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Banco de Portugal updates today the Central Balance
Sheet Study | 15 - Analysis of the construction sector,
with information on the economic and financial
situation of enterprises in the construction sector’
between 2011 and 2016.

This study was first published in 2014, with

information for the 2008-13 period.

Results are broken down by size class -
microenterprises,  small  and  medium-sized
enterprises (SMEs) and large enterprises - and
economic activity segment (‘construction of buildings),
‘civil engineering and ‘specialised activities) and
compared with results for total enterprises.

Structure and dynamics

Number of enterprises continued to decline in 2015. SMEs
posted the highest turnover and number of employees

In 2015 the construction sector accounted for 11 per
cent of enterprises in Portugal (44,000 enterprises),
representing 9 per cent of the number of employees
and 6 per cent of turnover. Compared with 2011, the
importance of the construction sector in total
enterprises decreased, as a result of consecutive
declines in the number of enterprises in the sector.
The weight of the sector decreased by 1.9 percentage
points (p.p.) in terms of the number of enterprises,
32 p.p. in turnover and 2.9 p.p. in the number of
employees.
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Compared with 2014, the number of active
enterprises in the construction sector declined by
1.9 per cent, which contrasts with a 1.2 per cent
increase in total enterprises (Chart 1). For each
enterprise in the sector ceasing activity, 0.8 enterprises
were created, i.e. 0.4 p.p. below the birth/death ratio
of total enterprises.

‘Construction of buildings’ was the largest segment in
the sector, accounting for 59 per cent of enterprises,
44 per cent of employees and 42 per cent of turnover
in the sector. The distribution of the number of
employees and turnover by economic activity
segments was more homogeneous. Nevertheless,
‘civil engineering’ stood out: 31 per cent of turnover
and 23 per cent of the sector's number of employees,
although accounting for only 6 per cent of enterprises
(Chart 2).

The breakdown by size class was similar to that of total
enterprises: 88 per cent of enterprises were
microenterprises, 12 per cent were SMEs and only
0.1 per cent were large enterprises. SMEs, however,
accounted for 51 per cent of turnover and 50 per cent
of the number of employees in the sector (43 and
45 per cent, respectively, in total enterprises). Large
enterprises were less relevant in the construction
sector than in total enterprises (Chart 3).

The Lisbon and Porto districts concentrated 32 per
cent and 22 per cent of the sectors turnover,
respectively.

Chart 2 * Structure | By economic activity
segment (2015)
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Activity and profitability
Turnover decreased, although less than in previous years

Turnover in the construction sector declined by
0.4 per cent in 2015, due to the negative contribution
of ‘civil engineering’ (5 per cent decrease, compared
with 2 per cent increases in ‘construction of buildings'
and 'specialised activities)). By size class, while turnover
inlarge enterprises declined by 11 per cent, SMEs and
microenterprises grew by 5 per cent and 2 per cent,
respectively.

The decrease in turnover was less marked (5 p.p.) than
in 2014, while the increase in turnover in total
enterprises was identical in both years (2 per cent).

Developments in the sector's turnover have been
determined by the internal market (Chart 4). However,
in 2015, although the internal market, for the first time
in the period under review, made a positive
contribution to developments in the sector’s turnover
(1.3 p.p.). the negative contribution from the external
market (1.7 p.p.) determined the reduction in this
indicator. Exports accounted for 23 per cent of the
sector's turnover, 10 p.p. more than in 2011. In 2015,
5 per cent of enterprises in the construction sector
were part of the export sector,? which corresponded
to 32 per cent of turnover and 27 per cent of the
number of employees (6 per cent, 37 per cent and
24 per cent, respectively, in total enterprises).

Chart 3 * Structure | By size class (2015)
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EBITDA declined by 11 per cent, after increasing by
approximately 40 per cent in each of the two previous
years. Nevertheless, 54 per cent of enterprises posted
positive changes in this indicator (1 p.p. more than in
2014) (Chart 5). This share was similar to that of total
enterprises, whose aggregate EBITDA, however,
increased by 25 per cent in 2015. That year, 35 per
cent of large enterprises in the sector posted positive
changes in EBITDA, 13 p.p. less than in 2014.

Return on equity recovered, but remained negative

The sector's return on equity increased marginally in
2015, standing at -1 per cent, i.e. 8 p.p. lower than in
total enterprises (7 per cent) (Chart 6). 'Construction of
buildings' was the only segment with negative
aggregate profitability (3 per cent). In ‘civil engineering’
and ‘specialised activities', profitability totalled 1 per
centand 4 per cent, respectively, in 2015.

