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HOW SHOULD YOU PAY YOUR BUILDING CONTRACTOR?
How you should pay your building contractor is a 
very important factor especially when the project is 
of a substantial value. These payments (or progress 
payments) need to be clearly determined before 
any work commences, on how and when they will 
be paid, at what value or percentage and must form 
part of the building contract.

Payments for smaller projects or amounts based 
on acceptance of quotes alone (where there is no 
contract) are as important and need to be clearly 
understood by both parties and the deliverables 
agreed to, before making any payments.

We have all heard about the horror stories where 
contractors have been paid a deposit or progress 
payments and even in some cases the whole amount 
for smaller projects and disappear without doing 
the work. 

And if your Building project is being financed by a 
financial institution read the final section ‘Building 
loans’ and how financial institutions pay progress and 
final payments. 

Have you got a signed formal contract in place?
Unfortunately, most homebuilding projects are 
undertaken without a written contract. Most rely 
on a simple offer and acceptance: where the 
contractor writes to the client offering to do the work 
at a given price, who in turn writes back, accepting 
the quotation. In many cases this works out just fine. 
However, in some cases, either or both parties regret 
the day they didn’t have a signed contract in place.

A contract doesn’t have to be a huge legal 
document. Some can be just several pages long 
with simple questions and details. No contract is 
worth much until things start to go wrong, then they 
become worth their weight in gold.

The crucial parts of a contract explain when and how 
the money is to be paid and the critical section deals 
with how any disputes will be resolved. 

For more information on contracts:

Pay contractors and subcontractors on time, and only 
after the work has been Inspected

As discussed above, the written contract with the 
building contractor should detail the stages of the 
build or project when they should be paid and 
the amounts. It is therefore important as the client 
to have the necessary funds available for these 
agreed payments. There is nothing worse than telling 
your building contractor or subcontractor, you are 
waiting for the funds; this will create mistrust and can 
also result in delays that will affect the progress of 
the project.

It’s also important to ensure, that each stage as 
agreed, has been reached before paying, and 
that any work that requires approval from the local 
authority (e.g. plumbing drains) or by a professional 
like a structural engineer (e.g. concrete slabs) has 
been inspected and approved by them, before 
making payment.

Subcontractor payments 
There are commonly two types of subcontractors
 • Labour only - for example, bricklayers and tilers.
 •  Supply-and-fix - for example, plumbers and 

electricians.

Labour only subcontractors often require payment 
in cash at the end of each week or fortnightly. And 
should it happen that the money is not available, 
they may very well move on to another job, until they 
get paid. And again, resulting in delays and mistrust, 
which will slow down progress. 

Note: See Info Guide - ‘The importance of a 
contract with your home builder’
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The supply-and-fix trades may want to be paid in two 
or three stages:
 •  on completion of the first fix items, for example, 

when they’ve put in all the drainage under the 
floor slab or wires and pipe runs under the slab.

 •  Installed fittings in the walls, for example, the 
taps or electrical boxes before plastering 

 • on completion of the job.

Paying for materials
There may be times, when a building contractor will 
ask for money upfront for materials; the contractor 
may not have accounts with the larger builders’ 
merchants and must pay for the materials when 
they are ordered.  It may also be that some of the 
items are made bespoke to order for the project, for 
example, the concrete slab, the window and door 
frames. And when goods are made bespoke to order, 
the manufacturer will ask for a large payment upfront 
and the balance on or before delivery. 

This is fair — but if you as the client are uncomfortable 
with this, you could arrange to pay the supplier 
directly and therefore eliminate any risk by purchasing 
it yourself. But what you are essentially doing then, is 
saying to the building contractor “I don’t trust you” 
and depending on the scope of works involved and 
value of the project, that is not a good start to a 
relationship.

It’s always a tricky topic and the decision that needs 
to be weighed up is “risk versus trust” and a good 
working relationship with your building contractor is 
essential. And if the project is planned properly and 
all the costs have been established upfront and you 
know what materials need to be paid for and when, 
it makes the decision easier than a builder just saying I 
require a deposit of X.

There is also the option of making use of an escrow 
account, where the money is paid into this account 
and will only be paid to the supplier or service 
provider once all the agreed deliverables have been 
met – read more - https://www.tradesafe.co.za/

Don’t come across as desperate
It’s a sad fact that the contractor you know often 
comes in at a higher price than all the rest. Why is 

that? They might feel you have a lot of money, or you 
might have come across as too desperate, and they 
then feel that you’re a certainty — and this will often 
then reflect in the price. 

You may well end up friends with the contractors who 
work on your site or project (or enemies if things go 
badly or you terminate a contract). But first-name 
terms should evolve as the job or project progresses. 
When they’re just people quoting for the job, using 
first names may lead them to believe that they’ve got 
you on a hook and can take advantage.

Keep it fairly business like in the early and pre-
engagement stages. However, at the same time 
you’ve also got to be likeable; self-employed 
contractors and sub-contractors can pick and 
choose where and who they work for - You want 
contractors who do good work, are going to be 
helpful - and it’s all about mutual respect.

Be prepared for every eventuality
You can’t remove every uncertainty from a building 
project. However carefully you plan, things will go 
wrong but you can minimise the damage by having 
well detailed drawings and a full specification. Loosely 
drawn plans with little detail and poor specifications 
lead to ambiguities, which ultimately leads to 
extra costs and more money needed to complete 
the project.

