EFFECTS OF PAYMENT DELAY ON CONSTRUCTION PROJECTS IN EDO STATE

BY

Onoise Faith EGBARAN
ENV1805844

DEPARTMENT OF QUANTITY SURVEYING
FACULTY OF ENVIRONMENTAL SCIENCES
UNIVERSITY OF BENIN

October, 2023



EFFECTS OF PAYMENT DELAY ON CONSTRUCTION PROJECTS IN EDO STATE

BY

Onoise Faith EGBARAN
ENV1805844

Being a Project Submitted to the Department of Quantity Surveying
Faculty of Environmental Sciences, University of Benin, Benin City, Nigeria
In Partial Fulfillment of the Requirements for the Award of the Degree of
Bachelor of Science (B.Sc.) in Quantity Surveying

October, 2023



DECLARATION

I declare that this project is an original work carried out by me, Onoise Faith Egbaran with
Matriculation Number ENV1805844 in the Department of Quantity Surveying, Faculty of

Environmental Sciences, University of Benin, Benin City.

Onoise Faith Egbaran Signature:............... Date: ...............
ENV 1805844



CERTIFICATION

We certify that this project with the title: Effects of Payment Delay on Construction Projects
in Edo State submitted by Onoise Faith Egbaran, with Matriculation Number ENV1805844
has satisfied the regulations governing the award of Bachelor’s Degree in Quantity Surveying

from the University of Benin, Benin City, Edo State.

Supervisor: Dr. C. P. Ogbu Signature:................... Date: ...............

Ag. Head of Department: Dr. T. S. Fawale Signature:................... Date: ............

External Examiner: Prof. H. A. Odeyinka Signature:................... Date: ................



DEDICATION

This project is dedicated to God Almighty for his constant provision and for seeing me through

my study in school. To my mom and siblings for their constant support and encouragement.



vi

ACKNOWLEDGEMENTS

I would like to send my thanks to; the Almighty God for keeping me safe throughout my stay in
the University, to my family and friends for supporting me. I would also like to acknowledge my
supervisor, Dr. C. P. Ogbu, who through his assistance led to the successful completion of this

study.

To my mom, Mrs. Juliet O. Egbaran, who through her selfless efforts gave me the opportunity to
go through school and for her support throughout my stay in school. To the Head of the
Department of Quantity Surveying, Dr. T. S. Fawale who always gave me words of
encouragement to strive on regardless the circumstance surrounding my admission into the
department, and to my lecturers, Mr. G.A Sanni, Mr. EIM Osazuwa, and Mr. Fidelis. To Gold
Isibor, who always encouraged and assisted me with my Law courses. I would also like to
appreciate Mrs. Omo-Enabulele ITkpomwonsa and Omo-Enabulele lkpomwonsa for their

assistance through my stay in school.



Vii

Contents
DECLARATION ...ttt ettt b e bt sttt ettt et et b ebeeeeene e iii
CERTIFICATION ...ttt ettt sttt ettt v
ACKNOWLEDGEMENTS ..ottt vi
ABSTRACT ..ottt ettt st sttt ettt st be bt et ix
CHAPTER ONE ..ottt sttt ettt snesae 1
1.1 Background t0 the STUAY .....c.ceoiieiiieiiieiieeieeieeee ettt ettt sae et e et e esbeennee e 1
1.2 Statement of the Research Problem ..........ccccceoiiniiinininiiiiiiiciceeeeecce e 2
1.3 ReSCArCh QUESTIONS .....ccvviiiiiieeiieeeiee ettt e et e et e e et e e eteeeeaseeeeaaeeeesseeeesseeeseeesnseeenns 3
1.4 ATM ANA ODJECTIVES ...eevvieiiiiiieeiiieiteeteerieeeteeteeseteeteeseteesbeessseesseessseesseessseesaessseenseessseeseessseens 4
1.5 SCOPE OF the STUAY ....eoeeiieiiiceee et ettt beesabeesbeessseesaesnseens 4
1.6 Significance Of the STUAY ........ooiiiiiiii e 4
CHAPTER TWO ..ottt ettt sttt et 6
2.0 LITERATURE REVIEW ..ottt s 6
2.1 PrEambIe .....ooueiuiiiiiiiicic ettt 6
2.2 Overview of the Construction INAUSEIY ......cc.coviiiiiiiiiiiii e 6
2.3 Payment and Payment Delay in the Construction Industry .........c..cccceeveriiniiiiniinnncnicneenee. 6
2.3.1 Methods of Payment in the Construction Industry ...........cccccevenirninienininiencceceeee, 7
2.4 Previous Studies on Payment Delay on Construction Projects;.........cccccecveveevienienenncnecnennne. 9
2.4.1 Causes of Payment Delay in Construction Projects in Edo State.........cccccoceeveecinienennene 9
2.4.2 Effects of Payment Delay on Construction Projects in Edo State...........cccocevviiniinennin. 11

2.4.3 Measures for Mitigating the Effects of Payment Delay on Construction in Edo State.... 13

CHAPTER THREE ...ttt e ettt e e st e e e et e e s e taeeeennsaeeeeennnaeaeennnees 15
RESEARCH METHODS ...ttt e e ettt e e et e e e e bae e e e enntaeeeensaaeeeennnaaae s 15
3.1 PrEamDBIe ..ottt ettt et ne e 15
3.2 ReESCAICH DIESIN ..couiiiiiiiiiiieiiecie ettt ettt ettt ettt e et eestb e e baeeebeenbeeenaeenneas 15
3.3 ArCA OF the STUAY .eoviiiiieiii ettt ettt st beestbeebeesebeebeessneennees 16
3.4 Target POPULAtION .......ooiiiiiiieiiecie ettt ettt ettt e et e esbeessbeensaenene e 16
3.5 Sampling Techniques and SAmMPlINg SiZe........cceeecvieriiiriiieiiieiiieieee e 16

