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Equipment Rental Costs: An Important 
Audit to Perform
Don’t overlook the world of equipment rentals
By Ron Risner, MBA, CIA, CCA, CCP

T
here are three primary types of hard costs on 
a construction project: materials, labor and 
equipment. Equipment costs can be a significant 
part of some projects. Here is how you can 

include a review of equipment costs in a construction audit.

Types of equipment and costs
Many types of equipment can be used on a construction 
project. The larger types of equipment include cranes, 
earthmoving equipment and backhoes, with monthly costs 
ranging up to tens of thousands of dollars. Smaller types of 
equipment may include generators, hoists and ground-piercing 
tools whose costs can be thousands of dollars per month.

Equipment sources
There are several sources for equipment. The contractor 
may own the equipment or may own a subsidiary or 
affiliate company that rents equipment. The contractor 
can rent equipment from a local equipment provider, 
and, less often, the project owner has equipment 
they allow the contractor to use. For the first three 
sources, the rental cost is based on usage and the 
contractor bills the cost through general conditions.

Equipment billed through general conditions is often 
equipment needed by the contractor and/or subcontractors 
and is made available to all laborers working on the project. 
Equipment costs should be included in a construction audit.

Equipment used by subcontractors is generally included 
in their lump sum contract. When it is, the costs are not 
usually subject to audit, because the cost is included in 
the lump sum amount for the project. Subcontractor 

equipment costs will be included in a construction 
audit when the project has a cost-plus type contract, a 
time and material contract, or when equipment costs 
are included in a subcontractor’s change order.

Contractor-owned equipment
The larger construction firms often own their own 
equipment and during the course of the project will 
rent the equipment to the owner, passing the cost via 
a monthly invoice as part of general conditions.

When a contractor rents equipment, the rental rate typically 
includes an embedded profit markup. Often when the 
equipment rental is invoiced, the contractor adds their 
construction fee as part of the payment application 
process. This is a form of a “markup on a markup” because 
their construction fee is added on to the rental rate, 
which already includes an embedded profit margin.

To avoid a double markup an owner should negotiate 
before the contract is signed what fees they are 
willing to pay. Just a word of caution. Sometimes 
a contractor does not tell the owner they own the 
equipment that will be used on the project.

For transparency purposes, I believe it imperative that the 
contractor advise the owner they will be providing the 
equipment for the project. The owner can then ask for an 
equipment rate sheet and compare the rental prices to locally 
provided rental costs or to nationally recognized rental 
books (more later). I have seen projects when a contractor 
did not disclose they owned the equipment and once the 
owner found out it created an atmosphere of distrust.
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Contractor-affiliated companies
Some construction firms have a wholly owned subsidiary 
or affiliate that is in the business of renting equipment 
to their construction arm.  When a contractor owns 
their equipment, I believe it imperative the contractor 
advise the owner that a subsidiary or affiliated company 
will be providing the equipment for the project.

An owner can ask for an equipment rental rate sheet 
and compare subsidiary rental prices to locally 
provided rental costs and/or nationally recognized 
equipment rental books to ensure competitive 
pricing. When the subsidiary or affiliate bills the 
construction arm, those costs are passed to the owner 
as in other rental situations. Again, keep in mind 
the possibility exists for a “markup on markup.”

Rental companies
If a contractor does not own equipment or have an 
affiliate, they will rent the equipment locally. These 
providers may be locally owned, but most likely are part 
of a national chain. Sometimes the needed equipment 
is not available because of a shortage or the rarity of 
use, so the contractor must rent the equipment from 
outside the local area. These equipment rental costs can 
increase significantly because of transportation to and 
from the project site. You will see these transportation 
costs included on the equipment rental invoice.

Owner-provided equipment
Occasionally, your organization may have equipment 
a contractor can use on the project. When this is the 
situation, the bid documents should reflect this so the 
contractor does not include equipment rental costs 
in their bid. If the contractor has already included the 
cost of rental equipment in their bid, the cost should 
be removed before the parties sign the contract.

Controlling rental costs
As mentioned, rental equipment can be a significant project 
cost. To control the cost, an owner should ask the contractor 
to provide an equipment rental sheet to be attached as an 
exhibit to the contract. The equipment rental sheet should 
include all equipment projected to be used on the project.

This lets the owner compare the contractor’s rental rates 
to nationally recognized equipment rental books. These 
books show the equipment on an hourly, daily, weekly and 
monthly basis. The costs will not include the cost for the 
equipment operator. The books can be used to determine 
whether the contractor’s rental rates are competitive.