The sector's operating margin (EBITDA/Revenue) was of
7 per centin 2015, 3 p.p. less than in total enterprises.
The net margin (Net income/Revenue) stood at -1 per
cent, also 3 per cent less than for enterprises as a
whole (Chart7). ‘Civil engineering’ had the best
performance in the sector in terms of the operating
margin (8 per cent). However, this segment's net
margin stood at 0.4 per cent in 2015, 1 p.p. lower than
that of ‘specialised activities' In turn, ‘construction of
buildings’ posted a negative net margin of 3 per cent.

Chart 4 * Turnover | Contributions from the
external and internal markets (p.p.) to the
annual growth rate (per cent)
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Financial situation
All liabilities components decreased

In 2015 the construction sector’s capital ratio stood at
25 per cent (32 per cent in total enterprises). This ratio
increased by 4 p.p. in the 2011-15 period, more than
in total enterprises over the same period (2 p.p.)
(Chart 8).

Compared with total enterprises, the average capital
ratio in the construction sector was closer to the
respective distribution median (3 p.p. differential in
the sector and -5 p.p. in total enterprises, compared
with a 27 per cent median in both cases). However,
this difference was greater in ‘civil engineering” half of
the enterprises in this segment had a capital ratio of
more than 33 per cent, although the average stood at
25 per cent. The sector's microenterprises posted the
lowest capital ratio values (on average, 19 per cent),
while ‘specialised activities' posted the highest values
(31 per cent, on average). The share of enterprises
with negative equity (24 per cent) was lower than in
total enterprises (29 per cent).

The sector's liabilities declined by 9 per cent in 2015
(compared with a 3 per cent decrease in total
enterprises), following the trend seen in the 2011-15
period (average declines of 7 per cent). The decrease
seen in 2015 was due to all liabilities components, in
particular due to the negative contributions from bank

Chart 7 ¢ Profitability by segment | Operating
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loans (4 p.p.) and intra-group financing (3 p.p.)
(Chart 9).

Interest-bearing debt accounted for 56 per cent of
construction sector's liabilities (60 per cent in 2011),
similarly to total enterprises (58 per cent). Bank loans
concentrated 30 per cent of the sector's liabilities
(25 per cent in total enterprises).

Reduction in interest expenses led to a decline in financial
pressure

Interest expenses borne by the construction sector
decreased, on average, by 20 per cent in 2015. This
change was more substantial than in total enterprises
(12 per cent decrease). The reduction in interest
expenses was broadly based across the sector's
various activity segments. Half of the enterprises
posted declines of more than 27 per cent. In
microenterprises and ‘construction of buildings’, half
of the enterprises posted a decline in interest
expenses of more than 34 and 32 per cent,
respectively (Chart 10).

The substantial fall in interests paid by the sector's
enterprises led to a 6 p.p. decrease in financial
pressure compared with 2014, although the sector’s
EBITDA declined. In 2015, interest expenses
consumed 59 per cent of the sector's EBITDA, more
than in total enterprises (20 per cent) (Chart11).
‘Construction of buildings' and microenterprises made

Chart 8 * Capital ratio | Weighted average
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a decisive contribution to the decrease in the sector’s
financial pressure (23 p.p. reduction to 88 per cent, in
the first case; microenterprises posted positive
aggregate EBITDA, unlike 2014). In the remaining
activity segments, changes in financial pressure were
smaller. In the sector's SMEs and large enterprises,
financial pressure actually increased.

According to information from Banco de Portugal's
Central Credit Register, loans granted to the
construction sector by the resident financial sector
decreased by 4.6 per cent between the end of 2015
and the end of the first half of 2016 (2.1 per cent
decline in total enterprises).

In June 2016, the share of non-performing loans
granted to the sector amounted to 33.3 per cent
(11.6 per centatthe end of 2011), a value greater than
the one of total enterprises (16.7 per cent, compared
with 7.2 per cent at the end of 2011) (Chart 12). Over
the period under review, the construction sector's
non-performing loans ratio increased more
substantially than in total enterprises, due to the

Chart 11 * Weight of interest expenses in
EBITDA
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Note: The indicator was not calculated for microenterprises as a whole (in
2014), given that aggregate EBITDA in this segment was negative.
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performance of ‘construction of buildings' (non-
performing loans ratios of 40.1 per cent at the end of
the first half of 2016 and 12.3 per cent at the end of
2011).

In the construction sector, the share of trade credits in
2015 was similar to that of total enterprises (15 per
cent, compared with 16 per cent in total enterprises).
This type of financing was more important to
'specialised activities' (32 per cent of liabilities,
compared with 10 per cent in ‘construction of
buildings).

Similarly to most economic activity segments, the
construction sector was unable to obtain net trade
credit financing, as a result of the negative differential
between accounts payable and accounts receivable
(corresponding to 12 per cent of turnover in 2015).
Compared with total enterprises, the construction
sector posted particularly high average days payable
and days sales outstanding (173 days payable,
compared with 75 days in total enterprises; 163 days
sales, compared with 70 days in total enterprises).

