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Construction in Progress Accounts
Don’t neglect auditing those other costs that bypass the general contractor
By Ron Risner, MBA, CIA, CCA, CCP

M
ost owners will set up Construction in Progress 
(CIP) and Capital Work in Progress (CWIP) 
accounts on their general ledger to record 
construction, design and other associated costs.

The payments to the general contractor reflect hard costs 
(bricks and mortar) while Architect and Engineer (A/E) 
charges reflect soft costs (services). These two types of costs 
are charged via the monthly payment application process 
submitted by the general contractor or in a separate invoice 
submitted each month by the A/E. Many auditors focus their 
audits on the costs reflected in just these two accounts.

There are, however, hard and soft costs that are paid to 
vendors directly by the owner and recorded in other 
CIP general ledger accounts. Auditing these accounts 
is important as significant dollars are reflected in these 
accounts. This column addresses the auditing of these other 
CIP accounts.

The nature of other CIP costs
These other CIP accounts reflect direct payments made 
by the owner. The owner may make direct payments to 
some specialty trade contractors, and some equipment, 
furniture and finishing, artwork, signage and landscaping 
companies.

Additionally, the owner will directly pay for soft costs which 
may include legal fees, surveys, governmental permits, 
IT services, moving expenses and consultancy services. 
Consultancy services may be further broken down into 
marketing studies, ingress/egress studies, traffic flow studies, 
geotechnical studies, etc. The typical CIP chart of accounts 
will include a separate general ledger account for each of 

these hard and soft costs and they should be included as 
part of your construction audit.

When the project is completed (or when various project 
phases are put into use), all CIP accounts are reclassified as 
capital costs. The capital costs are depreciated in accordance 
with the owner’s accounting policy and applicable tax law 
requirements. You should review these owner-paid other 
costs before they are capitalized. Sampling is the best audit 
approach.

How to audit CIP costs
Auditing costs paid directly by the owner begins by 
obtaining a downloaded copy of the general ledger that 
contains the CIP accounts. Then select a statistical sample, 
although after you become familiar with the construction/
design industries, you may prefer using judgmental 
sampling. Judgmental sampling allows you to select 
items of an unusual date, nature or amount, or to isolate 
a vendor’s name not previously seen in any construction 
documents.

Make sure you capture the universe of actual costs paid 
thus far. Match the total costs that appear in each CIP 
account to the actual costs that appear on similar line 
items in the most recent budget report. Be prepared for 
the totals to not agree.

Those responsible for the budget often keep their own 
records on Excel spreadsheets. They do not reconcile their 
spreadsheets to the owner’s CIP accounts each month 
because they do not have access to the owner’s accounting 
records or they may not realize reconciliation is a standard 
accounting procedure.
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The budget distributed to your top executives may therefore 
be inaccurate. Lack of reconciliation is a common audit 
finding. If these records do tie, or the reconciliation was 
performed, you can be sure you have captured the universe 
for sampling purposes.

When the budget report agrees with the CIP, you can begin 
sampling. You can get a good representative sample by 
reviewing 25-40 percent of the dollars.

Look at consulting and engineering costs to see what 
services were performed. When the owner hires a consultant 
or engineer that the architect would typically hire it can 
create coordination issues for the architect, and this may 
lead to poor design.

I also look at trade contractors hired by the owner. 
Determine why the owner did the hiring rather than the 
contractor. Owners may hire the trade contractors to better 
control their activities or to cut out the middleman fee.

There are tradeoffs for an owner doing the hiring. The more 
trade contractors the owner hires directly, the more the 
difficulty increases for the contractor to manage the project 
and maintain the sequencing of trade work.

One exception is landscaping installation firms. Owners will 
often hire subcontractors in this area because they generally 
do not affect the contractor’s sequencing of construction 
activities.

Your sample should include any other materials or 
equipment purchased directly by the owner. You will want 
to determine why the owner purchased these items directly 
by discussing this with the project manager. Often it saves 
the construction fee normally paid to the contractor. Also, 
a not-for-profit organization sees this as one way to avoid 
incurring sales tax.

Apply computer power
I sometimes wonder how auditors did their work 
efficiently without a computer to perform sorts, filters 
and key word searches. You can make your audit more 
efficient by obtaining a downloaded copy of the CIP and 

then using various filters to look for particular service or 
product costs.

For hard costs, for example, you can do a keyword search for 
“sign” to isolate the direct purchase of signage. For soft costs, 
you can do a keyword search for “consultant” to help isolate 
the consultants that worked directly for your organization. 
The value of these automated tools is immeasurable when it 
comes to efficient use of your audit resources.

CIP invoice reviews
When the selected invoices have been isolated, access the 
CIP accounts directly, if you have that access. If not, ask the 
accounts payable staff to pull the original invoices or provide 
scanned copies. When these have been received, review 
each invoice for the following:

Date – Determine that the invoice is current and not dated 
before the project began or after it was completed.

Address – Check the legitimacy of the address on the 
invoice. Construction invoices often contain two addresses. 
You should look at both. One address is the owner’s main 
address. The second is usually the address of the project 
site. Check the site address because the vendor’s accounting 
staff can sometimes confuse projects if they are responsible 
for multiple projects at the same time. Reviewing the site 
address is one way to make sure the invoice pertains to your 
organization’s project.

Amount – Ensure the amount agrees with the purchase order 
or the professional services contract.

Type of agreement – Was the purchase order issued as a lump 
sum or unit price agreement? Some vendors believe all of 
their purchase orders are lump sum, when some may be unit 
price. Some vendors believe that they can bill for the entire 
amount of the purchase order even if not all the purchase 
order units are used. One contractor had to reimburse an 
owner $600,000 because of this particular issue.

Sort all CIP costs in either ascending or descending 
monetary order to look for equal amounts. Sometimes costs 
of the same amount may mean your organization has paid 

You can make your audit more efficient by obtaining a downloaded copy of the CIP.
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an invoice twice. Your accounts payable software should 
catch duplicate invoices, but some smaller organizations 
don’t have this IT control.

CM or OR costs
If your organization has hired a Construction Manager (CM) 
or Owner’s Representative (OR) to manage your project, it is 
important to audit their billings. These costs can often be in 
the millions of dollars.

Obtain a copy of the agreement. Make an abstract of the key 
terms and conditions in the agreement, including the scope 
of services. You should ensure the CM or OR is fulfilling the 
scope of work called for in the contract.

For instance, if monthly status and budget reports are 
required, but they are not being provided, this is a “service 
not being provided,” and a credit is due your organization. 
Calculating the cost of these missing monthly reports will be 
difficult, as they can cost thousands of dollars to produce. 

The amount of credit due to your organization will need to 
be negotiated with the CM or OR.

Summary
CIP accounts will show all the billings your organization has 
paid directly. These directly paid costs can be material, and 
deserve your attention during a construction audit. NP

Ron Risner, MBA, CIA, CCA, CCP, is 
founder and President of Risner 
Consulting Group, Inc. of Orlando, Fla. 
He provides construction audit train-
ing 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.

To the optimist, the glass is half full. To the pessimist, the glass is half empty. To the project manager, the glass is twice 
as big as it needs to be. 
~Unknown
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