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ECONOMY, ENERGY AND FAIR WORK COMMITTEE 

SCOTLAND’S CONSTRUCTION SECTOR INQUIRY  

SUBMISSION FROM BSE SKILLS LTD 

BSE Skills, comprising the Building Engineering Services Association (BESA), SELECT 

(The Electrical Contractors Association of Scotland) and SNIPEF (The Scottish and 

Northern Ireland Plumbing Employers’ Federation), brings together these three employer-

led organisations which have significant, verifiable and successful experience of partnership 

working and developing skills product and solutions across the Building Services 

Engineering sector 

Economic impact of the sector  

How important is the construction sector in Scotland as an economic enabler? If 

possible, please provide evidence of knock-on multiplier impacts at local, regional 

and national levels, and explore the impact of the sector on national GDP 

performance.  

1.  The only in-depth research into the impact of construction activity on the economy 

was carried out by L.E.K. Consulting (an international management consultancy) 

almost 10 years ago.  The research was based on UK rather than Scottish 

construction.  The headline conclusion was that every £1 spent on construction 

created GDP growth of £2.84.  For certain types of construction the impact could be 

greater.  For example the total return to the economy of new schools could be 

between £3.87 and £5.04 per £1 invested (this would be at prices pertaining 10 

years ago).  This return on the investment includes both short-term and long-term 

benefits from job creation to the achievement of improved skills levels. 

 

2. However this research has to be treated with some caution.  It was based upon a 

model of procurement and delivery in the industry that was – and still is – outdated 

and inefficient.  It is our view that the same economic impact of construction 

identified in the L.E.K. Consulting research could be far greater if we were able to 

remove the endemic process waste inherent in our delivery systems.   

 

 

What are the causes of the sector’s productivity challenges? Can you suggest 

possible solutions? 

3. Analysis of various reports on the construction industry published between October 

2016 and October 2018 (including Professor John Cole’s report on the Edinburgh 

Schools defects and Dame Judith Hackitt’s report on Building Safety) has revealed 

that the following are the major shortcomings in the industry and they directly impact 

on productivity: 

 lowest price rules; 

 payment abuse; 
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 traditional construction delivery process is highly fragmented and costly; 

 no effective auditing of delivery processes; 

 lack of clear accountability and responsibility; and  

 no reliable means of assessing technical competence; 

4. From our analysis of these reports the sector’s challenges are three-fold: 

 

 an inefficient procurement and delivery model; 

 widespread payment abuse (especially its impact on small firms); 

 a lack of professionalism that enables anyone to enter into the industry. 

 

 

How effective is Scotland’s construction supply chain? Explore areas of gaps, 

duplication, etc.  

5. Construction supply chains in Scotland are generally “ineffective”.  For the most part 

it is inaccurate to refer to supply chains in construction.  The traditional practice of 

main contractors picking up subcontractors from one project to another – usually at 

the lowest price and on the most onerous of subcontract conditions – hardly gives 

rise to effective supply chains.  The hallmarks of a supply chain in many other 

sectors include: 

 

 close collaboration; 

 shared risk and reward; 

 effective communication; 

 a shared focus on the product. 

 

It is rare for any or all of these factors to apply in construction. 

 

6. The overriding desire to transfer risk drives the industry towards outsourcing.  This 

massively increases the cost of construction since every business in the different 

tiers of the supply chain are seeking recovery in respect of their margins, overheads 

and contingencies for risk.   

 

7. The “race to the bottom” syndrome (i.e. to get to the lowest price) favours those 
businesses which have little interest in investing in skills, upgrading their 
technologies or in improving their health and safety records.  Responsible firms, 
therefore, are competing on an uneven “playing field”.  Firms in membership of BSE 
Skills trade associations have to demonstrate their technical capabilities by satisfying 
arms-length accreditation requirements; many are able to self-certify under the 
Scottish Government’s Building Warranty Scheme.  Unfortunately this does not help 
firms get work; it’s almost always price that seems to count. 

RECOMMENDATION TO THE COMMITTEE 

The Scottish Government should use their own Approved Certifier of 

Construction scheme as a lever to ensure that only properly qualified 

individuals and businesses carry out public sector work.   
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What is the future economic outlook and implications of Brexit on the sector? 

8. The outlook/implications in the short term are rather more predictable particularly if 

there is a “no-deal” BREXIT.  Firms in our sector will need to take account of the 

following: 

 

 possible delays to the importation of materials/equipment; 

 currency fluctuations; 

 increases in costs of imported goods due to levying of customs duties; 

 possible shortage of skilled workers. 

