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How to Differentiate Job Site and Indirect 
Costs – Part 1
Be sure to audit General Condition, General Requirement and Temporary Requirement costs
By Ron Risner, MBA, CIA, CCA, CCP

S
ome of the most common costs on any construction 
project are General Condition (GC), General 
Requirement (GR) or Temporary Requirement (TR) 
costs. These costs are usually the first line item(s) 

you will see when auditing the schedule of values (SOV) on a 
contractor's monthly payment application.

The nomenclature on the schedule of values may vary 
as some contractors prefer to use GC to classify certain 
costs, while others prefer to use GR or TR. Regardless of 
classification, these construction expenses are all the 
same type of costs.

What are these costs and why, when performing a 
construction audit, do they need to be audited? This article, 
the first of a two-part series on costs, will:

 • Define these costs

 • Identify the type of contracts where an audit of these 
costs is in order

 • Consider the materiality of these costs compared to the 
overall project budget

 • Guide the timing of the audit

 • Outline how to prepare to audit these costs

Part Two will address the most common of these costs, how 
to audit them and how you can add value by helping to 
control them.

GC, GR and TR costs defined
GC, GR and TR costs are general and administrative (G&A) costs 
that a contractor incurs at the job site. “Job site” is an important 
distinction because these costs do not include the G&A costs 
that a contractor incurs at their home office. Examples of job 
site costs include labor and labor burden costs of personnel 
stationed at the project, field trailer costs, field trailer utility costs, 
business and IT equipment costs in the trailer, and similar costs.

Home office, or back office costs as they are sometimes 
called (including home office executives’ salaries), are 
not direct costs of the project. These are indirect costs, or 
contractor overhead. In the construction industry, indirect 
and overhead costs should not be billed to the project. The 
contractor's fee is set up to cover these costs. Fortunately, 
most construction agreements specifically define direct 
costs (or the “cost of the work”).

When auditing any individual GC, GR or TR cost, you should 
determine if the cost is directly related to the job site or is an 
indirect cost. Sometimes the contractor will categorize these 
as GC, GR or TR costs by mistake or intentionally. Sometimes 
a particular cost may fall into a gray area, making it hard to 
determine if it is an owner’s cost or not.

When making a determination, you may find the contract, 
addendums and supplements are silent about the gray area 
cost. Gray areas and silent costs are addressed in more detail 
below.

If a particular item seems to be an indirect cost, including 
it as an audit report finding as an overbilling is a legitimate 
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attempt to recoup the cost from the contractor. The 
position can be taken that when the contract is silent, the 
interpretation should favor the owner, unless the contractor 
is able to otherwise prove it is a direct expense.

Expense categorizations vary
When I began doing construction audits I tried to make a 
distinction between GC, GR and TR costs based on how the 
contractor categorized their job site G&A costs. With greater 
experience it became obvious that what some contractors 
referred to as a GC cost, another contractor referred to as a 
GR or TR cost.

Indirect costs should not 
be billed to the project.

For instance, many contractors refer to job site labor as GR 
costs on the SOV, but others include labor on the SOV as GC 
or TR costs. You will see other general or administrative costs 
treated similarly, including the cost of the trailer, utilities, 
and office supplies. You can expect to see contractors use all 
three terms synonymously with one or all three categories 
as separate line items with varying definitions from project 
to project.

Also, some contractors will add a separate line item for 
particular G&A incurred costs such as scheduling or hoisting. 
For audit purposes you can consider the nomenclature to be 
immaterial since all G&A costs are GC, GR or TR costs.

Costs based on contract type
A GC, GR or TR audit applies only to certain types of con-
tracts. You would do an audit on cost-plus or guaranteed 
maximum price (GMP) contracts. It would make no sense to 
perform audits on lump sum contracts because the GC, GR 
and TR costs are included in the fixed price of the contract.

In rare situations, a lump sum contract may state that GC, 
GR and TR will be billed on a cost-plus basis and the rest of 

the project will be billed on a lump sum basis. Under that 
circumstance, the discussion in this column applies.

For lump sum contracts (GC, GR or TR costs are included 
in the fixed price), the GC, GR or TR budget can be audited 
to ensure indirect costs are not included. On a lump sum 
contract, if you do find that indirect or overhead costs have 
been included in the budget, your audit report should 
recommend future proposals exclude these items.

It is unlikely that a contractor will amend the current 
contract to remove certain GC, GR or TR costs after the 
contract has been signed and the project has begun. The 
one exception may be if a contractor does not want to 
jeopardize future project consideration. Given this, some 
contractors have agreed verbally to cease billing for certain 
costs. Consquently, your audit recommendation will need to 
be prospective and not retrospective.

Cost materiality considerations
For construction of buildings, the mechanical, electrical and 
plumbing (MEP) subcontractor costs will typically comprise 
over 50 percent of the construction cost. Sometimes it will 
approach 65 percent. GC, GR and TR costs should be in the 
5–8 percent range, although these costs can be as low as 3.5 
percent and as high as 10–12 percent. You will typically see 
6.5 percent.

