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At the time of its liquidation, Carillion was the UK’s second
largest construction company and it is estimated that
there were up to 30,000 businesses in its supply chain.
Furthermore, there were more than 200 government
bodies arranging contracts with the Wolverhamptonbased main contractor, highlighting its economic
significance.

serve. It is no secret that many businesses working within
these supply chains wait for up to 120 days for payment,
but many feel helpless to take action. Summarising the
problem in a House of Commons Select Committee in
April, Small Business Commissioner, Paul Uppal explained
that many businesses would “rather have a very, very bad
commercial relationship than none at all.”

According to Creditsafe, the number of corporate
insolvencies in the construction sector increased by 73
per cent in the first quarter of the year, quantifying the
extent of the issue.

While late payment continues to hinder the sector’s
output, there are wider issues holding back
subcontractors. Public sector procurement, contract
negotiation and bad debt are all areas where
subcontractors and small businesses operating within
the sector need both support and guidance.

The situation has proved as a warning sign to public and
private sector organisations alike, not least to the tens of
thousands of subcontractors operating throughout the
country.
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Yet Carillion was not the only issue faced by the sector
in the first quarter of the year. Heavy snowfall from the
‘Beast from the East’ halted work and disrupted activity.
In particular, March’s unseasonal weather paused civil
engineering activity, which caused the Markit/CIPS UK
construction Purchasing Managers Index to slump to its
lowest level since the EU Referendum vote.
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Notwithstanding a tumultuous start to 2018, the sector
has rebounded to some extent. Continued demand for
housing and commercial space, shovels hitting the ground
on HS2, and a series of other major infrastructure projects
have ensured that there is light at the end of the tunnel.
But it is critical that lessons are learnt from the sector’s
troubled first half and that perennial issues are tackled
head-on. The most pressing of such is the power
imbalance between construction sector SMEs and
subcontractors, and the main contractors with which they
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Working with construction industry specialists, The
Vinden Partnership, throughout April, we surveyed
250 UK subcontractors across a variety of trades. Our
research paints a unique picture of the sector, how the
collapse of Carillion - and Brexit - are impacting the
sector, and the environment in which small construction
businesses operate today. Findings included in this
report provide food for thought for policy makers, main
contractors, wider service providers and - above all else UK subcontractors at this pivotal time for the industry.

HELEN WHEELER
Managing Director
Construction Finance
Bibby Financial Services
June 2018
Helen Wheeler
@HelWheeler
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KEY FINDINGS
CONTRACTS AND NEGOTIATION

CURRENT ACTIVITY

+45
Subcontractors take on
an average of 45 new
contracts each year.

£205,077
is the average
contract value.

22

Subcontractors have an average
of 26 weeks’ work in the pipeline,
compared with 22 in 2016.

CHALLENGES AND CONCERNS

4

44% say that most or all
construction contracts are
difficult to understand.

61%

say they have no bargaining power
and have to accept contract terms
stipulated by main contractors or
risk losing business.

do not seek professional
advice in relation to
checking or negotiating
contract terms.

One in five (19%) have reviewed
their cashflow position since the
collapse and 16% say they have
reviewed their agreements with
main contractors.

82% say they support mandatory
payment terms for all public
sector suppliers and 69% say
there should be better public
reporting of supply chains.

CARILLION

30%
53% say they have written-off
money as bad debt in the last
12 months, with an average of
£16,000 being lost.

56%

26

Late payment remains the top
threat to subcontractors over
the next 12 months and 82% say
they would support mandatory
payment terms for all public
sector contracts.

of subcontractors believe
that raw material costs will
rise following Brexit.
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47%
say that the collapse of
Carillion has made them
wary of working with large
main contractors.
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EXECUTIVE SUMMARY

RESEARCH FINDINGS

Our research reflects wider economic indicators for the sector, highlighting key issues faced by businesses
throughout the industry. Findings call attention to three key areas of focus, and each requires action and support
from both public and private sector organisations.

