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Construction Closeout Audits: Still Time to 
Add Value
Closeout audits ensure important final contractor obligations are met
By Ron Risner, CIA, CCA, CCP

W
hen is the best time to begin a construction 
audit? Should you start the audit during 
project planning or closer to the actual 
start date? Maybe it should be closer to the 

middle of the project, or perhaps would it be best to wait 
until the project is nearly completed? Well, the answer is that 
it depends. It depends on what your audit objective is and 
the resources you have available to conduct the audit.

If your objective is to ensure that controls are in place and costs 
are contained from the beginning, you should start the audit 
before or when the project kicks off. If your objective is to per-
form a cost review, an argument could be made for beginning 
in the middle of the project when substantial costs have been 
incurred. Alternatively, if you have limited resources and cannot 
audit the project during the buildout phases (e.g., a continuous 
audit), then it may be best to wait until the project is closing out.

Here we address an audit that begins as the project is nearly 
complete, meaning conducting a closeout audit that includes 
those things the contractor must provide to your organization.

A contractor must meet many obligations to the owner 
in order to close out a project. Here are five of the more 
common obligations. They are:

1. Final lien releases to the owner

2. Warranties and/or guarantees on installed material, 

equipment and systems

3. Completed punch list

4. Operations and maintenance manuals for all equipment 

installed

5. If applicable, the ‘as-built drawings’

Final lien releases
Lien laws vary by state, so final lien releases will be 
addressed in a general manner.

Typically, within 90 days of beginning work on a project 
a subcontractor or vendor must file a “Notice to Owner” 
(NTO) that they have been hired by the contractor. The NTO 
advises the owner that a subcontractor or vendor is working 
on the project and at any time during the preconstruction 
or construction phase, if they are not paid by the contractor, 
they reserve the right to place a lien on the owner’s 
property.

With this in mind, it is advisable for your organization to 
maintain a file of all NTOs received throughout the project. 
If your organization has maintained an NTO file, you can use 
it to check whether final lien releases were received from 
each subcontractor. Otherwise, you will need to develop a 
list by reviewing subcontractor files and/or the contractor’s 
schedule of values.

Keep in mind, if the contractor, subcontractor or vendor 
has been fully paid but has not signed a final lien release, it 
means the owner still has a financial and legal risk. The legal 
risk being that a subcontractor can still file a lien, or even 
worse, may file a claim.

To mitigate the financial and lien risk, the contractor should 
provide to the owner all the final lien releases concurrent 
with making the final payment. How does this take place? 
The owner and contractor sit at a table and literally 
exchange documents (i.e. the owner gives the contractor 
the final check as the contractor hands the final lien release 
to the owner). The contractor keeps a list of all final liens 
received. Your audit will ensure this list is complete.
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Warranties and guarantees
As part of their administrative duties during the construction 
phase, contractors will keep a file of all warranties and 
guarantees on the project and give them to the owner at the 
end of the project. Most construction agreements contain 
a provision stating that the contractor and subcontractors 
warrant their work against defects for one year.

Depending on the size of the 
project, there can be thousands  
of punch list items.

The warranty period for materials, however, can vary by 
vendor. These warranties are usually good for one year and 
begin when the certificate of final completion is issued or 
sometimes one year from the date of installation. Examples 
of warranties and guarantees you may see include safety 
glass guarantees, engineer’s guarantee that the concrete 
was mixed correctly, termite control guarantees and roof 
guarantees. As part of your audit, you should determine that 
the contractor has provided all warranties and guarantees to 
your organization.

Punch list
As a project winds down, contractors want to ensure 
the final quality of construction meets with their and 
the owner’s satisfaction. To ensure everyone is satisfied, 
the contractor, owner and architect will typically walk 
the construction site to determine any items—usually 
minor—that need to be completed by the contractor and 
subcontractors. A list of these items is kept and is called the 
punch list. The list usually includes the location within the 
building and a description of the item to be completed.

Punch list items, for instance, range from missing or broken 
electrical switches, cracked windows, walls needing touch-
up paint, shelving and doors that need to be plumbed. 
Depending on the size of the project, there can be 
thousands of punch list items.