3.6 Methods 0f Data CoOllECtION ..cceeveeeeeeeeeeeeeeeeeeeeeeeeeeeee e e e e e e e e e eeeeeees 18



3.6.1 QUESTIONNAITE .....eeeevieieiieeeiieeeettee ettt e et e e eteeeeteeeeteeeeateeeeaseeeeaseesesseeesseesseeesnseeeanseeeanseeans 18
3.7  Method of Data ANALYSIS .....c.eciiieiiierieeiieeieeiteeie ettt seeesteeeaeebeeseaeebeeseseesseessseenseas 18
4.1 INEEOAUCTION ...ttt ettt et e st e et e it e e bt esate e bt e s seeenbeesabeenbeesnneenseans 20
4.2 Demographics 0f RESPONAENLS .......cc.eeviiiiiiiiiiiiiecie ettt enes 20

4.3.1 Causes of Payment Delay on Construction Projects ..........c.ccceevverienenienicnenncnecnneenne. 21

4.3.2 Effects of Payment Delay on Construction Projects ..........cccceevverieneenenienennicnecnneenne. 22

4.3.3 Measures for Mitigating Payment Delay on Construction Projects.........ccoceeeverienennene 23
4.4 Discussion Of FINAINGS ......cooiiiiiiiiiiiiiie ettt e 24
5.1 INETOAUCTION ..ttt ettt et e ettt et e s at e e bt e s aeeeabeeenbeenbeasneeenseesneeenne 26
5.2 SumMmMAry Of FINAINES ..c..eovueiiiiiiiiiiiiiice ettt s 26
5.3 CONCIUSION ...ttt ettt et e e et e et e s et e et e e sateeabeessbeeabeesaeeenseesnneenseesaneans 27
5.3 RECOMMENAATIONS ... .eeniiieiiieiittetie ettt ettt ettt et ettt e st e e bt e st e e bt e ssbeenbeeesbeenbeesneeenseenneeenne 27
5.4 Areas for further 1€SEarCh ..........oouuiiiiiiiiie e 27

REFERENCES ..ottt sttt sttt ettt 29

QUESTIONNAIRE .....ooiiiiiiit ettt sttt sttt e st 36



ABSTRACT

The construction industry has been plagued by the issue of payment delay. This study examined
the effects of payment delay on construction projects in Benin City, Edo State with a view to
enhancing contractors’ projects cash flow. The data for this study was gotten through the
response to the administered structured questionnaire. The data obtained was analyzed using the
mean item score, this answered the question of this study through the research objectives; to;
identify the causes of payment delay on construction projects in Edo State, assess the effects of
payment delay on construction projects in Edo State, ascertain the measures for mitigating the
effects of payment delay on construction projects in Edo State. The research findings showed
that administrative bottlenecks/bureaucracy ranked as the highest cause of payment delay. It also
found that delayed payment had a detrimental effect to construction projects where delay in
project completion was seen to be the highest effect. Contractors should adhere strictly to the
conditions of contract so as to reduce the effect of payment delay on construction projects.



CHAPTER ONE

INTRODUCTION

1.1 Background to the Study

Payment is the foundation of any construction process because the profitability of any industry
involving construction completely depends on continuous cash flow. Payment is the monetary
value given in exchange for the labor performed by a contractor, in line with the terms of the
contract, as well as the materials delivered onsite (Ansah, 2011). The issue of payment is not a
recent occurrence within the construction sector, this often leads to disputes and delay in project

completion.

Among the top Nigerian industries and the entire world is the construction industry. Over the
years, the construction sector has helped in boosting the gross domestic product of a nation.
Ansah (2011) is of the opinion that to engage in prompt and effective compensation is a
significant element that might influence the success of a project. Fatoye (2012) opined that a
number of construction projects are completed in accordance to client’s specification, but hardly

within the time-frame set aside for such construction due to delayed payments.

According to research, payment problems are one of the primary causes of controversy in the
construction sector (Chan and Suen, 2005). These difficulties have been largely recognized for
more than four decades by prior research (Wu, Kumaraswamy, and Soo, 2011). In the
construction sector, payment delay is a significant issue that, if not addressed, may ultimately

result in cost overruns and restricted cash flow.



The term ‘delay’ refers to a time overrun that occurs beyond the contract’s expiration date or
after the parties’ mutually-agreed-upon deadline for project delivery. A construction project
payment delay is the client’s failure to make payment when the contractor expects it and on a
proper schedule (Olatunji, 2020). The contractor has received payment for the entire amount of

work that has been finished up to this point.

Kadir et al. (2005) observed in his research that material deliveries are delayed as a result of
payment delays, which have an effect on labor productivity in the construction sector. According
to (Ramachandra and Rotimi, 2015) payment delays frequently have an impact on cash flow,
which may force the contractor to seek funding through loans and other sources to guarantee the

project's success.

Idowu, Simon-Eigbe, and Eshiemokhai (2022) opined that prior to the start of a construction
project; stakeholders must do enough planning and more thorough feasibility assessments to
reduce the probability of payment delays. Project stakeholders who are actively involved in
construction projects should make proper preparations and budgetary planning to ensure the

smooth running of the project.

1.2 Statement of the Research Problem

Idowu, Simon-Eigbe, and Eshiemokhai (2022) opined that public construction projects in Edo
State, Nigeria are impacted by payment delays. Fugar and Agyakwah-Baah, (2010) observed that
payment delays in Ghana's public project execution have been regarded as the most significant
obstacle to the country's successful implementation of infrastructure development. Furthermore,

Ayudhya (2012) opined that a significant factor in the closure of construction enterprises has



been recognized as payment delays. One of the major problems for contractors around the world
is that, for some reason, late payments have become customary in the construction sector.
According to reports, payment delays have negative influence on construction projects in Edo
State. It makes no difference whether it is in the public or private sector. Construction projects

may become sluggish or even abandoned as a result of payment delays that cause disputes.

Wuni et al, (2017) in his study focused on the significant reasons for the impacts of payment
delays on the accomplishment of public projects in Ghana and (Ayudhya, 2012) talked about the
factors causing delay in payment of residential building projects in Thailand, while Idowu,
Simon-Eigbe, and Eshiemokhai (2022) in their study focused on the impacts of payment delays
on public building projects in Edo State. These researchers all talked about the causes and
impacts of payment delay respectively in their research, but did not evaluate the effects delayed
payments has on construction projects in Benin City, Edo State, Nigeria.