 

 

The UK Industrial Strategy Challenge Fund and the linked Sector Deal for 

construction aim to address issues such as improving procurement practices, skills, 

exports and innovation. How do these impact on Scotland?  

9. These issues are, of course, very relevant to construction in Scotland.  The Sector 

Deal is about driving the industry towards a digitally-enabled future and encouraging 

more off-site manufacturing.  The weakness in the Sector Deal is that it does not 

demonstrate how these aspirations are to be achieved.  It does, however, recognise 

that transformational progress is only achievable alongside sustained reform of 

procurement and payment practices. 

 

“Changing [the] business model is essential to maximising the potential of digital and 

manufacturing technologies to deliver improved productivity.” 

p.34, Industrial Strategy, Construction Sector Deal. 

 

 

Access to finance  

What are the sources of and barriers to accessing finance in the sector? We would 

welcome perspectives from all sizes of businesses from micro through to Tier 1.  

10. The major barrier to accessing finance for the overwhelming majority of businesses 

in the sector (being SMEs) is the inability of firms to provide the necessary security 

as well as providing their prospective lenders with certainty regarding their 

throughput of cash.  Since the Carillion crash traditional lenders (mainly banks) are 

even more reluctant to extend finance to the industry.  A recent study carried out by 

debt advisory firm, Hadrian’s Wall Capital, revealed that bank lending to SMEs in 

construction fell by 7% in the year to September 2018 but lending to large companies 

fell by 3.5%.  Not surprisingly this has led to an increase in insolvencies in the 

industry.  According to the Insolvency Service the number of insolvencies over the 

same period has risen by 11%.   
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What are your views on payment terms and payment behaviours across the sector?  

11.  Large companies in the industry are under-capitalised.  This drives payment abuse 

and manipulation.  SMEs often expend vast sums on training, design, manufacture, 

assembly or installation before receiving their first payments.  Unlike many other 

countries advance payments or, alternatively, any form of security for payment for 

this up-front investment is rarely available.  In summary SMEs regularly report the 

following problems: 

 

 lengthening payment periods; 

 spurious reasons for withholding payments; 

 late payment (even where the payment period is already in excess of 60/70 

days); 

 late release or non-payment of cash retentions. 

 

12. SEC Group Scotland, to which members of BSE Skills are also aligned carried out 2 

surveys on the operation of section 15 (5)(d), Procurement Reform (Scotland) Act 

2014.  This requires contracting authorities with an annual construction spend of over 

£5 million to include in their procurement strategies how they intend to ensure 30 day 

payments (from invoice or similar chain) to subcontractors and sub-subcontractors.  

In 2016 contracting authorities (other than local authorities) were surveyed to 

establish the extent of their compliance with section 15 (5)(d).  45% of the reporting 

authorities were not compliant.  SEC Group is currently analysing the results of a 

survey of local authorities carried out last year.  The survey results can be made 

available to the Committee if required. 

 

13. Chasing retention monies is a source of frustration for most firms.  Moreover these 

monies are always at risk from insolvencies up the supply chain.  Research carried 

out by the UK government revealed that over a 3 year period to 2016 firms in the 

industry were haemorrhaging almost £1 million worth of retentions per working day 

due to upstream insolvencies.  Retentions legally belong to the firms from whom they 

have been withheld. 

 

14. Retentions are supposed to provide security in the event that a firm fails to return to 

remedy non-compliant work.  In reality they are used to boost the cashflow of the 

paying party.  Retentions were not deducted from Carillion when it was working for 

the Defence Infrastructure Organisation on the Faslane works; but Carillion was 

deducting retentions from its supply chain.  We are grateful that the Scottish 

Government is now consulting on reform of the system.  We hope that it will 

implement the recommendation in para. 6.9 of the Review of Public Sector 

Construction Procurement published in October 2013.  The joint chairmen of the 

Review recommended to the Scottish Government that retention monies be 

protected in trust. 

 

 

 

 



BSE Skills Ltd  EEFW/S5/18/C/51 

5 

RECOMMENDATION TO THE COMMITTEE 

 

The Scottish Government should: 

 

Review the statutory adjudication process so that it is less costly for SME users 

when disputing payment entitlement; 

Legislate to mandate 30 day payments; 

Legislate to ring-fence retention monies by requiring that they are held in trust in a 

separate scheme. 

 

 

How effective is the financial management of large scale infrastructure projects and 

the mechanisms used e.g. project bank accounts?  