After the walk-through has been completed, the contractor 
gives each subcontractor an individualized punch list to 
complete. Contractors often have punch list software for this 
task. The contractor checks off each punch list item when 
the corrections are made. From an auditor’s standpoint, you 
should ensure that a punch list was compiled and that all 
items were corrected to your organization’s satisfaction.

Operations and maintenance manuals
Many projects require the installation of a variety of items 
such as alarm systems, call systems, HVAC systems and 
IT systems. In addition, there will be installation of other 
fixtures, equipment and machinery. These items typically 
come with operating or maintenance manuals. When the 
project is completed, these manuals are invaluable because 
your organization’s facility department will incorporate the 
requirements into their ongoing maintenance program. The 
number and types of operating and maintenance manuals 
can vary depending on project size. Your audit should 
ensure that all operating and maintenance manuals are 
given to your facilities department.

As-built drawings
At the conclusion of a construction project a contractor 
is sometimes required give your organization the as-built 
drawings. This is optional and often comes at an additional 
cost. The construction agreement will show whether 
payment is required. You should check the construction 
agreement to determine if this is the case for the project.

The as-built drawings, sometimes called record drawings, 
are original construction drawings modified by the 
contractor and subcontractors due to changes that took 
place during construction. These changes are often reflected 
in the descriptions included in change orders, and are made 
on the original drawings as a “cloud” (as you may see in a 
cartoon) and are digitized on the official drawings.

Changes are primarily tracked so the ‘as-builts’ can be 
used as reference for future additions or renovations. For 
instance, they will be useful if your organization decides 
to remodel and a determination needs to be made as to 
which walls are load-bearing and should not be removed. 

If the contractor, subcontractor or vendor has been fully paid but has not signed 
a final lien release, it means the owner still has a financial and legal risk.
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Therefore, at the end of the project the contractor will 
provide as-builts to the owner as part of the closeout 
process.

The as-built drawings are original 
construction drawings modified by 
the contractor and subcontractors

Your audit should determine whether as-builts were 
required and whether they were given to your organization.

Other closeout items
We have mentioned the more common closeout items. 
There are others, depending on the type of project. For 
example, closeout items may include roof certifications, 
asphalt paving certifications, minority or women owned 
business certifications, final sign-off by government 
agencies such as the health department, fire marshal or 
elevator agency. The list can be long—often twenty to thirty 
pages. Your closeout audit should determine these items 
were reviewed and fulfilled by the contractor.

Closeout process and construction management
The best method to control the closeout process is to 
include a checklist of closeout items in the construction 
or construction management agreement—usually as an 
exhibit. Contractors that are more sophisticated have 
closeout checklist software that can be used by your 
organization.

Your audit should typically recommend that a checklist be 
included in the next construction agreement as an exhibit. 
As a further cost control, the contract can state that the 
checklist must be completed before the contractor is given 
the final payment.

Closeout audit timing
Deciding when to begin a closeout audit will generally 
be determined by when the project actually closes. For 
instance, it is common for the contractor to submit the final 
payment application (usually for release of retention) several 
months after the Certificate of Final Occupancy has been 
issued and the building has been occupied.

Why does this occur? Because the contractor must receive all 
final billings from subcontractors and vendors. Contractors 
cannot submit the final billing until the accounts receivable/
payable cycle has been completed between them and each 
subcontractor. Similarly, subcontractors cannot submit 
their final payment application to the contractor until the 
accounts receivable/payable cycle is completed between 
them and their material or equipment vendors. This delay 
can often be extensive. The time lag can work to the benefit 
of your audit since it provides additional time to begin and 
complete the closeout audit.

Conclusion
Various audit steps have been discussed that you should 
include when conducting a closeout audit of a construction 
project. Understanding the obligations of a contractor at 
the end of a construction project allows you to more easily 
design an effective and useful audit that provides value and 
ensures the contractor and subcontractors have met their 
obligations to your organization. NP

Ron Risner, MBA, CIA, CCA, CCP, is 
founder and President of Risner 
Consulting Group, Inc. of Orlando, 
Fla. He provides construction audit 
training semiannually through the MIS 
Training Institute. Ron can be reached 
at (407) 340-5204 or RonRisner@aol.
com. You can find the firm’s website at 
risnerconsulting.com.

There are some defeats more triumphant than victories. 
~Michel de Montaigne
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