they had on-going projects
in the State. In construction projects, a
percentage of payment for works they have
done is withheld by clients according to
agreed contract conditions. Consequently,
information on retainage and its impact on
project performance are better sourced or
these Thus,

stakeholders such as

obtained from participants.
contractors  and
Architects and Quantity Surveyors, among

others, constitute the basic unit of analysis.

The non-probabilistic convenience sampling
was adopted for this study. In probabilistic
sampling, each of the elements (population of
the contracting firms in Lagos State) have
equal chance of been selected for sampling.
The instrument for data collection was
designed to obtain release of retention and
possible impacts of retention on the project,
duo  which

information and the experience on any one

constitute  project  specific
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project executed or in which the respondent
was involved in the last ten years (between
2009 and 2019).

Due to the unavailability of most qualified
respondents to fill the questionnaires
especially those administered to offices and
on the web, most of the questionnaires were
administered directly to professional on site.
Different statistical tools were used fot the
analysis - measure of central tendency (mode),
petcentage score and mean item score. The
data collected was processed and analysed
using SPSS (Statistical Programme for Social
Sciences version 20).

IV. Findings and Discussion

A. Introduction

This section presents the data as obtained
from the field as well as their analysis and the
First,
respondent’s background and the area of

findings emanating from them.
business operation and appropriate annual
turnover were highlighted and summarised.
Thereafter, the results in terms of retention

release, policy, commonest type and method,

commonest amount ate presented and
discussed.
Table 1 shows the number of different

stakeholders interviewed in this survey. From
the table most of the respondents were
Quantity Surveyors which is about 30% of the
population of repondeents,2% were structural
engineers,2% wetre project coordinator,6%
were project managers,6% were project
engineers, 2% were head of operations in
their companies, 2%were financial manager
for  their  company,12%  were  site
engineers/supervisors,6% were director of
firm,8%

business

the  contracting were  civil

engineers,% were development
manager,2% were architects and 20% of the

respondent did not specify.



Table 1: Job title of respondent

Titled Frequency Percent
None 10 20.0
Architect 1 2.0
Business Development manager 1 2.0
Civil Engineer 4 8.0
Director 3 6.0
Engineer 6 12.0
Financial manager 1 2.0
Head of Operation 1 2.0
Project Engineer 3 6.0
Project Manager 3 6.0
Project coordinator 1 2.0
Quantity Surveyor 15 30.0
Structural Engineer 1 2.0
Total 50 100.0

Table 2: Years of experience in the construction
industry in years

Years Frequency Percent
1-5 12 24.0
6-10 13 26.0
11-15 10 20.0
16-20 6 12.0
21-25 5 10.0
26-30 3 6.0
Unspecified 1 2.0
Total 50 100.0

Table 3: Area of business operation in the
construction industry: if a constructing firm

Valid Cumulative
Percent Percent

Area of business Frequency Percent

Building
construction only
Civil engineering
construction only
Building and civil
engineering 31 62.0 71.5 97.5
construction only

Others 1 2.0 2.5 100.0
Unspecified 10 20.0

Total 50 100.0

6 12.0 15.0 15.0

2 4.0 5.0 20.0

Table 4: Specialist contracting

Frequency Percent

Valid
Percent
Electrical 2 4.0 13.3 13.3
Mechanical 2 4.0 13.3 26.7

8
3

Cumulative
Percent

Other 16.0 53.3 80.0
Electrical and

Mechanical 6.0 20.0 100.0
Unspecified 35 70.0

Total 50 100.0

Table 5: Respondents from consultancy firm
Frequency Percent Valid Cumulative

Percent Percent
Architectural 5 10.0 23.8 23.8
Civil Engineering 8 16.0 38.1 61.9
Quantity surveying 5 10.0 23.8 85.7
Mechanical and
Electrical 2 4.0 9.5 95.2
Engineering
Others 1 2.0 4.8 100.0
Unspecified 29 58.0
Total 50 100.0
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Table 2 gives the number of years of
respondent in the construction industry. The
table shows that 24% have 1-5 years of

experience, 26%  have 06-10years of
experience, 20% have 11-15years of
experience, 12  have  16-20years of
experience, 10% have 21-25years of
experience, and 6% have 26-30years of

experience in the construction industry while
2% did not specify their years of experience.
From the table, it can be seen that most
respondents have 6 — 10 years followed by 1
- Syears of experience and 11 - 15 years of
experience. Therefore, this research work is

quiet reliable.