This study is required to analyze the factors that contribute to these causes, their effects, and any
potential countermeasures that the construction industry might employ with a view of creating

awareness to project stakeholders and policy makers.

1.3 Research Questions
1. What are the causes of payment delay in construction project?
2. What effects do delayed payments have on construction projects?

3. What are the measures for mitigating payment delay on construction projects?



1.4 Aim and Objectives
The aim of this study is to examine the effects of payment delays on construction projects in Edo
State with a view to enhancing contractors’ project cash flows. The research was conducted so as

to ascertain the following objectives; to:

1. Identify causes of payment delay in construction projects in Edo State,
2. Assess effects of payment delay on construction projects in Edo State, and;

3. Ascertain measures for mitigating payment delay on construction projects in Edo State.

1.5 Scope of the Study

This study concentrated on construction projects in Benin City, Edo state. Primary and secondary
data were both examined in this study. This study covers a diverse range of construction projects,
including residential, industrial, civil and institutional projects. This diversity is essential to
capture a comprehensive understanding of the effects of payment delays across different project
types. The study considered construction projects completed by professionals who have hands on

experience on construction projects where payment delay had a detrimental effect.

1.6 Significance of the Study

The construction sector plays a vital role in the economic advancement of regions, including Edo
State, Nigeria. Locally operated construction projects are integral to Edo State's construction
industry but often encounter challenges that hinder their sustainability and operations.
Understanding these challenges and the reasons behind payment delays is crucial for enhancing
project delivery, which is essential as construction projects must adhere to cost, quality, and time

constraints.



While there is limited knowledge about the impact of payment delays on construction in Edo
State, previous studies have explored this issue in the broader Nigerian construction sector. This
study aims to address this gap by specifically investigating the effects of payment delays on
contractors in Edo State. The findings will not only contribute valuable insights but also assist
project stakeholders in comprehending the repercussions of payment delays. By bridging the
existing research gap, this study will aid the construction industry in achieving improved project
performance. Additionally, the research will delve into the root causes of payment delays and
propose strategies to mitigate their effects. The outcomes of this study will offer evidence-based
recommendations, benefiting policymakers, contractors, and other industry stakeholders, and

ultimately facilitating a more efficient payment process within the construction sector.



CHAPTER TWO
LITERATURE REVIEW

2.1 Preamble

This chapter explores prior research on how payment delays impact construction projects, as well
as the reasons behind these delays and strategies to mitigate them. The construction industry has
faced significant challenges related to payment issues and financial losses, a problem that has
gained widespread attention recently (Ye and Rahman, 2010). Payment delays represent a major
concern affecting construction projects on a global scale. Even in developing countries like
Nigeria, this issue persists. The urgency for timely payments is exacerbated by the lengthy
duration of construction projects, substantial financial commitments required, and the common

practice of utilizing credit terms instead of immediate payment upon item delivery.

2.2 Overview of the Construction Industry

The construction industry involves a broad spectrum of activities related to the planning, design,
construction, and maintenance of various structures including buildings, infrastructure, and
physical assets. Idoro (2004) recognized construction as a pivotal sector in the development of
nations, playing a vital role in economic growth. This industry forms the cornerstone of the
economy, providing employment opportunities for skilled workers across nations where it is a
significant investment capital (Albtoush et al, 2022). In several countries, construction
contributes 6 to 9% of the GDP, with this figure steadily rising to 10%. Additionally, it
constitutes 10% of the national GDP, acting as a primary catalyst for economic advancement.
Moreover, it drives substantial and beneficial physical developments for the nation's economy, as

noted by Kumaraswamy (2006), Memon (2013), and Niazi (2017). Furthermore, by creating



essential infrastructure such as schools, clinics, and roadways, the construction industry plays a

crucial role in improving the overall quality of life.

2.3 Payment and Payment Delay in the Construction Industry

The lifeblood of any construction project is considered to be its payment. In construction,
payment signifies the money provided to suppliers, consultants, and contractors upon the
successful completion or acceptance of their projects (Illangakoon, 2017). Research by Shebob et
al. (2011) revealed that delays in payment have substantial adverse financial and social
consequences for all parties involved. Owners might delay or deny payments to bolster their
financial standing, while contractors might present inflated claims (Carmichael, 2002). Bolton et
al. (2022) noted that the construction industry has long grappled with late payments, especially

affecting individuals further down the supply chain.

These delayed payments hinder firms, especially smaller ones, from investing in development,
hindering the creation of new opportunities and impeding the country's progress (Rahim et al.,
2016). Rahim further pointed out that the payment system often lacks efficiency, escalating the
risk of insolvency for the involved parties. Naseem (2006) and Judi and Rashid (2010) identified
various payment issues, such as non-payment, refusal to pay, deductions from certified or due
sums, disputes over certifications, delayed payments, and challenges in obtaining payment even
with valid certificates, leading to significant delays in asserting payment rights. In the
construction sector, the payment process is notably sluggish, typically taking an average of 90

days to receive payment after invoice submission or payment requests.



2.3.1 Methods of Payment in the Construction Industry

Interim Payments

In the realm of construction agreements, an interim payment signifies a partial payment made to
subcontractors by the main contractor, property owner, or developer. These payments play a vital
role in the construction industry as they enable contractors and subcontractors to receive
compensation for work completed while the project is still ongoing. Unlike final payments, these
interim payments are made before the project reaches completion and are typically calculated
based on the percentage of work completed or the number of milestones achieved.

Final Payment:

In accordance with Ye and Rahman (2010), a contractor can obtain the final payment only upon
achieving the actual or significant completion milestone specified in the contract and formally
transferring the completed work to the employer. Until this milestone is met and approved by the
contract administrator, the contractor is not eligible for any payment. By utilizing this approach,
the contractor effectively funds the project to a large extent, using expenditures that will
eventually be incorporated into the contract price. Additionally, a substantial lump sum payment
must be arranged and established to enable the employer to assume this responsibility and
assume control of the project.

Payment in Advance:

Ansah (2011) suggested that when an employer pays a contractor in advance of the completion
of the specified work, it's termed as an advance payment. The contract typically allows for this

upfront payment, ensuring the contractor receives a lump sum on the agreed-upon date stated in



the contract. This practice is commonly seen in public works contracts and serves the purpose of

aiding the contractor in financing the project without resorting to costly external borrowing.