1.

MANAGING LATE PAYMENT
Late payment continues to be a perennial issue in the construction sector and findings reveal that
subcontractors would support mandatory payment terms for public sector contracts. Despite efforts to
address the issue through initiatives such as the Supply Chain Payment Charter and the Prompt Payment
Code, accountability remains largely absent from construction supply chains. For this reason, we welcome
proposed Cabinet Office measures that will seek to ban late-payers from major contracts. Levelling
the playing field in this way is a good start, though it is just one measure that will contribute to a more
conducive relationship between main contractors and their supply chains.
We would also call on the Government to consider measures to address this chronic issue in private sector
supply chains.

THE CONSTRUCTION PIPELINE
Despite challenges in early 2018, work volumes among subcontractors appear strong, with an average of 26 weeks in the
pipeline, compared with 22 in 2016. Conversely, the average number of contracts taken on each year has declined from 48
in 2016 to 45 in 2018.
While subcontractors have marginally less contracts, the average value of each project has increased significantly in the
past two years, from £130,968 to £205,077.

WORK PIPELINE
50%

41
40%

2016
2018

30%

2.

PREPARING FOR BAD DEBT

We would like to see more done throughout the construction community to support SMEs in taking action
to prevent bad debt, in addition to protecting against the effects and reducing reliance on a small number
of important customers. We welcome Government plans that aim to achieve a target of 33 per cent of
procurement spend with small businesses by 2022, which will provide opportunities for SMEs to tender for
national infrastructure projects, reducing this financial reliance.

3.

20

18

20%

Compounding the culture of late payment is the economic leakage caused by bad debt, where businesses
are forced to write-off material sums due to customer insolvency, non-payment and protracted default.

14

13 13

Perhaps the biggest fall-out of Carillion’s collapse has been the impact on the thousands of smaller
businesses subcontracted by the giant. In a House of Commons report published on 16 May, the Business,
Energy and Industrial Strategy and Work and Pensions Select Committees found that Carillion “relied on its
suppliers to provide materials, services and support across its contracts, but treated them with contempt”
and that “late payments, the routine quibbling of invoices, and extended delays across reporting periods
were company policy.” This power imbalance between main contractors and smaller firms is borne out in
our research, with almost three-fifths of subcontractors saying that they are helpless to influence the terms
of contracts with larger firms.
The Parliamentary report into the collapse of Carillion is an important step in highlighting such supply
chain culture. We would now urge Government to consider measures to level the playing field in the sector.
Additionally, we would encourage construction businesses in the supply chain of larger firms to seek expert
support in relation to reviewing and negotiating contract terms.

4
0 to 5
weeks

5 to 10
weeks

10 to 20
weeks

4

20 to 50
weeks

50 to 100
weeks

100+
weeks

Don’t
know

AVERAGE CONTRACT VALUE (£)
50%

30%
27

43

25%
22

20%

40%

22
20
18

15%

20
18

17

30

30%
24

14

13

22

20

20%
9

10%

13

13 14

11

10

10%

5%
0
1-9

Subcontracting Growth 2018

4
0

0

0

6

11

8

10%

NUMBER OF CONTRACTS

ADDRESSING THE SECTOR’S POWER IMBALANCE

25

24

BACK TO CONTENTS

10 - 19 20 - 49 50 - 99

100+

Don’t
know

0
Up to
£10K

£10k up
to £50k

£50k up
to £100k

£100k+

Don’t
know

7

KEY CHALLENGES

“In our experience, the average value of contracts is going
up due to the rising demand for commercial property
and major infrastructure related contracts. But while the
contract values are going up, so are costs, so it’s very much
a swings and roundabouts situation for a lot of businesses.”

Payment practices of larger customers continue to present challenges for subcontractors, and late payment is viewed as
the greatest concern in 2018. However, where skills shortages were seen as the second key concern for firms in 2016, fears
over the financial stability of main contractors are now more pressing for subcontractors.