Table 3

respondent’s in the construction industry.

shows area of operation of
From the table, about 12% of tespondent
are into building construction only, 4% are
into civil engineering only, 62% are into
building and civil engineering construction,
2% are into other kinds of constructions
while 20% did not specify their area of

operations.

Table 4 shows the number of specialist
that
questionnaire. The table shows that 4% were

contractors responded to  the
electrical contractors, 4% were mechanical
contractor, and 6% were both mechanical
and electrical contractors while 16% were
into other type of specialist contracting.

Table 5 shows respondents from consulting
firm. From the table, Civil Engineering has
the highest frequency of 8 with the largest
percent (16%). However, both Architectural
and Quantity Surveying have equal frequency
of 5 each to score 10%.

This Table 6 shows the approximate value of
project the company has handled. Form the
table about 22% have handled jobs below
100million naira, 22% have handled jobs



Table 6: The approximate annual turnover (value

of project) of the company
Frequency Percent Valid  Cumulative

Percent Percent
Below N100 million 11 22.0 239 23.9
N100 - 500 million 11 22.0 239 47.8
N501 million —
Ibillion 9 18.0 19.6 67.4
Over N1 Billion 15 30.0 32.6 100.0
Unspecified 4 8.0
Total 50 100.0

Table 7: Duration of releases of retention on the

projects handled

Some Most All

None of of the of the

Retention projects  project  project
practices s s

Mean
project Score
s 2.21

Within six
months
after the
practical
completion
or 17 16 7 2 1.59
immediately
after the
defect
liability
period
Between six
and 12
months
after
practical
completion
Between 12
months and
24 months
after
practical
completion
Beyond 24
months
after 0 1 3 32 2.96
practical
completion

28 7 6 4 1.55

Table 8: Retention policy of the client and
contractor’s willingness to tender for a project

Frequency Percent
Yes 25 50.0
No 8 16.0
Occasionally 14 28.0
Unspecified 3 6.0
Total 50 100.0

between 100-500 million naira, 18% have
handled jobs of between N501 million-
N1billion and 30% have handled jobs of over
N1billion while 8% did not specity.
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B. Duration of Release of Retention in
the Nigerian Construction Industry

From table 7 the overall mean score (MS =
2.21) benchmarked the duration of release of
retention on the projects handled by the
respondents. It can be seen from the table
that release of retention is usually delayed;
release within six months after practical
completion or immediately after DLP (MS =
1.59), between six and twelve months after
practical completion (MS=1.55).

Majority of the respondents whose retention
is eventually released either between 12
months and 24 months after practical
completion (MS = 2.75) or beyond 24
months  (MS=  296) after practical
completion got it grossly belated. The
delayed release of retention portends
outright non-payment of due retention
money.

Respondents were asked to indicate if the
retention policy of the client determines the
company’s willingness to tender for project.
From table 8, 50% agreed it determines their
willingness to tender for a project while 16%
said it does not determine their willingness to
tender for a project and 28% said it
determines occasionally.

C. Retainage Methods in Use in
Nigerian Construction Industry

Respondents were asked to indicate the
methods common with different type of
clients they have worked with. From the
analysis of responses in table 9 it can be seen
that most local government clients prefer
percentage retention method, and also most
state and federal government clients use

petcentage retention method.
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Table 9: The commonest type of retention method adopted by the client

client prefer percentage retention, while a
tewer percentage prefer the use of retention
of a fixed percentage method and the use of
bank guarantee and insurance bond and none
of the clients use the method of project bank
account. A large percentage of clients prefer
percentage retention, bank guarantee comes
next after that and fixed amount of retention
is the third mostly used method while
insurance bond comes forth with only a few
percentage but none of the client using
project bank account is in the Nigerian
construction industry.