In construction, the term "claim," including "extensions of time," signifies a demand for money,
property, or a solution. These claims can result from a contract violation or a breach of common
law duty (as in tort law). To accommodate potential changes in conditions, some claims outlined
in the contract are necessary and easily resolved. However, others might lead to disputes if they
are perceived as unreasonable, either in terms of amount or principle.

Retention:

The employer may opt not to compensate the contractor due to various factors. These factors
include significant construction mistakes, disagreements over the work performed, failure to
comply with essential contract terms, potential claims from third parties, or delays in paying for
project resources. If the employer decides not to make payment, it can result in delays, as
explained by Reeves (2003) and referenced by Idowu & Aligamhe (2022). Retention refers to a
payment that the client withholds until the project is certified as completed and an official

certificate of actual completion is issued.

2.4 Previous Studies on Payment Delay on Construction Projects;

2.4.1 Causes of Payment Delay in Construction Projects in Edo State

Several factors can contribute to delays in payments within construction projects, as highlighted
by Nazir (2006). A study conducted by Abdul-Rahman et al. (2009) examined payment-related
issues in the construction industry, revealing differing perspectives between consultants and

contractors regarding the causes of late payments. Contractors commonly attribute payment
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delays to certification delays, clients' inadequate financial management, local cultural attitudes,

clients' lack of strong governance within their organizations, and clients' failure to pay certified

amounts promptly. Consultants, on the other hand, point to factors such as local culture and

attitudes, client underpayment, and delays in the acceptance of claims by customers as the

primary reasons for payment delays. It is essential to identify the specific variables responsible

for delayed payments in the construction sector. Previous studies have identified several

circumstances that can lead to payment delays, necessitating further examination.

Table 1: Causes of Payment Delay

S/N  CAUSES OF PAYMENT DELAY

SOURCE

1

10

11

12
13

14

Poor management of finance by employers

Withholding payment by employers

Lack of sufficient feasibility study

Inadequate information on the project

Regional mindset/culture

Delay in approval of work by consultant and concerned
authorities

Disagreement between the parties

Increase in interest rates for the repayment of loans

Use of ‘pay-when-paid’ clauses in contract

Disagreement on the valuation of work done

Administrative bottlenecks/Bureaucracy

Contractor incomplete claim submission
Sluggish valuation and initial payment certification by the
consultant

Inflation

Okoye et al., (2015), Ayudhya (2012),
Ye and Rahman (2010), Wu (2010)
Okoye et al., (2015), Kikwasi (2012),
Oppong (2003), Abdul-Rahman et al.
(2011)

Fatoye, (2012)

Idowu and Aligamhe (2023), Kikwasi
(2012)

Idowu et al., (2022)

Idowu et al., (2022), Ayudhya (2012)

Abdalla and Hussein, (2002)

Idowu et al., (2022)

Abdul-Rahman et al., (2008)

Ansah, (2011), Kikwasi (2012), Hasmori
etal. (2012)

Idowu and Aligamhe (2023), Sunjka &
Jacob (2013)

Idowu et al., (2022)

Idowu et al. (2022), Ye and Rahman
(2010)

Idowu et al., (2022)
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15  Poor quality of work Ansah (2011), Ayudhya (2012)
16  Design changes Kikwasi (2012), Sunjka & Jacob (2013)

2.4.2 Effects of Payment Delay on Construction Projects in Edo State

The adverse consequences of delayed payments for contractors in Edo State, Nigeria, have been
a longstanding issue. Late payments can significantly jeopardize a contractor's ability to sustain
their business, as highlighted by Bolten et al. (2022). Here are a few possible outcomes of
payment delays:

Leads to difficult financial circumstances:

Throughout the project, it is anticipated that the contractor will face financial challenges due to a
delay in payment.

Has a detrimental domino impact on other parties:

Payment problems in construction have a cascading effect. If one party delays payment, it can
disrupt the entire payment process throughout the project's supply chain.

Causes cash-flow issues:

It is widely recognized that late payments affect the contractor's cash flow, potentially hindering
the project's progress and financial prosperity (Naseem, 2006).

Delays in project completion:

Senior management's view of the survey as the main reason for the delay, along with a shortage
of workforce, confirms the financial problem. This situation often results in project abandonment
and financial instability, causing significant negative impacts on society. It also triggers formal

conflict resolution processes like legal actions or arbitration..



Table 2: Effects of Payment Delay on Construction Projects

12

S/N  EFFECTS OF PAYMENT DELAY SOURCE

1 Cash flow issues Naseem (2006), Ye and Rahman, (2010), Ang
(2006), Danuri et al. (2003)

2 Delay in project completion Abdul-Rahman and Berawi (2006), Idowu et al.,
(2022), Ansah (2011), Amoako (2011), Danuri et
al. (2003)

3 Cost overruns Aibinu and Jagboro (2002), Idowu et al., (2022),
Kikwasi (2012)

4 Reduction in project expansion Haseeb et al (2011)

5 Disputes Aibinu and Jagboro (2002), Idowu et al., (2022),
Ansah,(2011), Kennedy (2005), Kikwasi (2012)

6 Increased cost of work Odeyinka and Kaka (2005)

7 Rework Zhang et al., (2018), Love and Smith (2003), Kim
and Skibniewski (2020)

8 Complete abandonment of the project Aibinu and Jagboro (2002), Okoye et al., (2015),
Olanusi and Otunola (2012), Amoako (2011),
Danuri et al. (2003)

9 Increases the financial hardship of contractors Wuni et al, (2017), Ang (2006), Danuri et al.
(2003)

10 Leads to strained stakeholders relations Akinsiku, and Ajayi (2016)

11 Contractors/Employee discontentment Idowu et al. (2022), Okereke (2020)

12 Increases reliance on debt and creates stress for Idowu et al. (2022), Danuri et al. (2003)

contractors

13 Time overruns Aibinu and Jagboro (2002), Idowu et al., (2022),
Amoako (2011), Kikwasi (2012)

14 Loss of credibility Hasmori et. al., (2012), Wuni et al, (2017)

15 Arbitration and litigation Aibinu and Jagboro (2002), Danuri et al. (2003)

16  Compromise of project quality Akinsiku, and Ajayi (2016)

17  Increases time related charges Okoye et al., (2015)

18 Leads to bankruptcy or liquidation Ansah (2011), Danuri et al. (2003)

19 Creates a negative chain effects on other parties Bob (2005), Shebob et al. (2011), Danuri et al.
(2003), Amoako (2011)