Owners and contractors often agree to discount the costs 
reflected in these books 70 to 90 percent. The rental rates 
in the books are often higher than local rental rates. The 
agreed-upon discounted rates is usually included in the 
direct cost provision of the construction agreement.

The rental equipment cost noted in the national books 
varies by region within the U.S. Therefore, there are 
multipliers that reflect whether the regional rate is over or 
under the national average. See Exhibit 1 for an example.

In nationally recognized books, a usage or economic 
factor is built into the rates. It is usually more economical 
to pay a weekly rate rather than seven days because the 
rental rate for three days is usually about the same as the 
weekly rate. The cost to rent for 2 ½ weeks is equivalent 
to renting for a month.  When the breakeven point is 
reached, the contractor should bill the owner for one month 
because the four-weeks cost would be much higher.

The contractor should only bill for the time that the 
equipment was being used. If it was on site for 30 days, it may 

Exhibit 1 – Sample 

In this example, an owner and a contractor agreed to a 75 
percent rental rate in a region where the multiplier in the 
national book is 98 percent. This calculation shows how 
the final rental price of piece of equipment is determined. 
This piece of equipment was rented for one month.

$5,000 = Monthly rental rate per nationally recognized book

×  .98 = Regional multiplier

$4,900 = Monthly rental rate after regional multiplier applied

×  .75 = Agreed upon reduction rate

$3,675 = Amount after multiplier and discount applied

It is  usually more economical to pay a weekly rental rate  
rather than a seven-day rate.
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have only been used for 10 days. Therefore, an equipment 
rental log (discussed later) should show the actual day/
time used and that should be reflected in the billing.

The contractor’s invoice included in general condition 
costs should contain the hours, days, weeks or months the 
equipment was used. It should also contain a description 
of the type of equipment and the make and model in a way 
that allows the owner to perform a review to determine 
the billings were based on the most economical rate. 
Usage can then be compared to the equipment log.

In addition to invoices included in general condition 
or general requirement billings, you may also see 
equipment rental costs in change orders. Sometimes 
a change in the project will require equipment that 
was not originally contemplated or cause extended 
use of equipment already on site. Again, the owner 
should control the cost by comparing the cost to the 
price sheet and/or to the agreed-upon discount.

Auditing rentals
When doing an equipment cost review there are 
several audit steps that should be taken to assure the 
costs were proper, particularly if the contractor owns 
the equipment directly or through an affiliate.

You should look to ensure costs are controlled by 
ensuring that a rate sheet is included in the contract 
or the proposal. Then determine whether the contract 
stipulates that the owner will pay only a discounted 
rate, and then make sure billings reflect the discount. If 
neither of these situations exists, you should recommend 
that future contracts include these provisions.

Request a copy of the equipment log maintained by the 
contractor that reflects movement of equipment to and 
from the construction site. The log should contain:

 • Description of the equipment (including 

the make and model)

 • Date it was brought to the project

 • Date it was removed

 • Usage time and the signature of someone working for 

the contractor who attests for the accuracy of the log

When the equipment rental invoice is included in the general 
conditions, it should show the number of hours, days and 

weeks used. You can compare the invoice to the usage 
recorded on the equipment log to determine that the two 
agree. If necessary, you can recalculate the billing, taking into 
account the regional multiplier and the mathematical formula 
noted in Exhibit 1. Keep in mind, the contractor should use 
the most economical rate. If not, then it will be an overbilling.

Finally, as part of an equipment audit you may want to 
look at the website for your state’s department of business 
regulation (the name varies from state to state) to see who 
owns the company that is providing the equipment.

I perform this step to determine whether an affiliate 
of the contractor is providing the equipment and 
did not disclose the information to the organization. 
When on the website, look at the names of the 
officers and/or directors of the equipment company 
to see if there is an interlocking relationship with 
the contractor’s officers and directors. Again, if 
this is the case, it should have been disclosed.

Summary
Owners can help control equipment rental costs on 
their project by being proactive in determining what 
equipment the contractor will need and where the 
equipment will be sourced. Owners can determine the 
usage rates and make sure the contractor maintains 
an equipment log that monitors the movement of the 
equipment to and from the site and the actual usage.

If an owner agrees that a nationally recognized 
equipment rental book can be used, there should be 
parameters placed around the cost they are willing to 
pay. Likewise, when beginning a construction audit, 
auditors should familiarize themselves with all of these 
parameters and then conduct tests for compliance. 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. 
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