Nigerian Construction Industry
The table below shows the amount mostly

the
Construction Industry, from table 10 it can be
deduced that retention of 5%
progress payment is mostly used, followed by
5% of the total cost of the work, while a

retained by clients in Nigerian

of each

fewer percentage of clients retain 10% of each
progress payment and a very few percentage
retain 10% of the total cost of the work

From the analysis carried out, majority of the
respondents had experienced delay release of
retention money (Table 7). This
confirms [13, 14, 28, 30] that payment of
retention monies in CI mostly suffered delay

result

to outright non-payment. Also, retention

Percentage Fixed amount Bank Insurance q
. . Project bank account
retention of retention guarantee bond
Client frequency %  Frequency % frequency % frequency % frequency %
Local government 18 36 2 4 2 4 0 0 0 0
State government 21 42 4 8 3 6 3 6 0 0
Federal government 20 40 2 4 5 10 2 0 0
Int’l organisations 13 26 1 2 7 14 4 0 0
Clubs and Associations 16 32 1 2 5 10 2 0 0
Religious organisations 17 34 3 6 2 4 4 0 0
Tt 23 46 5 10 3 6 5 10 0 0
Manufacturing companies 13 26 4 8 7 14 2 4 0 0
Financial Services companies 12 24 3 6 7 14 5 10 0 0
General services & merchandise companies 15 30 5 10 4 8 2 4 0 0
Properties development companies 20 40 7 14 5 10 6 12 0 0
Table 10: The commonest amount of retention
5% of each progress 10% of each 5% of the total cost  10% of the total cost of
payment progress payment of work work
Client frequency % Frequency % Frequency % Frequency %
Local government 8 16 7 14 2 4 0 0
State government 7 14 8 16 10 20 3 6
Federal government 8 16 8 16 12 24 0 0
Int’l organisations 12 24 3 6 6 12 1 2
Clubs and Associations 10 20 5 10 2 4 L 2
Religious organisations 10 20 5 10 8 16 1 2
Individual 15 30 5 10 3 6 5 10
Manufacturing companies n 22 9 18 5 10 2 4
Financial Services companies 9 18 7 14 5 10 3 6
(Jenera.l.ser\'lces & merchandise 1" 2 4 3 6 12 5 4
companies
Properties development companies 13 26 7 14 10 20 2 4
In essence, most of the different types of D. Amount Mostly Retained In the



policy of clients affects contractors’
willingness to tender for construction works
(Table 8). This result buttresses [5] and [28]

that retainage practice is a problem.

Further results show that percentage retention
on valuation of work done at each valuation is
mostly used in the Nigerian Construction
Industry, although other systems such as
retention of fixed amount of money and the
use of bank guarantee and insurance bond are
also in use (Table 9). In addition, the most
commonly retained is five percent (5%) of
each progress payment with a few percentages
of clients retaining five percent of the total
cost of the work and ten percent of each

progress payment (Table 10).

Furthermore, the three tiers of government
clients’ retention on valuation charges are
non-discriminatory of category of contractors.
Ideally, one would expect that public clients
charge lesser retention in other to cushion
financial challenge of small-medium sized
construction firms since they are the focal
point that drive substantial amount of
construction activities. In a way, this result
contradicts the push for zero retention on
valuation of construction work by Office of
Program Policy and Government

Accountability (OPPAGA - 2000).

V. Conclusion and Recommendation

In conclusion, either delay or outright non-
payment of retention monies on valuation will
add to financial difficulty of small and
medium sized construction firms. Also, the
retention policy of government, applying five
(5) percent flat on their project does not
consider the financial capacity of small and
medium sized construction firms.
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Arising from the conclusions drawn from this
study, it is

government

recommended that
should
differential retention deduction of less than

hereby
clients considered
five (5) percentage in favour of small and
medium firms as a measure to hatness and
build their capacity to grow gross domestic
product in Nigeria.
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