15. Payment problems on large scale infrastructure projects do not differ significantly 

from those on smaller scale projects.  However, where the client organisation is 

proactive in the management of the project - including insisting on fair payment along 

the supply chain – payment problems are likely to be fewer.  This is particularly the 

case where project bank accounts (PBAs) are used although it should be 

emphasised that PBAs are also suitable for small projects.  PBAs are the most 

effective way of ensuring that cash is disbursed to the supply chain without having to 

pass through the different layers of contracting.  Comments from firms which have 

benefited from PBAs are attached as Annex C.   

 

The Scottish Government mandated the use of PBAs for Scottish Government 

bodies for building projects over £4.1 million as from 31 October 2016.  This 

implemented a recommendation in the Review of Public Sector Construction 

Procurement. 

 

RECOMMENDATION TO  THE COMMITTEE 

 

The Scottish Government should amend the Procurement Reform (Scotland) 

Act 2014 to require that contracting authorities use PBAs for construction 

projects and construction services (such as building maintenance ) where: 

 

(a) the value of the main contract is £2 million or over, and 

(b) there are two or more subcontractors. 
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Skills  

Does the sector’s skills planning model allow it to realise its full potential, in terms of 

attracting talent, meeting skill shortages, preparing for technological change? 

16 BSE Skills member organisations (SELECT, SNIPEF and BESA) have been working 

for many years on attracting talent, meeting skills shortages and preparing for 

technological change through working on NOS, qualifications and a range of 

employer-led sector-specific developments.  The skills planning model is a relatively 

recent development and provides a high-level summary of the process.  Broadly 

speaking, it fits what we are doing but, the model itself doesn’t add (or remove) any 

value to the products we develop.  The great advantage the model has is its 

simplicity although, not many of our employers are likely to have heard of Regional 

Skills Plans and Sectoral Skills Plans or understand their significance. 

 

17 We welcome the support that is given from SDS, both directly and indirectly through 

the model, for the work that we do to enable our sectoral employers and employees 

to reach their full potential through the MA systems/processes. 

 

 

How does Scotland’s apprenticeship system contribute to the sector? Is it doing 

enough to meet equality challenges in the sector?  

18. Scotland’s apprenticeship system provides a useful and now-established mechanism 

through which the Building Services Engineering sector develops around 1000 new 

apprentices every year.  

 

19. 

 

BSE Skills member organisations and our partners continue to seek improvement in 

this area through e.g. the use of case studies of female BSE apprentices to promote 

the sector and address the lack of female applicants for jobs in the sector. We are 

also keen to actively address equality challenges with the Black and Minority 

Ethnicity (BME) community. 

 

There are no barriers to access for careers as a BSE apprentice.  It is a fact that 

there are simply very few female/BME applicants.  This is monitored and analysed 

annually.  

 

Perhaps the apprenticeship system could do more in terms of addressing these 

issues within schools through the use of sector developed information on career 

development opportunities and likely earnings.  SDS Careers Advisors are in an 

ideal position to make young people aware of the attractiveness of the BSE sector. 

We would be happy to explore opportunities around this e.g. we would be interested 

to facilitate Work Shadowing for a Careers Adviser to let them see the true nature of 

the sector and thus be in a far more informed position to cascade that experience 

across colleagues and to advise students (especially female and BME students).  

For information, each year since 1999, a group made up of local college and 
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university staff and training providers devise and run a series of construction, 
engineering and building services challenges for teams of S2 pupils (age 13-14). The 
aim is to highlight the varied and exciting careers in the sector to pupils at this vital 
stage in their education.  All schools in Edinburgh & the Lothians are invited to put 
forward a team of 10 S2 pupils to compete in the competition 

This form of engagement and awareness is an excellent way of introducing the 

sector to young people.  Time, resource and money currently prevent roll out to other 

areas of Scotland. 

 

Procurement   

How do public procurement practices and procedures impact on the sector?  

20. Public procurement practices and procedures have not fundamentally changed over 

the years.  A main contractor is appointed to deliver the works and then proceeds to 

sub-let the works to myriad subcontractors which then, continue to do the same.  

This process, which we have already alluded to, does little to provide satisfaction to 

clients or respectable margins to SMEs in the supply chain.  Moreover it discourages 

innovation in the supply chain. 

 

21. The Procurement Reform (Scotland) Act 2014 (section 8) places a duty of 

sustainable procurement on contracting authorities; this requires them to promote the 

interests of SMEs but there is little evidence that this is having any measurable 

impact.  It is often assumed that letting large value contracts to the industry’s “big 

boys” will generate keener pricing through economies of scale.  For the most part 

this is a false assumption.  As Carillion has shown, this simply drives down suppliers’ 

prices and encourages payment abuse.  With a definite pipeline of work SMEs 

pricing is likely to be keener because they will be able to avoid the wasted costs 

associated with current poor practices. 