Have you got a contingency built into your budget?
A construction contingency is an amount of money 
set aside to cover any unexpected costs that can 
arise throughout a construction project. It is normally 
expressed as a percentage of the contract value and 
set aside for any unpredictable changes in the scope 
of work. 

Note: See Info Guide – ‘Choosing a Building 
Contractor’ - The relationship with your 

building contractor

Note: See Info Guide – ‘Reasons why cost 
estimates go wrong’
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Whether the contingency is added by the contractor 
to his estimate or is added as a percentage by 
the owner or client to his own budget, they both 
are used as a risk management tool to financially 
prepare themselves for any risk associated with a 
specific project.

The more complex the scope of work and 
uncertainties, the greater the percentage this 
contingency sum should be. And a minimum of 10% 
should always be allowed for as a benchmark.

Accept things will take longer than said
Many builders and subcontractors underestimate the 
time the job will take. “It should take about a week,” 
can be roughly translated into, “It’ll take two weeks.” 
And if there are other factors involved like bad 
weather and rain and depending on the trade being 
performed this will only then add more time.

If they’re on a fixed price, then it shouldn’t cost 
you more. But you will need to make sure that any 
payments reflect the progress and not fixed dates and 
that if things are slowing down, the payments reflect 
this in the same way.

Paying any contractor or subcontractor on hourly 
or day rates, is not recommended at all; payments 
should be based on progress of actual work 
completed or a specific task completed; for example, 
the plasterer has completed 100m2 of plaster and 
is thus paid for the 100m2 multiplied by the agreed 
rate per m2.
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Building loans
A building loan can include the cost of the vacant 
land (stand), or, if you already own vacant land, just 
the cost of building. If the loan includes the purchase 
price of vacant land, then the land will be paid for 
when the bond is registered, and the rest of the loan 
will be paid by way of progress payments, as the 
construction work progresses.

1. Before you start 

•  Before a homeowner can secure a building loan, 
plans must be presented along with at least two 
quotes from a reputable building contractor 
(the building contractor must present proof of 
all risk insurance cover, and NHBRC registration), 
an engineer’s report is usually also required – 
this can be obtained through the contractor, 
the architectural professional, or directly from a 
certified structural engineer.

2.  Paying upfront costs

•  The loan will be calculated on the market value 
(not replacement value) of the property as if 
completed.

•  Since the building loan will account for between 
60% and 90% of the contract price, the 
homeowner will have to pay a deposit and the 
shortfall for some building costs.

These are the things the Homeowner will usually have 
to pay for themselves:

•  The initial payment to the building contractor to 
start building - this can be an estimated 10% or 
more of the contract price.

•  Deposits for building materials, as these are not 
covered by the loan or progress payments. This 
could include deposits for kitchen cupboards, 
Window and door frames, or any other bespoke 
to order items.

•  If the homeowner does not have a 100% bond, 
they will need to cover the shortfall themselves.

3. Requesting progress payments

•  The building contractor will ask the homeowner 
for progress payments when he or she needs 
funds.

•  The homeowner should first make sure that the 
required work has been completed and to a 
standard that was agreed upon between yourself 
and the building contractor.

•  The homeowner will need to complete the 
progress payment documentation as required 
by the financial institution – and make sure they 
are fully aware of the process and time frames 
involved. 

•  The payment will be validated, and a valuer will 
be assigned to inspect the build or project.

•  Never complete more than one progress 
payment form at a time or sign any blank forms 
or leave it to the building contractor. This is for the 
homeowner’s security.
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Making progress payments

•  Payments are made to the homeowner as work 
progresses. These are called progress payments.

•  Progress payments are authorised by the 
homeowner but made by the financial institution 
(the bank). In other words, the homeowner 
gives the bank an instruction to make a progress 
payment to the homeowner.

It is important to remember that:

•  The amount of progress payments will be decided 
before the homeowner starts building and most 
banks will not allow more than 6 payments; the 
building contractor must be informed of this bank 
condition, and it should form part of the contract 
with the building contractor.

•  Because the homeowner is responsible for paying 
the building contractor, the homeowner must be 
100% sure of the amount of work done, as well as 
the quality thereof, before making payment to 
the building contractor.

•  Once a payment has been requested by the 
homeowner, the bank will send a valuer to the 
construction site to ensure that the building work 
complies with the banks requirements and that 
the progress is sufficient to approve the progress 
payment.

•  The valuer will provide feedback to the bank, 
and the bank will confirm the amount with the 
homeowner. The progress payment will then be 
made to the homeowner.

4. Interest and progress payments

•  Interest will be calculated from when the 
bank makes the first payment. Usually this is on 
registration of the land. This kind of interest is 
called interim interest.

•  Interim interest is calculated on the outstanding 
balance during the building period. As progress 
payments are made, the outstanding balance 
and the interest on the amount payable will 
increase.

•  Because of this, it is highly recommended that the 
homeowner pays the interim interest every month 
during the building period.

•  If the homeowner does not pay the interim 
interest, then after the duration of the building 
process (x months), the interim interest will be 
capitalised and added to the outstanding 
balance, reducing the available funds, which can 
lead to a significant shortfall on the final payment 
to the building contractor.

•  Banks will usually start debiting the homeowner 
on the repayments of the loan after a nine-month 
period.

5. The final progress payment

•  The final progress payment will only be made 
once the bank has received an Occupation 
Certificate from the Homeowner. 

Note: See Info Guide – ‘What is an 
occupation certificate and what does 

it mean’.
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UNWAVERING DEDICATION. 
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