20 Creates negative social impacts Akinola and Awolesi (2019), Kikwasi (2012)
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21

22

Contractors unwillingness to bid for projects from
the clients

Increased cost of funds

Ibrahim et al. (2017)

Abdul-Rahman et al. (2011), Ameh et al, (2010),
Fatoye (2012)

2.4.3 Measures for Mitigating the Effects of Payment Delay on Construction in Edo State

According to Lim (2009), the payment bond serves as a straightforward measure where, if the

party responsible for payment defaults, a third party like a bank or insurance company steps in to

guarantee payment. Essentially, this requires the party awarding a building contract above a

certain amount to provide a payment bond to the contractor. This concept is similar to the

performance bond commonly used in public projects, except in this case, the employer is

responsible for obtaining the payment bond. Importantly, work cannot commence until the

payment bond is in place. Additionally, Ramachandra and Rotimi (2011) noted in their research

that payment bonds, direct payments, and trust accounts were solutions identified by contractors

and subcontractors to address delayed payments.

Table 3: Measures for Mitigating Payment Delay

S/N  MEASURES FOR MITIGATING PAYMENT DELAY SOURCE

1 The use of payment bonds Lim (2009), Fatoye (2012)

2 Adopting the use of direct payments Ramachandra and Rotimi (2011)

3 The use of trust accounts Ramachandra and Rotimi (2011), Cheng et

al., (2009)

4 Clear contract terms Akinola and Awolesi (2019)

5  Use of retention bond to secure retention money Ramachandra, and Rotimi (2012)

6  Conduct proper credit checks on clients before entering into contracts Akinola and Awolesi (2019), Fatoye
to assess their payment history and financial stability (2012)

7  Provide the contractor rights to either suspend work or reduce the Illangakoon (2017), Fatoye (2012)
rate of work

8 Obtain payment due before handover of project to client Abdul-Rahman and Ye (2010), Fatoye
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10

11

12
13
14

15

16
17
18
19

Prompt invoicing: Submit invoices promptly upon completion of
project milestones
Payment tracking system: Implement a system to track payment
schedules, monitor payment status and generate reminders for
pending payments

Carrying out proper feasibility on a project before commencement

Proper site management

Non-interference of management on payment issues

Strict adherence to conditions of contract by parties involved in the
projects

Laws: Penalties for late payments

Early valuation
Adequate budgetary preparation
Early cash flow analysis advice to client

Reduction in bureaucracy

(2012)

Akinola and Awolesi (2019), Illangakoon
(2017)

Akinola and Awolesi (2019), Illangakoon
(2017), Fatoye (2012)

Idowu et al. (2022), Idowu and Aligamhe
(2023)

Idowu and Aligamhe (2023)

Idowu and Aligamhe (2023)

Idowu and Aligamhe (2023)

Idowu et al, (2022), Fatoye (2012),
Kwame (2011)

Idowu & Aligamhe (2023)

Idowu et al. (2022)

Akinola & Awolesi (2019)

Idowu & Aligamhe (2023)
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CHAPTER THREE
RESEARCH METHODS
3.1 Preamble
In this chapter, we explore the typical procedures employed by researchers to analyze their
subject matter, grounded in logical reasoning. By utilizing research methods, researchers can
create a systematic and well-thought-out approach to their studies. These methods aid in
determining the appropriate sample size, designing data collection tools, selecting the most
suitable methodologies, and collecting pertinent information aligned with their research
objectives. They provide techniques and tools for obtaining information through experiments,

surveys, interviews, and observations.

3.2 Research Design
This research is a cross-sectional survey conducted using questionnaires to gather data. It
concentrated on construction projects in Benin City, Edo State, aiming to improve cash flow
positivity during these projects. The goal was to assess the perspectives of construction industry
experts regarding payment delays in the sector. The professionals sampled were sourced from
Edo State Chapters of professional organizations such as the Nigerian Institute of Quantity
Surveyors, Nigeria Institute of Architects, and Nigeria Society of Engineers. The survey
questionnaires were distributed to respondents through their professional bodies' WhatsApp

platforms, and some participants completed the surveys on their own.
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3.3 Area of the Study
This study concentrates on Benin City, Edo State. The choice of this area is significant due to the
numerous construction projects underway in Edo State. Delays in payment for these projects can
severely impact their viability. Investigating the repercussions of payment delays on construction
projects can offer valuable insights into various facets of the construction industry in Edo State.
This research aims to enhance understanding of the causes, effects, and potential solutions for

payment delays in construction projects within the region.

3.4 Target Population
The focus of this study encompasses all individuals engaged in construction projects within

Benin City, Edo State, Nigeria.

Table 4: Target Population

S/N Target Population Number of Professionals Sample Percentage (%)
1 Engineers 600 194 71.68
2 Architects 83 27 9.92
3 Quantity Surveyors 108 35 12.90
4 Builders 46 15 5.50
Total 837 271 100

SOURCE: Nigerian Society of Engineers, Nigerian Institute of Architects, Nigerian Institute of Quantity
Surveyors, Edo State Chapter, Nigerian Institute of Building.

3.5 Sampling Techniques and Sampling Size
To refine the scope and focus of this study, a purposive sampling approach was employed.
The sample size was calculated using the Yamane (1967) formula (equation 2) to ensure

appropriateness and representativeness.

1+ (e)2



Where;

N=the population size,
n= the sample size,
e=margin of error (5%).
Sample Size;

837
1 + 837 (0.05) 2

n=271

A total of two hundred and seventy-one (271) questionnaires were distributed for this study by
self-administration, and through Google forms and 68 (25.09%) questionnaires were collected

which were used for the analysis.