 

 

Do you have any suggestions on opportunities to enhance procurement practices 

across the sector?  

22. We believe that there needs to be fundamental changes in public sector procurement 

which are driven by a properly resourced office of a Public Procurement Regulation.   

 

The changes that need to be made include: 

 to avoid the use of multiple schemes of pre-qualification there should only be one 

pre-qualification standard for all firms (up and down the supply chain); 

 a requirement for contracting authorities to always consider whether the works in 

question can be delivered by a SME or a joint venture comprising SMEs; 

 early involvement of key specialist contractors in the initial stages of the 

procurement process to inform the design and planning processes (according to 

IT platform Genie.com approximately £2 billion a year in the UK is wasted 

because of re-work and defects caused by poor design); 
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 an insistence by contracting authorities on approving subcontract conditions to 

avoid the use of main contractor bespoke conditions aimed at transferring all risk 

along the supply chain. 

 

23. Over the longer-term construction delivery will only become more efficient where 

those firms involved in delivery are working together in collaborative mode to 

produce the best outcomes for the project/works.  To this end projects are currently 

being piloted to test insurance-backed alliancing.  This involves all participants 

working with the client to deliver the client’s stated success factors.  Issues relating 

to design, planning and risk management are resolved at the outset by the alliance 

or team.  This is reflected in the cost plan which is, then, insured.  The insurance 

company becomes liable to meet any overrun subject to an excess to be paid by the 

project team in pre-agreed proportions.  The first pilot project was an extension to 

Dudley College near Birmingham.  Savings of 6.5% were achieved through removing 

process waste (the figure has been verified by Reading University).  Three further 

pilots are now in the offing.  More information on this can be provided to the 

Committee. 

 

RECOMMENDATION TO THE COMMITTEE 

 

Scottish Government to create an office of The Public Procurement Regulator 

with powers to overhaul procurement practices and ensure the application of 

good practice. 

Scottish Procurement/Scottish Futures Trust to identify at least 2 projects to 

pilot insurance-backed alliancing. 

 

 

Infrastructure investment   

Considering the national infrastructure construction pipeline, is the planned pipeline 

sufficient? And has the sector got to the ability to meet the country’s infrastructure 

needs to drive growth?  

24. This question permits of 2 interpretations: 

 

 is the pipeline insufficient in that it should include more infrastructure works? 

 Is the pipeline insufficient in that its coverage is too limited? 

 

We’ll deal with the second interpretation.  The current pipeline, the Infrastructure 

Investment Plan, caters for projects over £20 billion.  We suggest that the next 

pipeline should be broadened to include: 

 

 projects of smaller value (we believe there is a case for regional pipelines which 

Scottish Futures Trust could develop); 

 supply chain opportunities (main contractors should be required to provide this 

information to those developing the pipeline). 
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25. This is an extremely difficult question to answer.  Our view is that we can always 

increase capacity in the sector if we were to make the changes, especially in 

procurement, highlighted throughout our response. 

 

 

Innovation   

What are your views on the Construction Scotland Innovation Centre?  

26. There has been little engagement between our part of the industry and the Centre.  

We feel that the Centre needs to engage more with trade bodies which represent the 

engineering sector.  

 

 

Where are the opportunities for growth within sub-sectors, e.g. offsite construction?  

27. The major barrier to innovation, especially within the supply chain, is the highly 

regulated contractual environment to which firms are subject.  Since, for the most 

part, they have inherited considerable contractual risk, there is little scope or 

opportunities to propose methodologies or ideas that are innovative.  A significant 

barrier to firms investing in off-site activities is that payments do not 

commence until AFTER they have commenced work on site. 

 

28.  Furthermore most firms will have bid on a design which they are required to 

implement, although they have had no input into it.  Where they are invited to submit 

value engineering proposals, they discover that this is a ruse to reduce their prices.  

In July last year the House of Lords Science and Technology Committee published 

its report titled, Off-site manufacture for construction: Building for change.  The 

Committee concluded that opportunities for increased off-site manufacture can best 

be obtained through changing the industry’s procurement and delivery model. 

 

 

How will technological changes (e.g. robotics, automation) impact on the sector? 

How can Scotland take advantage of this change? 

29. Current technological change – especially that using artificial intelligence – has the 

potential to transform the industry’s delivery processes.  But SMEs are reluctant to 

make the necessary investment for many of the reasons we have already discussed.  

Our suggestion is that the Construction Scotland Innovation Centre should develop a 

programme for helping SMEs to identify a focus for their investment in this area.  

Given the technologies now available this, in itself, is often a major problem for 

SMEs. 

 