PETER VINDEN
The Vinden Partnership

The proportion of small construction firms citing the administration of main contractors as a concern has increased by
three-fold since 2016 to 15 per cent. The cost of raw materials (13%), skills shortages (11%) and declining work volumes
(10%) also feature in the top five concerns amongst firms today.
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“There’s no doubt that the collapse of Carillion has had a material
impact on sentiment in the industry. Many of the firms we work with
tell us that they’re now increasingly worried about the prospect of
large customers going into administration and the potential rippleeffect on the sector.”
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HELEN WHEELER
Managing Director, Construction Finance, Bibby Financial Services
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PAYMENT PRACTICES

BAD DEBT

SUBCONTRACTOR PAYMENT TIMES
The survey reveals that subcontractors wait an average of 44 days for payment today, in comparison to 42 days in 2016.
The majority - two-fifths of businesses (40%) - are paid between 29 and 42 days after billing, and one-fifth (20%) receive
payment between 43 and 55 days. More than a quarter (28%) wait more than 55 days for payment, highlighting the extent
of the issue in the sector.

Three-fifths of subcontractors (60%) have suffered from
bad debt in the past 12 months. Of those, the majority
(23%) have written off sums of between £10,000 and
£50,000, due to customer insolvency, non-payment or
protracted default.

42

2018

50%
40%

THE AVERAGE SUM OF
BAD DEBT WRITTEN
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Almost four-fifths (79%) of subcontractors do not always receive the full amount they bill for. Of those, the most common
reasons for not receiving the initial amount agreed are customer insolvency/administration, a change to the scope of work
part way through a contract and queries over the quality of work.
AVERAGE PAYMENT DAYS

REASONS FOR NOT RECEIVING FULL AMOUNT BILLED
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Discounts negotiated
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0-14 days
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contractor

0

Queries over
quality of work

10%

Work changed
part way through

A customer going
out of business

0

“Bad debt is a serious issue for many construction businesses and represents a
huge leakage in terms of sector output. Non-payment can occur due to customer
insolvency, payment default or dispute and the issue is severely problematic for
smaller firms who have often already footed the bill for labour and material costs.
This places a massive strain on these businesses, often causing viable firms to fold.”
KASH AHMAD
Specialist Director, Bibby Financial Services
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BREXIT

SKILLS

Almost two-fifths of subcontractors (39%) believe
that Brexit will not impact their businesses. Of the
61 per cent that anticipate that the UK’s formal EU
divorce will affect them, two per cent believe that
it will increase work volumes. Almost a third (30%)
anticipate that it will result in the rising cost of raw
material and one in ten (11%) believe that it will lead
to a fall in demand for their services.

It’s estimated that the UK construction sector employs almost 3 million people, accounting for around 10 per cent of total
UK employment1. The industry’s skills shortages have been much documented and there are still real concerns over a
potential lack of both skilled and unskilled labour, following Brexit.
Almost a third of subcontractors say they employ skilled workers from within the EU (excluding the UK). Fifteen per cent
say that that more than a quarter of their skilled workforce is from within the EU, and 7 per cent say that all of their skilled
workers are from EU member countries.
Conversely, 14 per cent of firms employ unskilled workers from countries within the EU. Four per cent say their total
unskilled workforce is from within the EU.

IMPACT OF BREXIT

PROPORTION OF SKILLED LABOUR
FROM WITHIN EU (EXCLUDING THE UK)

6%

2%

30%

PROPORTION OF UNSKILLED LABOUR
FROM WITHIN THE EU (EXCLUDING THE UK)

2%
3%

7%

2%
4%

6%

3%
39%
17%
11%
4%

68%

8%

86%

2%
Rising cost of raw materials
Decrease in demand
Lack of access to labour pools / skills shortages
Rising cost of labour
Increase in demand
I don’t think that Brexit will impact my business
Don’t know

None
1-24%

25-49%
50-74%

75-99%
100%

“The businesses we speak
with tell us that the impact of
Brexit has not yet started to
bite, although many of them are
preparing themselves to deal
with what they see will be an
inevitable rise in material costs
and skills shortages.”