Table 5: Response Rate

Professionals Frequency Percentage
(%)
Architects 9 13.23
Engineers 31 45.59
Quantity Surveyors 18 26.47
Builders 10 14.71

Total 68 100
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3.6 Methods of Data Collection
To achieve the goals and objectives of the study, quantitative data was collected and analyzed.
This data was obtained by administering questionnaires.
3.6.1 Questionnaire

This study gathered data using a well-organized questionnaire distributed to professionals in the
construction industry. The questionnaire was split into four parts: the initial section aimed at
collecting demographic information from the participants, while the subsequent sections focused
on gathering data related to the research goals. These sections were designed to comprehend and
assess the impacts of payment delays on construction projects, based on the participants'
feedback. Respondents were requested to express their opinions on the identified causes,
consequences, and strategies to mitigate payment delays, using a 5-point Likert scale as

1llustrated in Table 6.

Table 6: 5-Point Likert Scale

5 POINT LIKERT-SCALE MEANING
1 Strongly Disagree (SD)
2 Disagree (D)
3 Neither agree/disagree (NA/D)
4 Agree (A)
5 Strongly Agree (SA)

3.7 Method of Data Analysis
The approach employed to analyze the gathered data in this study is the mean item score, also

known as the 'mean score.' This statistical method calculates the average value of responses to a



specific question within a dataset, serving as a fundamental tool to summarize and interpret the

data collected for research purposes.

Mean Item Score (MIS) =

Where;
w is weighting given to each factor by the respondents ranging from 1-5.
n is the number of weighting.

N is the total number of respondents.
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CHAPTER FOUR

RESULTS AND DISCUSSION OF FINDINGS
4.1 Introduction
In this section, a detailed explanation is provided about the consensus among construction
experts who were actively involved in projects where payment delays significantly affected
project completion. The chapter also delves into the responses obtained from a structured

questionnaire distributed to address each of the research objectives.

4.2 Demographics of Respondents
The data collected from this part of the survey was utilized to obtain individual details of the
respondents, including their years of experience, professional and academic qualifications,

occupation, and the specific projects they have been involved in.

Table 7: Demographic Data of Respondents

Category Description Frequency Percentage (%)
Years of experience 0-5 14 20.58
5-10 23 33.82
11-15 17 25
16-20 5 7.35
Above 20 9 13.24
Total 68 100
Academic qualification HND 19 27.94
PGD 1 1.47
B.Sc. 26 38.24
M.Sc. 22 32.35
Total 68 100
Profession of respondents  Architects 9 13.23
Engineers 31 45.59
Quantity Surveyors 18 26.47
Builders 10 14.71
Total 68 100
Professional qualification =~ MNIQS 16 23.53
MNSE 29 42.65
MNIA 9 13.23
MNIOB 10 14.71
PROBATIONER 4 5.88
Total 68 100
Type of projects handled Residential 8 11.76

Industrial 7 10.29




21

Civil 16 23.53
Institutional 3 4.41
Two or more of the listed 34 50
Total 68 100

Table 7 illustrates the work experience of the participants. Out of the total, 14 individuals
(20.58%) have 0-5 years of experience, 23 (33.82%) have 5-10 years, 17 (25%) have 11-15 years,
5 (7.35%) have 16-20 years, and 9 (13.24%) possess more than 20 years of experience.
Regarding their education, the majority holds B.Sc. degrees, comprising 38.24% of the
respondents, while 32.35% have M.Sc qualification. Additionally, 27.94% have HND
qualifications, and 1.47% holds PGD degrees. In terms of professions, 26.47% are quantity
surveyors, 13.23% are architects, 45.59% are engineers, and 14.71% are builders. Their
professional qualifications vary, with 23.53% being MNIQS, 42.65% MNSE, 13.23% MNIA,
14.71% MNIOB, and 5.88% being probationer members, split evenly between Quantity
surveyors and Engineers. The study also delves into the types of projects handled by the
respondents. Specifically, 11.76% have experience in residential buildings, 10.29% in industrial
buildings, 23.53% in civil constructions, 4.41% in institutional projects, and 50% have worked

on two or more of these categories.

4.3.1 Causes of Payment Delay on Construction Projects

The table 8 displays the average scores given by respondents indicating their agreement levels
regarding the factors contributing to payment delays in construction projects in Benin City, Edo
State. The findings reveal that issues such as administrative hurdles and disagreements among

involved parties are the most significant causes of payment delays in these projects. On the other
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hand, employer payment withholding, regional attitudes, and the inclusion of pay-when-paid

clauses in contracts are identified as the least common reasons for delays in payments.

Table 8: Causes of Payment Delay on Construction Projects

Variables Mean Rank
Administrative bottlenecks/bureaucracy 3.77 1
Disagreement between the parties 3.66 2
Poor quality of work 3.63 3
Inflation 3.58 4
Disagreement on the valuation of work done 3.54 5
Contractor incomplete claim submission 3.51 6
Delay in approval of work by consultant and concerned authorities 3.48 7
Design changes 3.47 8
Sluggish valuation and initial payment certification by the consultant 3.47 9
Lack of sufficient feasibility study 3.39 10
Inadequate information on project 3.27 11
Increase in interest rates for the payment of loans 3.26 12
Poor payment of finance by employers 3.25 13
Withholding payment by employer 3.19 14
Regional mind-set/culture 3.11 15
Use of pay-when-paid clauses in contract 3.07 16

4.3.2 Effects of Payment Delay on Construction Projects

Late payments in the construction industry have significant negative consequences, potentially

leading to the abandonment of projects if not effectively addressed. The results presented in

