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Control and Audit of Contractor  
Self-Performed Work: Part 2
How to avoid some unfair contractor ploys
By Ron Risner, MBA, CIA, CCA, CCP

I
n Part 1, we discussed controlling self-performed 
costs. Let’s recap that discussion and then address 
auditing self-performed work from a cost and process 
perspective.  

Self-performed work defined
When a contractor performs construction work that is 
typically provided by a subcontractor, it is referred to as 
self-performed work. Self-performed work is common in the 
construction industry. Owners and auditors should be aware 
that awarding trade work to the contractor can be fraught 
with opportunities contractors could exploit for unfair 
advantage. 

Use and abuse of inside information 
Contractors have more knowledge about a project than the 
subcontractors. They, therefore, are at a distinct advantage 
when it comes to bidding on trade work. 

With this inside information, a contractor may organize 
trades together so that he is the only bidder able to perform 
both trades' work. For instance, he will group together 
concrete work and installation of toilet accessories. Very few 
subcontractors exist who perform these two trades, but the 
contractor will argue he has just the “right” personnel to do 
these two jobs. 

To take unfair advantage, the contractor may get subcon-
tractor friends to cooperate by submitting a “courtesy bid.” 
To the owner it looks like the contractor won the work in a 
competitive fashion.

How to control the bid process
To control these surreptitious contractor efforts there are a 
few things an owner can do. 

1. Require the contractor to follow the same bid process as 
any other subcontractor bidding on the job. 

2. Require that bids be sealed to prevent manipulation by 
the contractor. 

3. Perform a quantitative evaluation that includes all 
bidders (including the contractor). 

4. Have the contractor sign a subcontract agreement and 
be bound by its terms and conditions as would any other 
subcontractor. 

5. Require that the contractor not assess their normal 
construction fee on the work they were awarded—
they will have included overhead and profit markup 
in their bid already and should not be awarded an 
additional fee. 

With these highlights in mind from our Part 1 discussions, 
let’s walk through some of the steps an auditor should 
consider when reviewing self-performed work. 

Audits of self-performed work
When considering a contractor’s self-performed work, 
these audit steps work as a cost review as well as a 
process review.

Winter 2013 Association of Healthcare Internal Auditors New Perspectives  29

Construction Auditing



Competitive bidding has always been known to help 
control and reduce the cost of work. Check to see if the 
self-performed work was negotiated with the contractor 
or whether a request for proposal went out to the 
subcontracting community.

Ensure at least three competitive bids are obtained. 
Absent three bids, look for documentation or justification 
for why three bids were not received or were not 
obtainable.  

Ensure that bids are received in a sealed envelope. You can 
review the minutes of the bid opening ceremony to ensure 
they were.  

Ensure an evaluation process was performed by asking the 
contractor for a copy of the empirical bid analysis.  

Determine whether the contractor executed an agreement 
the same as any subcontractor would—preferably a lump 
sum agreement. 

Be alert to the possibility of courtesy bids. Review the 
addresses of the subcontractors who bid. Out of town 
subcontractors when there are local subs capable of 
performing the work is a red flag—a friend of the contractor 
may be trying to help the contractor be awarded the work 
by submitting a “courtesy bid.” 

Make sure the self-performed work makes sense. For 
instance, were two or more trades combined that are 
not in the same trade field, such as toilet accessories and 
concrete work? 

If you are uncertain whether the trades should have been 
grouped together,  ask the contractor why those trades 
were combined. You can also ask other construction 
professionals including the architect for their opinion. Look 
for situations where parts of a trade have been removed 
and the contractor performs that work. An example would 
be the wall and corner protection separated from the 
drywall subcontract.

Make sure the contractor does not obtain the bid on self-
performing the work and then subcontract out the work. 
Why would a contractor do this? The fee may be higher i.e. 
7% versus 1.75%. 

Self-performed or general condition
If the self-performed work is on a cost-plus basis, make sure 
the contractor is not moving general condition invoices into 
self-performed work. Why? Quite often, the fee for self-
performed work is higher than the normal construction fee. 
If the contractor moves general condition type work into the 
self-performed category, they will get a higher fee. In the 
above example, they would receive a 7% self-performing fee 
versus the 1.75% construction fee on general conditions. 

When you review general condition costs (for GMP 
Construction Agreements) make sure there are no materials 
invoices included that pertain to the self-performed work. 
Why? Because the owner is paying the contractor a lump 
sum amount to self-perform work. If a contractor includes 
materials invoices in general conditions then the owner is 
paying for the same work twice. 

The same holds true for labor and labor burden. For 
instance, be sure to review any labor or labor burden costs 
included in general conditions to ensure the billings did 
not include the self-performed work. Again, this would be 
paramount to the contractor billing twice for the same work. 

Summary
Contractors often hand-select self-performed work because 
that work can be more profitable. Parts 1 and 2 of this column 
addressed steps an owner can take to mitigate potential 
abuses. The effort should be followed by an auditor’s 
independent review of how and why the contractor was 
awarded self-performed work, including a review for potential 
overbillings.  NP

Ron Risner, MBA, CIA, CCA, CCP, is founder 
and President of Risner Consulting Group, 
Inc. of Orlando, Fla. He provides construc-
tion audit training nationally. Risner 
Consulting provides domestic and inter-
national consulting and auditing services. 
Ron can be reached at (407) 340-5204 or 
RonRisner@aol.com. You can find his firm’s 
website at risnerconsulting.com.

The Institute of Internal Auditors Research Foundation has 
recently published Ron’s first book on construction auditing, The 
Practitioner’s Blueprint to Construction Auditing. It can be or-
dered online at the IIA Book Store at www.theiia.org/bookstore/.

A contractor may organize trades together so that he is the only bidder able to 
perform both trades' work.
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