“The sector is reliant on labour from within the EU, so it’s critical that there’s further
clarity on this over the coming months. Many of the businesses we work with tell us
that they are particularly concerned about skilled trades, such as bricklaying and
heavy equipment operating.”

PETER VINDEN
The Vinden Partnership

PETER VINDEN
The Vinden Partnership

1 https://www.designingbuildings.co.uk/wiki/UK_construction_industry
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HOUSEBUILDING

CONTRACTS AND NEGOTIATION

In January, the National House Building Council (NHBC) announced that housebuilding hit a ten year high in 2017 as
builders registered plans to begin work on more than 160,000 new homes2. Official figures show that 217,000 homes and
additional dwellings were built in the financial year of 2016/20173. While celebrated as a success relative to recent years, the
figure is more than 80,000 homes short of the Government’s new yearly target.

Almost three-fifths of subcontractors (57%) say they have no influence over the terms of agreements with main contractors,
stating that they have to accept contracts as they are or risk losing business. Less than two-fifths (39%) say they have
sufficient power to be able to influence and change the terms they sign with larger customers.

Furthermore, a survey by the Royal Institution of Chartered Surveyors (RICS) found that only 12 per cent of members are
confident that the Government’s target of 300,000 would be met4.

ABILITY TO INFLUENCE TERMS WITH MAIN CONTRACTORS

Across our study, one fifth of subcontractors’ annual turnover relates to housebuilding, and just 4 per cent say that such
activity accounts for their total revenue. Subcontractors view planning laws (13%) and access to skills (12%) as the two top
reasons preventing Government targets from being met. One in ten subcontractors (11%) believe that industry targets are
unrealistic.

4%

50%

I can influence and change the terms of contracts
with main contractors

39%

PROPORTION OF REVENUE RELATED TO HOUSEBUILDING
48%
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Three-quarters of subcontractors say they have never received a penalty clause from a main contractor. Among those that
have been penalised in the past, the average financial penalty in the last 12 months is £23,900.

ISSUES PREVENTING INDUSTRY TARGETS
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2 https://www.reuters.com/article/britain-economy-housingstarts/uk-housing-starts-hit-10-year-high-in-2017-nhbc-idUSL8N1PJ683
3 https://www.telegraph.co.uk/business/2017/11/16/government-celebrates-building-217000-homes-year-hitting-target
4 http://www.rics.org/uk/news/news-insight/press-releases/government-strategy-wont-hit-housing-target-as-construction-workloads-steady-despite-obstacles
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More than two-fifths of subcontractors (44%) say that all or most contracts are difficult to understand, though 39 per cent
say that they seek expert advice on contracts either some or all of the time.

CARILLION

COMPLEXITY OF CONTRACTS

With an estimated 30,000 small and medium sized businesses in its supply chain, the repercussions of Carillion’s collapse
on the construction sector - and wider economy - cannot be understated or ignored.

10%

SUBCONTRACTORS SEEKING ADVICE
ON CONTRACTS

8%

Fifteen per cent of subcontractors say that it has impacted their businesses, directly or indirectly. Almost half now say that
they have concerns over the financial stability of main contractors since Carillion’s collapse, and the same proportion (47%)
say that they are now wary of working with large main contractors.

6%

33%

36%
46%

Two-thirds say they have not made changes to their businesses following Carillion, however, one in five say they have
reviewed their cashflow specifically in light of January’s collapse. A further 16 per cent say they have reviewed their
agreements with main contractors.
With regard to changes subcontractors would like introduced in Carillion’s wake, mandatory payment terms for public
contracts (82%), better public report of supply chains (69%) and mandatory Project Bank Accounts (59%) were the top
three most cited responses.