Table 9 highlight findings from a survey, demonstrating that delays in paying contractors can

disrupt the construction process, resulting in higher project costs. Among the respondents, five

out of twenty-two key factors were identified as major consequences of payment delays: delay in

project completion (MIS=3.83), increased cost of work (MIS=3.79), time overruns (MIS=3.79),

compromised work quality (MIS=3.76), and cost overruns (MIS=3.72). Additionally, factors

such as strained stakeholder relationships and the need for arbitration were viewed ambiguously

by respondents (MIS=3.66, 3.61 respectively).
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Variables Mean Rank
Delay in project completion 3.83 1
Increased cost of work 3.79 2
Time overruns 3.79 3
Compromise of quality of work 3.76 4
Cost overruns 3.72 5
Loss of credibility 3.69 6
Increases time related charges 3.67 7
Increased cost of funds 3.66 8
Increases financial hardship on contractors 3.66 9
Leads to strained stakeholders relations 3.66 10
Arbitration 3.61 11
Disputes 3.61 12
Cash flow issues 3.60 13
Employee discontentment 3.60 14
Complete abandonment of project 3.55 15
Leads to bankruptcy 3.54 16
Creates a negative chain effect on other parties 3.48 17
Increases reliance on debt 3.48 18
Creates negative social impacts 3.47 19
Contractors unwillingness to bid for projects 3.35 20
Rework 3.33 21
Reduction in project expansion 3.25 22

4.3.3 Measures for Mitigating Payment Delay on Construction Projects

Regarding the approval of strategies to reduce payment delays, data from the table demonstrates

that most respondents supported seven (7) out of nineteen (19) proposed measures. The top-

ranking method for minimizing delays was adherence to conditions of contract ranked 1% in

minimizing delay, ensuring clients verify completed project milestone ranked 2". Other effective

measures included implementing a payment tracking system, conducting proper credit checks,

establishing clear contract terms, engaging in adequate budgetary planning, and ensuring prompt

invoicing, with corresponding scores of (MIS=3.86, 3.83, 3.75, 3.75, 3.73, 3.72, 3.72

respectively).
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Variables Mean Rank
Adherence to conditions of contract 3.86 1
Ensure clients verify completed project milestone 3.83 2
Payment tracking system 3.75 3
Proper credit checks 3.75 4
Clear contract terms 3.73 5
Adequate budgetary planning 3.72 6
Prompt invoicing 3.72 7
Proper feasibility 3.72 8
Proper site management 3.69 9
The use of payment bonds 3.66 10
Early valuation 3.63 11
Reduction in bureaucracy 3.63 12
Laws: Penalties for late payments 3.61 13
The use of direct payments 3.55 14
Early cash flow analysis 3.50 15
The use of retention bonds 3.45 16
The use of trust accounts 3.42 17
Obtain payment before handover 341 18
Non-interference of management 3.33 19

4.4 Discussion of Findings

In the study area, administrative bottlenecks and bureaucracy were identified as the primary

cause of payment delays, followed by disputes between parties, poor quality of work, inflation,

and disagreements on the valuation of work done. This finding contrasts with a study by Idowu

and Aligamhe (2023) where bureaucracy was the fourth significant cause of payment delay,

possibly due to differences in the target population, specifically professionals. Another study by

Idowu et al. (2022) revealed that slow coordination and seeking approval from authorities, late

preparation of interim valuations, inflation, increased interest rates in loan repayments, and cash

flow problems due to client management deficiencies were significant causes of payment delay.
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Regarding the effects of payment delay on construction projects, this study found that project
completion delays, increased work costs, time overruns, compromised work quality, and cost
overruns were the major consequences. This aligns with findings from Idowu et al. (2022),
where time overruns, disputes, and cost overruns were the primary effects. Ansah (2011) and
Fatoye (2012) also identified project progress delays and cost and time overruns as significant

effects of payment delays in construction projects.

In terms of mitigating payment delays, strict adherence to contract conditions, verification of
completed project milestones by clients, implementation of payment tracking systems,
conducting proper credit checks, clear contract terms, and adequate budgetary planning were
identified as effective measures. This corresponds with previous research by Idowu and
Aligamhe (2023) and Fatoye (2012), highlighting the importance of adhering to contract

conditions and comprehensive budget planning to mitigate payment delays.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
This chapter focuses on the primary research outcomes and conclusions. It also presents
recommendations derived from these findings. To accomplish the research goal, the study
investigated the reasons, consequences, and ways to reduce payment delays in construction

projects in Benin City, Edo State.

5.2 Summary of Findings

A total of 68 questionnaires was retrieved from the respondents and analyzed. The questionnaire
was broken down into three (3) sections so as to retrieve accurate data based on the different
objectives. The response to the first objective in the questionnaire shows that the respondents
agree to three (6) of the seventeen (17) wvariables, which are administrative
bottlenecks/bureaucracy (MIS=3.77), disagreement between the parties (MIS=3.66), poor quality
of work (MIS=3.63), inflation (MIS=3.58), disagreement on the valuation of work done
(MIS=3.54), contractor incomplete claim submission (MIS=3.51). The response to the
questionnaire for the second objective shows that delay in project completion, increased cost of
work, time overruns, compromise of quality of work, cost overruns, loss of credibility, increases
time related charges, increased cost of funds, increases financial hardship on contractors, leads to
strained stakeholders relations, arbitration are major effects of payment delay on construction
projects. The study found that the respondents agreed to thirteen (13) of nineteen (19) of the
variables in the questionnaire as the measures of mitigating payment delay on construction

projects; adherence to conditions of contract, ensure clients verify completed project milestone,
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payment tracking system, proper credit checks, clear contract terms, adequate budgetary
planning, prompt invoicing, proper feasibility, proper site management, the use of payment

bonds, early valuation, reduction in bureaucracy, laws: penalties for late payments.

5.3 Conclusion

The research investigated how delays in payments impact construction projects. The study's
results reveal the various negative outcomes associated with delayed payments in the
construction industry. These include administrative hurdles, disagreements between parties,

which the study identified as the primary causes of payment delays in construction projects.

Payment delays in construction projects can harm them in several ways, with the most significant
being delays in project completion. Additionally, they can result in cash flow problems,
increased costs, project delays, strained relationships, and legal disputes. These consequences

can lead to significant disruptions and complications during project execution.

To minimize the adverse effects of payment delays, this research emphasizes the importance of
several key factors, including adhering to contract conditions, having clear contract terms, and
implementing efficient payment monitoring. By comprehending and addressing the underlying
causes of payment delays, along with their effects and mitigation strategies, construction projects
can reduce disruptions, foster better collaboration among stakeholders, and enhance overall

project success.

5.3 Recommendations
The research findings suggest several strategies to minimize the negative impact of payment

delays in construction projects:
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Increase awareness among administration about how their decisions can affect construction

progress.

