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Why retentions in construction can be a good thing 
 
This article supplied by software specialist Eque2 asks: Are retentions in the construction 
industry really that bad? 
 
Holding a retention on the contract with your main contractor will make sure he chooses reliable, 

skilled workers rather than just those who are the cheapest. 

 
Retentions in the construction industry come under a lot of criticism, mostly by companies who 

struggle when they are not paid. Retentions on a contract allow the owner of a project to hold back 
some payment from contractors until the project is completed to everyone’s satisfaction. Typically this 

might be until a certificate of practical completion has been provided by the client’s representative 
followed by settlement of the final account. 

 

Unsurprisingly, the system is loved and loathed in equal measure - some contractors blame 
unscrupulous project managers for holding back payments unfairly, while others see a highly positive 

side to retentions that helps the construction industry to tick over efficiently. 
 

For project managers, retentions are designed to provide a guarantee that a job will be finished off 

properly by a contractor. And for contractors operating the same system, it can also ensure that sub-
contractors do their job equally well. 

 
Fact 

Retentions are usually fixed at around 3-5% of the value of a construction contract. 
 

So how does retention work? 

Imagine you are commissioning the building of an office block that involves the installation of light 
fixtures on eight floors. Your electrical contractor performs very well at first, but leaves before 

completing the installation on half of the top floor. 
 

Getting that contractor back to finish the job might be a tricky business if he has already been paid in 

full. But if you are holding a retention of up to 5%, that’s a substantial amount of money and a real 
incentive for the contractor to complete the work satisfactorily. 

 
Snagging 

Another convenient use of retentions is in snagging – the small jobs that often need finishing off after 

a contractor finishes a job. 
 

It can be tempting for a contractor to walk away from these jobs because they are small – a badly-
painted door, for instance - but that causes great inconvenience to the project owner aiming for a 

high-quality finish. There could also be extra expenses incurred in getting someone else in to do the 
work. 

 

As a result, if you make it a condition of full payment that your contractor deals with all snagging 
items, it will make him far less likely to turn his back on the jobs.  

 
Sub-contractors 

A project owner may choose a main contractor who takes on sub-contractors to carry out the 

construction job. These will typically be specialists such as structural steel engineers, electricians or 
painters and decorators. 

http://www.ehow.co.uk/info_8396662_retention-construction.html
http://www.snagging.org/
http://www.hmrc.gov.uk/manuals/cisrmanual/cisr15040.htm


 

Holding a retention on the contract with your main contractor will make sure he keeps a strong 

control over his sub-contractors and chooses reliable, skilled workers rather than just those who are 

the cheapest. In addition, the contractor may put retentions of his own on his contracts with the sub-
contractors - for exactly the same reasons as the project owner.   

 
So retentions can be a good idea, whichever end of a contract you sit at. Construction projects – even 

fairly small ones – are complex and so retentions can be notoriously hard to manage efficiently. 

 
What’s so hard about managing retentions properly? 

 
1. They often change over the lifetime of a project. Construction projects are complex and that 

can affect retentions attached to them. As a project progresses, it’s common for new 
retentions to be added. 
 

2. Recording retentions can be difficult for small construction companies using standard 
accounting software. Small firms sometimes are only able to put the net value on the invoice 

– or have to record the retention as a discount.    
 

3. Some retentions take years to be paid back. Keeping track of a retention over multiple years 

is a tricky business for any company, as staff come and go and projects move on. 
 

 
So OK – retentions can be a good thing. But how do you control them? 

There are a number of things to consider - whether you are a contractor or a project owner. 
  

Do you know the status of the retention? Many companies have a number of retentions underway at 

the same time. Losing track of whether they have been paid, and when, can cost real money. 
  

1. When can the retention be claimed? 
A crucial question whether you are a contractor, or the project owner budgeting for the end 

of the project. 

 
2. What is the value of the retention? 

Not as obvious a question as it might seem. The value of retentions often changes as 
contracts mature. 

 

3. What are the terms? 
Many construction retentions come with very specific conditions, typically under a known 

form of contract, which must be met before they will be paid. If you are setting the 
conditions, or you are the person who has to fulfil them, it’s crucial to have a detailed 

understanding of them. 
 

4. Is everything really finished? 
The retention has been claimed – but who has made the final checks and when? 

 

5. Is there anything to be learned? 
The retentions process can provide valuable lessons for future projects and encourage best 

practice, if you keep good data.  

 
 

Top tip 
The complexity of construction retentions means a good software system can be of enormous help. 

 
For both project owners and contractors it can: 

http://www.eque2.co.uk/


 

  

● Record values, dates and conditions with complete accuracy.  

● Keep track of conditions or factors that might affect paying back a retention. 
● Record payments and transactions. 

● Help manage cash by assisting in long-term planning. 
 

And just to sum all that up: 

  
● Retentions can help project owners get their projects finished. 

● They boost quality control by prompting contractors to deal with snagging.   
● Contractors can use retentions to encourage their sub-contractors. 

● Retentions are complex and can change as projects progress. 
● A good software system can help track status, progress and payments made. 

 

Ensure your retentions and other project finances are being managed efficiently with the free eGuide: 
The cash flow efficiency flowchart 

 
Ends 
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