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Construction retainage plays a critical role in protecting project 

outcomes. When teams manage construction retainage well, 

they reduce financial risk, avoid payment disputes, and improve 

closeout speed. When they do not, construction retainage can 

strain cash flow and damage relationships.

This guide explains how to manage construction retainage 

clearly and consistently from contract setup through final 

release.

WHAT CONSTRUCTION RETAINAGE IS AND WHY 

CONSTRUCTION RETAINAGE MATTERS

Construction retainage is the portion of payment withheld 

from each progress payment until specific project conditions 

are met. Most construction contracts define retainage as a fixed 

percentage applied throughout the project.

Teams use construction retainage to:

	» Encourage timely and complete work

	» Protect against incomplete or defective work

	» Support resolution of open project items

However, construction retainage directly affects contractor and 

trade partner cash flow. Because of that impact, teams must 

manage construction retainage with care and transparency.

For additional industry guidance, you can review payment 

practice resources from organizations like the Construction 

Financial Management Association or educational articles from 

construction law firms that focus on payment compliance.

DEFINE CONSTRUCTION RETAINAGE CLEARLY IN THE 

CONTRACT

Strong construction retainage management begins at the 

contract stage. First, contracts should define retainage terms 

in clear and simple language. Then, teams should confirm that 

prime contracts and subcontracts use matching retainage rules.

Contracts should clearly define:

	» The construction retainage percentage

	» How teams calculate construction retainage

	» When retainage can be reduced or released

	» Requirements for final construction retainage release

	» How retainage applies to trade partners

Clear contract language helps prevent disputes and payment 

delays later in the project.
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TRACK CONSTRUCTION RETAINAGE SEPARATELY AND 

CONSISTENTLY

Teams should track construction retainage separately from 

standard payments. Mixing retainage with earned revenue 

creates confusion and errors.

Best practices for tracking construction retainage include:

	» Tracking construction retainage by project and vendor

	» Reviewing retainage with every pay application

	» Reconciling retainage balances on a regular schedule

	» Reporting retainage clearly in financial summaries

As a result, teams maintain better visibility into withheld funds 

and reduce accounting mistakes.

ALIGN CONSTRUCTION RETAINAGE WITH PROJECT 

MILESTONES

In many projects, teams can manage construction retainage 

more effectively by tying release to milestones. This approach 

protects the project while easing cash flow pressure.

Common milestone based construction retainage strategies 

include:

	» Reducing retainage after substantial completion

	» Releasing retainage for completed scopes of work

	» Releasing retainage once punchlist items are resolved

Teams should always document milestone based construction 

retainage releases in writing to maintain consistency and 

clarity.

APPLY CONSTRUCTION RETAINAGE FAIRLY TO TRADE 

PARTNERS

Trade partners often feel the greatest impact from construction 

retainage. Therefore, fairness and communication matter.

To manage trade partner construction retainage effectively, 

teams should:

	» Apply construction retainage according to contract terms

	» Share retainage balances with each payment

	» Avoid holding trade partner retainage longer than required

	» Release trade partner construction retainage promptly once 

conditions are met

Clear communication builds trust and reduces disputes near 

project closeout.

PREPARE EARLY FOR CONSTRUCTION RETAINAGE 

CLOSEOUT

Most construction retainage delays occur during closeout. To 

avoid this, teams should track closeout requirements from the 

beginning of the project.

Common construction retainage closeout items include:

	» Completed punchlist work

	» Lien waivers

	» Warranties and operation manuals

	» As built drawings

	» Final inspections and approvals

By tracking these items early, teams shorten the time needed 

to release construction retainage at project completion.

You may also link externally to educational resources on lien 

waivers or construction closeout best practices from trusted 

industry publications.

USE SOFTWARE TO MANAGE CONSTRUCTION 

RETAINAGE MORE EASILY

Manual tracking increases the risk of errors. Construction 

management software helps teams manage construction 

retainage with more accuracy and less effort.

With the right tools, teams can:

	» Calculate construction retainage automatically

	» View retainage balances in real time

	» Link retainage to projects and vendors

	» Maintain a clear audit trail

As a result, teams spend less time fixing issues and more time 

delivering projects.

RELEASE CONSTRUCTION RETAINAGE PROMPTLY AND 

CLEARLY

Once teams meet contract conditions, they should release 

construction retainage without delay. Holding retainage longer 

than required increases risk and harms relationships.
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Best practices for releasing construction retainage include:

	» Confirming completion in writing

	» Verifying all documentation is complete

	» Communicating payment timing clearly

	» Processing construction retainage as a priority

Prompt release supports smooth closeout and long-term 

partnerships.

FINAL THOUGHTS ON MANAGING CONSTRUCTION 

RETAINAGE

Construction retainage does not have to create friction. With 

clear contracts, consistent tracking, and early planning, teams 

can manage construction retainage with confidence.

When teams treat construction retainage as an active part 

of project and financial management, they protect cash flow, 

improve collaboration, and close projects faster.
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About the Article

The Builder Blog by RedTeam was launched in 2023. It serves as a resource 

for construction professionals with industry insights, in-depth articles about 

solutions, and helpful customer stories. From best practices to workflow 

guides, the blog builds on RedTeam’s expertise and knowledge of the industry 

to help create a better tomorrow for everyone in construction. You can learn 

more about RedTeam at redteam.com.

Any views and opinions expressed in this article may or may not reflect the 

views and opinions of the Construction Management Association of America 

(CMAA). By publishing this piece, CMAA is not expressing endorsement of the 

individual, the article, or their association, organization, or company.
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