When exceeding eight percent, you should closely review 
the GC, GR and TR budget to see whether anything unusual 
has been included, in indirect costs or overhead. Although 
these costs only range from 5–8 percent, remember that 
GC, GR and TR costs can include a large percentage of the 
overbillings that occur.

How is the percentage of GC, GR and TR costs calculated? 
Naturally, the first step is to identify GC, GR and TR costs. 
Remember some contactors set up a separate division 
line items on the SOV for specific GC, GR and TR costs (e.g., 
scheduling and hoisting). These costs must also be included 
to obtain an accurate total of GC, GR and TR costs. When 
isolated, they should be subtracted from the contract sum 
before the calculation is performed. 

GC, GR and TR costs are general and administrative  
(G&A) costs that a contractor incurs at the job site.
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Here is an example:

Cost calculation 
(Costs from the SOV)

GC costs $10,500,000

GR costs 2,500,000

TR costs 3,500,000

Hoisting costs 500,000

Other GC, GR and TR costs 1,000,000

Total GC/GR/TR costs (a) $18,000,000

Other costs (b) 232,000,000

Total contract costs $250,000,000

Calculation (a/b) 7.8%

This example shows 7.8 percent of the contract sum includes 
GC, GR and TR costs. The percentage is a bit on the high side, 
and you want to try to pinpoint why.

Audit timing
An audit of GC, GR and TR costs can be scheduled in several 
ways. Many organizations prefer a continuous audit where 
every payment application is reviewed by internal audit 
(or an outside audit firm). This approach allows anomalies 
to be addressed as they occur each month. When the first 
few payment applications are audited and overbllings are 
identified and addressed, the contractor will usually stop 
future billings for these items.

Another approach is to begin auditing near the halfway 
point of the project. Any overbillings found on previous 
payment applications can be subtracted from a future 
payment application. The contractor will usually stop billing 
for these items.

GC, GR and TR costs should 
be in the 5–8 percent range.

A third option is to perform a closeout audit. All 
overbillings can be recovered by deducting them from the 
final payment to the contractor or taken from the release 
of retention amounts. Overbillings can be substantial at 
this point.

Audit preparation
Before beginning to audit the supporting documentation for 
GC, GR and TR costs, you will want to review:

 • The construction agreement

 • General conditions agreement (if any)

 • Supplementary agreements (if any)

 • Special agreements (if any)

 • Contractor's original proposal

 • Contractor's project budget (including a separate GC, GR 
or TR budget if one exists)

These review steps will determine the GC, GR and TR costs 
that are reimbursable and those that are not.

When a contractor prepares the monthly payment 
application, copies of GC, GR and TR invoices and 
supporting documentation should be included. For 
example, the contractor should provide invoices for the 
trailer rental, electric bill for the trailer, copy machine 
rental and detailed payroll information for each person on 
the job.

If invoices or appropriate documentation are missing, 
perhaps replaced by a transaction printout from the 
accounting department, this should be considered an audit 
finding. Without actual copies of the invoice, evaluation of 
significant attributes cannot be accomplished.

To ensure GC, GR and TR expenses are proper, you need 
to examine the actual paid invoice to determine if it is 
addressed to the contractor, belongs on your project, is for 
expected services for this project, the amount is correct and 
the dates relate to the previous month or so.

Gray areas
A review of GC, GR and TR costs may determine that a 
cost falls into a gray area. If the contract does not explicity 
include or exclude an expense as reimbursable or not 
reimbursable, a discussion with project staff will be needed 
to determine whether the cost was:

 • A direct cost of the project or an indirect cost to be borne 
by the contractor

 • A reasonable expense from a construction or business 
standpoint

 • Customary in the industry for the cost to be borne by the 
owner.
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The final litmus test is to ask this question: Did the 
contractor act as though a fiduciary duty existed with 
the owner's money and, therefore, used good business 
judgment before incurring the expense?

Basic ethics would seem to call for the contractor to spend 
the owner’s money prudently, reasonably and with good 
business judgment, but interestingly, courts have not 
necessarily agreed, and ruled that a contractor is not in a 
fiduciary capacity.

Conclusion
Your audit of cost-plus or guaranteed maximum price 
construction contracts should identify and summarize the 
indirect costs incurred by the contractor on the job site. If the 
analysis shows the total is material to the project, you will 
want to prepare for and schedule an audit of these costs. Part 
Two of this series will look at specific GC, GR and TR costs. 

Ron Risner, MBA, CIA, CCA, CCP, is 
founder and President of Risner 
Consulting Group, Inc. (www.
risnerconsulting.com) of Orlando, Fla. 
His firm provides construction auditing, 
training and workpaper reviews. His 
book The Practitioner's Blueprint 
to Construction Auditing can be 
ordered at iia.org/bookstore. Ron 
can be reached at (407) 340-5204 or 
RonRisner@aol.com.
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