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One of the first activities in a capital expansion 
project is the construction bidding and award 
process designed to hire a contractor for the 
project. Your contractor will in turn hire the 

subcontractors. A lot can happen at this stage that can make 
a good project or a bad one.

This is where auditing a project begins, and it is important to 
understand the typical steps involved in hiring a contractor 
and subcontractors. Here and in Part 2, to be published 
in the Winter 2016 edition, the audit steps to follow when 
auditing the construction bidding and award process are 
discussed.

Contractor qualification process
Owners typically have certain qualification criteria they 
apply when hiring the contractor, and a contractor will use 
similar criteria to ensure each subcontractor is qualified. 
The first qualification for the owner and the contractor is to 
determine the financial strength of each bidder. Each wants 
to be sure those working on the project have the financial 
resources to begin and complete the project without 
encountering financial difficulty.

If a contractor or subcontractor were unable to complete 
the work due to financial concerns, it would likely affect the 
two most important project risks—finishing the project on 
budget and finishing on schedule.

The owner should normally require financial statements 
from each bidding contractor and ascertain their ability to 
obtain a performance and payment bond. In addition, the 
owner will want a list of former clients from contractors and 

subcontractors, to use for reference purposes. Contractors 
generally provide references as part of a glossy bound 
proposal document with pictures of completed projects.

When performing a construction audit you should 
determine whether your organization has confirmed the 
contractor’s financial stability and is properly bonded. You 
will also want to determine whether the references checked 
out satisfactorily.

Request for proposal (RFP) process
The RFP process for engaging a contractor may differ 
significantly for private, public or quasi-public institutions. 
However, in each case there will quite likely be a 
requirement that the project be put out for competitive 
bidding. The alternative to competitive bidding is a sole-
source or single-source contract award.

Sole source is defined as bypassing normal competitive 
bidding processes and hiring one contractor directly. Single 
source is a situation where only one local contractor or 
subcontractor can provide the needed construction services, 
so they are awarded the work. Single sourcing means your 
organization may be unwilling to go outside the local 
community to find the needed construction services.

Public or publicly funded institutions rarely award contract 
work on a sole- or single-source basis because competition 
ensures that tax dollars are used wisely, and to avoid 
favoritism or other appearance of impropriety.

Competitive bidding generally requires the RFP be 
advertised in the local paper or construction trade journal(s) 
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to attract a variety of possible bidders. Public and private 
organizations will usually have a policy to obtain a minimum 
of three bids for hiring a contractor and subcontractors.

As an auditor, what should you expect to find? First, ensure 
a three-bid policy has been used. The absence of a three-
bid policy should create an audit finding. Next, confirm 
that three bids were received. If they were not received, a 
discussion should be held with construction department 
and/or contractor to determine the reason.

There may be a lack of interest by the contracting commu-
nity to bid the project. The local contracting community 
may not have the necessary experience to handle the 
project, or a particular trade may not be available. If your 
organization decides to sole- or single-source the project, 
the reason for doing so should be documented in your work 
papers. The same audit steps hold true for public or quasi-
public entities.

Question and answer period
Contractors that have expressed interest in bidding on 
the project will receive a set of bid documents. The bid 
documents include plans, drawings, specifications, a draft 
copy of the construction agreement, and other pertinent 
information. These items allow contractors to estimate the 
cost of materials, labor and equipment to complete the 
project and to provide an overall bid amount to the owner.

After the contractors have reviewed the bid documents, 
they should ask the owner questions about the project—
preferably in writing to which the owner responds in writing. 
To ensure all contractors are bidding on an even basis, all 
questions and answers must be given to all contractors prior 
to bidding the project.

Sometimes the owner will have a pre-award meeting with 
all contractors interested in bidding to answer questions 
verbally and explain the scope of work. On very large 
projects, as the number of acceptable bidders is narrowed 
down, it is common to hold individual meetings with the 
contractors. Final meetings may also be held to get each 
contractor’s best and final offer.

Since the questions and answers will often refine the scope 
of work, it is important for the auditors to review the Q&A 

as part of their contract compliance efforts, and ensure that 
minutes were kept for all the meetings.

The process the contractor uses to hire subcontractors 
may not be as formal. You will find iterations of these 
processes, but primarily the contractors meet with the 
potential bidders and may have a question and answer 
period.

Clarifications and assumptions
As part of the proposal process, a contractor will often 
clarify in writing what scope of work is and is not 
included in their bid. This is done so the bid will not be 
misunderstood by the owner. These are clarifications and 
assumptions.

Clarifications and assumptions are considered part of the 
contract documents and should be considered part of 
the original scope of work. Typically the clarifications and 
assumptions will be part of an exhibit at the end of the bid 
document.

A contractor will often clarify in 
writing what scope of work is 
and is not included in their bid.

It is important that auditors become familiar with the 
clarifications and assumptions for several reasons.

 • When reviewing change orders, it is important to 
know whether the change was part of the original 
scope of work. When referencing the clarifications and 
assumptions, you may find that the scope was included 
as part of the original scope, therefore the change order 
is not warranted.

 • Clarifications and assumptions often contain information 
about value engineering, allowances or alternates. These 
three costs should be part of your construction audit.

Determine whether your organization has confirmed the contractor’s financial 
stability and is properly bonded.

continued on page 44 
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is not received within approximately two months of the 
revalidation date, the provider or supplier is encouraged to 
go ahead and revalidate. Revalidation can be accomplished 
through PECOS, the Medicare online enrollment system. The 
burden of knowing when to revalidate basically rests with 
the provider or supplier if the MAC does not request the 
revalidation.

Auditors should ensure appropriate, knowledgeable staff is 
assigned to assuring all the requirements for revalidation are 
being attained. 

Duane C. Abbey, PhD, CFP, is president 
of Abbey & Abbey Consultants, Inc., 
specializing in healthcare consulting 
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workshops and makes presentations 
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societies. He is a leading expert 
nationally on Pages/Paces. You can 
reach Duane at Duane@acciweb.com.
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Exclusions
Another process often used by a contractor is to explain 
in the proposal that certain scope items are specifically 
excluded from their bid. Typically these exclusions will be 
in narrative form, or will show up as a list attached as an 
appendix to the bid. For instance, an electrical contractor 
may state in their exclusion list that their scope does not 
include installation of low voltage equipment.

Make sure you are familiar with the scope of work, because 
when reviewing change orders you will need to know if the 
contractor or subcontractor excluded that work from their bid.

Summary
There are many steps involved in hiring a contractor 
and subsequently hiring subcontractors. Audits of this 
initial process in a project are important to ensuring an 
understanding of the scope of work and the expenses that 
are included or excluded from the project. 

Ron Risner, MBA, CIA, CCA, CCP, is 
founder and President of Risner 
Consulting Group, Inc. of Orlando, 
Fla. His firm has provided consulting 
and audit services to Fortune 500 
companies, and provides construction 
audit training. The Institute of Internal 
Auditors Research Foundation 
published Ron’s book The Practitioner’s 
Blueprint to Construction Auditing. 
It can be ordered at iia.org/bookstore. 
Ron can be reached at (407) 340-5204 
or RonRisner@aol.com. You can find his 
website at risnerconsulting.com.
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