61%

IMPACT OF CARILLION

CONCERNS OVER FINANCIAL STABILITY OF
MAIN CONTRACTORS FOLLOWING CARILLION

1%
All contracts are difficult to understand

Yes - all the time

Most contracts are difficult to understand

Yes - sometimes

Most contracts are easy to understand

No

4%

11%

All contracts are easy to understand

53%

47%

86%

“Contract negotiation and support
was something that was borne-out
in BFS’s research in 2016, and it is
evident that this remains an issue for
subcontractors - particularly in light
of the wider debate regarding supply
chain relationships. More support and
guidance is needed in this area, but
subcontractors need to be proactive
in seeking advice before signing
contracts to ensure that they are not
disadvantaged further down the line.”

Direct impact on business

Yes

Indirect impact on my business

No

No impact to business
Don’t know

“Carillion’s failure has highlighted the rough treatment of subcontractors and
suppliers by main contractors and the impact this has on the entire supply chain.
The Government has promised to tackle the issue head on, but I am sceptical that
government takes this issue seriously. Subcontractors and small construction firms
need support now as it is clear that the power imbalance in construction supply
chains continues to be a major issue.”

PETER VINDEN
The Vinden Partnership
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METHODOLOGY

IMPACT OF CARILLION ON SUPPLY CHAINS
47%

50%

46%

Subcontracting Growth is a survey of over 250 UK businesses
across different subcontracting trades. Research took place
between 9 and 30 April 2018 by Critical Research. Participating
subcontractors had an average turnover of £2m and less than
250 employees.
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BUSINESS CHANGES FOLLOWING CARILLION
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TOP INDUSTRY CHANGES SUBCONTRACTORS WOULD LIKE TO SEE

Other

90%

6%

Roofing

50%

20%

Plastering or dry lining

Flooring

60%

30%

18%

Electrician

1%
14%

82%

80%

69%

70%

59%

60%

44%

50%
40%

39%

30%
20%
10%
0
Mandatory payment
terms for all public
sector supply chains

18

Better public
reporting of those in
the supply chain

Mandatory Project
Bank Accounts

Support with
contract negotiation
from Government

Government
backed-loans

Subcontracting Growth 2018

BACK TO CONTENTS

19

ABOUT BIBBY FINANCIAL SERVICES
Bibby Financial Services is a leading independent financial services partner to more than 7,000
UK SMEs. Formed in 1982, we are a member of UK Finance, supporting the growth of businesses
in over 300 industry sectors.
Our total funding capability exceeds £1bn and through our network of 19 regional offices we
handle annual client turnover of £6bn.
Our portfolio includes invoice discounting, factoring, export finance, asset based finance,
lease finance, foreign exchange services, and specialist funding for the construction and
recruitment sectors.
In 2011, 2012, 2014, 2015, 2016, 2017 and 2018 the company was awarded a place in The
Sunday Times 100 Best Companies to Work For, ranking 48th in the most recent poll.
To find out more about Bibby Financial Services, visit:
www.bibbyfinancialservices.com

ABOUT THE VINDEN PARTNERSHIP
The Vinden Partnership (Vinden) is a multi-disciplinary firm of management consultants. It has
a 24 year track record of providing innovative services to the construction, engineering, banking,
asset based lending and insurance sectors.
The team is made up of chartered quantity / building surveyors, adjudicators, arbitrators, barristers,
forensic planners, engineers and architects, many of whom are dual qualified and from an industry
background with 24+ years’ experience.
Vinden provides services through its regional offices and network of client relationships
throughout the UK and beyond.

CONTACT
HELEN WHEELER
Managing Director - Construction Finance
Bibby Financial Services

SEAN CASEY
Head of External Corporate Communications
Bibby Financial Services

helen.wheeler@bibbyfinancialservices.com

sean.casey@bibbyfinancialservices.com

Connect with us on:
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