Contractors should confirm clients' financial capacity before accepting contracts to prevent cash
flow issues during projects.

Contractors need to strictly follow contract conditions throughout the entire project duration.

5.4 Areas for further research
Although this study has offered valuable knowledge about how payment delays affect
construction projects, there are still several unexplored areas for future research. Researchers and

industry experts could investigate the following areas:

Analyzing how government policies and laws influence payment delays and evaluating the

effectiveness of measures taken to resolve this problem.

Creating reliable risk assessment models that can anticipate and prevent payment delays by

considering project-specific factors and historical data.

Investigating new contractual models and incentive systems that can encourage prompt payments

and decrease disputes in construction agreements.
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RESEARCH QUESTIONNAIRE SURVEY

UNIVERSITY OF BENIN
FACULTY OF ENVIRONMENTAL SCIENCES
DEPARTMENT OF QUANTITY SURVEYING

Faculty of Environmental Sciences,
Department of Quantity Surveying,
University of Benin,

Benin City,

Edo State.

October, 2023.

Dear Respondent,

REQUEST TO FILL OUT QUESTIONNAIRE
I am a final year student of the Department of Quantity Surveying, Faculty of Environmental
Sciences, University of Benin undertaking research on the topic, “Effects of Payment Delay on
Construction Projects in Edo State”. The research is in partial fulfillment of the requirements for
the award of the degree of B.Sc. in Quantity Surveying.
Kindly respond to the questions in the attached questionnaire to enable me complete the study.
Your responses will be treated with utmost confidentiality.
Thank you.

Yours Faithfully,

EGBARAN, Onoise Faith
08159805088
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QUESTIONNAIRE

SECTION 1: DEMOGRAPHIC DATA OF RESPONDENT
Please tick () in the box with the appropriate response. Mark one box only

1. Profession of respondents:
Quantity Surveyor ( ), Architect ( ), Engineer ( ), Builders ( ),
2. Educational background:
OND ( ),HND ( ),BSC( ),MSc( )YMBA( ),PHD( )
3. Professional qualification:
MNIQS ( ), FNIQS ( ), MNSE ( ), FNSE ( ), MNIA ( ), FNIA ( ), MNIOB ( ),
FNIOB ( ), other ( )
4. Years of experiences:
Less than 5 years (), 5-10 years ( ), 11 — 15years ( ),
16 — 20 years ( ) 20years and above ( )
5. Types of projects involved/handled:
Residential (), Industrial ( ) Civil ( ), Institutional ( ), two or more of the listed ( )
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SECTION 2: CAUSES OF PAYMENT DELAY ON CONSTRUCTION PROJECTS IN
EDO STATE

Using a scale of (1= strongly disagree, 2=disagree, 3= neither agree nor disagree, 4= agree, 5=
strongly agree). Kindly indicate your level of agreement based on your job experience. (Please
tick the box which best defines your level of agreement).

S/N CAUSES OF DELAYED PAYMENTS SCALE

1 | Poor management of finance by employers.

Withholding payment by employers.

Lack of sufficient feasibility study

Inadequate information on the project

Regional mindset/culture

N | B W N

Delay in approval of work by consultant and

concerned authorities

7 | Disagreement between the parties

8 | Increase in interest rates for the repayment of loans

9 | Use of ‘pay-when-paid’ clauses in contract

10 | Disagreement on the valuation of work done

11 | Administrative bottlenecks/Bureaucracy

12 | Contractor incomplete claim submission.

13 | Sluggish valuation and initial payment certification by

the consultant

14 | Inflation

15 | Poor quality of work

16 | Design changes
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SECTION 3: EFFECTS OF PAYMENT DELAYS ON CONSTRUCTION PROJECTS

Using a scale of (1= strongly disagree, 2=disagree, 3= neither agree nor disagree, 4= agree, 5=
strongly agree). Kindly indicate your acceptance to the effects of payment delays on construction
projects listed below. (Please tick the box which best defines your level of agreement).

S/N EFFECTS OF PAYMENT DELAYS SCALE
1 2 3 4 5
1 Cash flow issues
2 Delay in project completion
3 Cost overruns
4 Reduction in project expansion
5 Disagreements/ Disputes
6 Increased cost of work
7 Rework
8 Complete abandonment of the project
9 Increases the financial hardship of contractors
10 | Leads to strained stakeholders relations
11 | Employee discontentment
12 | Increases reliance on debt
13 | Time overruns
14 | Loss of credibility
15 | Arbitration and litigation
16 | Compromise of project quality
17 | Increases time related charges
18 | Leads to bankruptcy or liquidation
19 | Creates a negative chain effect on other parties
20 | Creates negative social impacts
21 | Contractors unwillingness to bid for projects from
the clients
22 | Increased cost of funds
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SECTION 4: MEASURES FOR MITIGATING PAYMENT DELAY ON
CONSTRUCTION PROJECTS

Using a scale of (1= strongly disagree, 2=disagree, 3= neither agree nor disagree, 4= agree, 5=
strongly agree). Kindly indicate your level of agreement to the mitigating measures for
mitigating payment delays on construction projects listed below. (Please tick the box which best
defines your level of agreement).

S/N MEASURES FOR MITIGATING PAYMENT SCALE
DELAY

—_

The use of payment bonds.

Adopting the use of direct payments.

The use of trust accounts.

Early cash flow analysis advice to client.

Laws: Penalties for late payments.

Adequate budgetary preparation.

Reduction in bureaucracy

Early valuation

O |0 (L[N n k(W]

Clear contract terms

Use of retention bond to secure retention money

— | —
— O

Conduct proper credit checks on clients before
entering into contracts to assess their payment
history and financial stability.

12 | Ensure clients verify completed project milestones
promptly, enabling timely payment processing.

13 | Obtain payment due before handover of project to
client.

14 | Prompt invoicing: Submit invoices promptly upon
completion of project milestones.

15 | Payment tracking system: Implement a system to
track payment schedules.

16 | Carrying out proper feasibility study on a project
before commencement.

17 | Proper site management.

18 | Non-interference of management on payment issues

19 | Strict adherence to conditions of contract by parties
involved in the projects
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