Chart 12  Non-performing loans ratios (end-

of-period figures)
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! For the purposes of this analysis, the construction sector includes CAE-Rev.3 Divisions 41 (construction of buildings), 42 (civil engineering) and 43 (specialised activities), economic

activities that are part of Section F — Construction.

2 The definition of export sector is detailed in Central Balance Sheet Study | 22 —Analysis of enterprises in the export sector in Portugal, June 2015.

For more information, see:

Statistical domain of Central Balance Sheet Database statistics in BPstat | Statistics online

Supplement to the Statistical Bulletin 2/2013 on statistics on non-financial corporations of the Central

Balance Sheet Database

Central Balance Sheet Study No 26 on non-financial corporations (in Portuguese only)

Central Balance Sheet Study No 15 on enterprises in the construction sector

Banco de Portugal | info@bportugal.pt
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Annex — Main indicators of the construction sector
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Chart Series 2011 | 2012 | 2013 | 2014 | 2015 | 2016
1 Demographic indicators Construction
Birth rate 62 48 58 57 6.1
Death rate 7.0 8.4 9.1 8.4 79
Rate of change of the number of enterprises 0.9 3.7 3.6 2.9 -19
Rate of change of the number of enterprises / Total enterprises 1.9 0.0 0.7 0.7 1.2
2 Structure | By economic activity Construction of buildings
segment Number of enterprises 60.8 60.1 59.4 59.0 58.6
Turnover 423 40.2 415 416 421
Number of employees 472 451 438 44.0 440
Civil engineering
Number of enterprises 6.1 6.1 63 63 63
Turnover 37.0 37.8 348 323 311
Number of employees 220 233 238 2.1 28
Spedialised activities
Number of enterprises 331 3338 343 347 35.1
Turnover 207 220 237 26.0 267
Number of employees 30.8 31.6 324 333 332
3 Structure | Bysize class Share of microenterprises in the number of enterprises in the aggregate
Total enterprises 88.0 88.9 89.4 89.4 89.1
Construction 853 87.5 88.8 889 883
Share of microenterprises in the aggregate’s turnover
Total enterprises 154 155 15.6 157 158
Construction 177 19.1 21.0 217 22.6
Share of microenterprises in the number of employees in the aggregate
Total enterprises 215 28.1 28.1 278 272
Construction 311 327 334 338 328
Share of SMEs in the number of enterprises in the aggregate
Total enterprises 1.7 10.9 104 103 10.6
Construction 145 123 1.1 11.0 115
Share of SMEs in the aggregate’s turnover
Total enterprises 426 2.1 42.0 421 427
Construction 462 45.7 47.0 49.0 51.0
Share of SMEs in the number of employees in the aggregate
Total enterprises 46.6 46.1 456 454 454
Construction 522 50.1 8.7 49.8 503
Share of large enterprises in the number of enterprises in the aggregate
Total enterprises 03 0.2 02 02 03
Construction 0.2 0.1 0.1 0.1 0.1
Share of large enterprises in the aggregate’s turnover
Total enterprises 4.0 4.4 423 422 415
Construction 36.1 35.2 320 294 26.4
Share of large enterprises in the number of employees in the aggregate
Total enterprises 258 258 263 26.8 275
Construction 16.8 17.2 18.0 16.3 16.9
4 Turnover | Contributions from the | Growth rate of turnover / Construction -16.4 | -24. -12.1 5.4 04
external and internal markets Contribution from the external market 0.5 17 12 0.8 17
(p-p.)to the annual growth rate Contribution from the internal market 59 | 258 | 134 | 46 13
(per cent) Growth rate of turnover / Total enterprises -1.8 6.2 0.2 19 24
5 Share of enterprises with EBITDA | Total enterprises 454 4.6 537 542 54.4
growth Construction 435 3.7 52.5 52.9 53.9
Microenterprises 440 446 529 528 538
Small and medium-sized enterprises 408 371 49.7 532 547
Large enterprises 511 483 2.1 48.0 346
Construction of buildings 4.6 446 522 52.8 53.0
Civil engineering 442 426 523 503 532
Specialised activities 414 422 529 534 55.5
6 Returnon equity Total enterprises 12 0.0 2.7 2.7 12
Construction 95 -10.4 -4.0 -1 09
Construction of buildings -128 | 171 9.8 48 3.0
Civil engineering 4.8 3.2 54 31 0.7
Specialised activities -1.8 8.8 -1.0 41 37
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Chart Series 2011 | 2012 | 2013 | 2014 | 2015 | 2016
7 Profitability by segment | EBITDA / Revenue
Operating margin and net margin Total enterprises 79 76 84 83 10.1
Construction 31 34 53 75 6.7
Construction of buildings 1.0 23 07 57 59
Civil engineering 4.2 83 94 99 79
Specialised activities 53 32 51 63 6.1
Net income / Revenue
Total enterprises 05 0.0 1.2 1.2 33
Construction -45 5.7 2.4 0.7 0.6
Construction of buildings 95 -15.3 9.2 -4.5 27
Civil engineering -4 12 25 17 0.4
Specialised activities 0.5 2.8 03 14 13
8  (apital ratio | Weighted average | Capital ratio (weighted average)
and distribution median Total enterprises 29.7 293 298 29.6 315
Construction 205 20.1 212 233 245
Microenterprises 202 184 18.6 18.0 193
Small and medium-sized enterprises 205 211 257 293 288
Large enterprises 208 2.2 200 243 277
Construction of buildings 202 19.4 204 22 232
Civil engineering 19.2 19.4 20.6 231 248
Specialised activities 258 265 282 29.6 31.0
(apital ratio (median)
Total enterprises 241 233 23.6 25.0 26.6
Construction 232 229 236 254 272
Microenterprises 223 214 224 241 258
Small and medium-sized enterprises 268 285 29.7 31.6 327
Large enterprises 230 250 259 269 262
Construction of buildings 23 21.7 2.7 243 258
Civil engineering 260.7 28.0 28.7 30.7 328
Specialised activities 239 23.6 242 26.1 28.1
9 Liabilities | Contributions from Growth rate of liabilities / Total enterprises 1.4 -1.9 -1.8 14 34
components (p.p.) to the annual | Growth rate of liabilities / Construction 28 =725 6.9 85 93
growth rate (per cent) Contribution from debt securities 0.0 0.4 0.0 05 0.6
Contribution from bank loans -2.2 5.1 48 1.8 -39
Contribution from intra-group financing 21 13 1.1 11 31
Contribution from other financial debt 0.3 02 0.9 04 0.1
Contribution from trade credits -1.9 3.0 23 0.9 04
Contribution from other liabilities 0.5 0.6 0.1 -1.7 -1.2
10 Interest expenses | Weighted Growth rate of interest expenses (weighted average)
average and median of the annual Total enterprises 26.2 47 6.4 6.3 -8
growth rate Construction 143 19 -15.0 -16.4 -20.1
Microenterprises 10.1 16.2 -19.0 | -108 -29.5
Small and medium-sized enterprises 141 -125 | <257 8.1 -15.0
Large enterprises 20.9 10.2 6.8 311 -14.1
Construction of buildings 8.4 9.0 247 | -4 -183
Civil engineering 346 30.5 24 -11.4 -22.9
Specialised activities 55 7.8 227 | 103 -14.2
Growth rate of interest expenses (median)
Total enterprises 93 224 315 -20.2 225
Construction -16.0 -283 -40.1 311 274
Microenterprises -25.2 -349 -46.8 | -38.1 -339
Small and medium-sized enterprises 10.9 5.6 -194 | 18 9.4
Large enterprises 357 134 -11.4 -1.1 -8.5
Construction of buildings 2193 | 302 | 449 | 379 | 324
Civil engineering 2.1 205 | -340 | -236 -23.7
Specialised activities -12.5 265 | -346 | -238 -22.0
11 Weight of interest expenses in Total enterprises 305 355 30.0 279 19.7
EBITDA Construction 1450 | 1776 | 107.1 64.9 585
Microenterprises 1,249.7 | NA NA. NA 91.9
Small and medium-sized enterprises 1388 | 1716 68.7 36.9 37
Large enterprises 68.6 488 57.8 447 61.7
Construction of buildings 768.7 NA | 1,163.0 | 1104 | 875
Civil engineering 734 59.9 614 57.1 575
Specialised activities 29.6 535 281 19.4 16.9
12 Non-performing loans ratios (end- | Total enterprises 7.2 10.8 138 15.4 16.2 16.7
of-period figures) Construction 11.6 18.9 246 29.7 321 333
Construction of buildings 123 214 287 341 373 401
Civil engineering 78 10.2 1.7 16.5 19.0 17.7
Specialised activities 14.2 219 25.6 253 262 264
NOTES:

The aggregates ‘Microenterprises’, ‘Small and medium-sized enterprises’, ‘Large enterprises’, ‘Construction of buildings’, * Civil engineering’ and ‘Specialised activities' refer to components of the construction sector, except
where indicated. Similarly, contributions shown always refer to contributions to the total of the sector under review. All figures are shown as a percentage, except where the indicator refers to contributions (p.p.). Shaded
cells are not represented in the charts. Non-calculated indicators are signalled with “N.A.". Figures for Chart 12 refer to December of each period, except for the last figure shown, which refers to June.



