
nepe-37-01-11  Page 40  PDF Created: 2018-2-23: 11:12:AM

How to Differentiate Job Site and Indirect 
Costs – Part 2
Scrutinize General Condition, General Requirement and Temporary 
Requirement costs for overbillings
By Ron Risner, MBA, CIA, CCA, CCP

T
he previous issue of New Perspectives (vol. 36#4) 
included the first of this two-part series on 
auditing the General Condition (GC), General 
Requirement (GR) and Temporary Requirement 

(TR) costs of a construction project.

That column laid a foundation by:

 • Defining these costs

 • Noting that the three terms are often used synonymously 
in the construction industry

 • Identifying the three types of contracts (cost plus, time 
and material, and guaranteed maximum price) that need 
detailed reviews of these costs

 • Addressing the materiality of the costs compared to the 
entire construction budget

 • Considering preparation for, and timing of, the audit

The specific types of costs that fall into the GC, GR or TR 
domains and how to audit each one will be covered in 
this column. Significant construction auditing knowledge 
and experience is not needed to be effective in identifying 
contractor overbillings. Auditing these costs is similar to 
the audits you may have performed on your organization's 
general and administrative costs.

Each subcategory of GC, GR or TR costs lends itself to a 
unique, but very basic audit approach. Within each category 
the risks and audit steps will be identified. Also, opportunities 
for your organization to control these costs will be covered.

Field trailer and business equipment
Most projects have a construction field trailer where the 
contractor sets up an onsite office. The trailer will be 
equipped like any other business office. The costs of the 
furniture, desks, telephone systems, copiers, fax machines, 
computers and other business-related equipment bought 
by the contractor will be passed through to the owner.

However, the contractor must use good business judgment 
in deciding to lease or buy the trailer, furnishings and office 
equipment. For example, I encountered one situation 
where a trailer was leased over a five-year period at a cost 
exceeding $96,000. But, the contractor could have bought 
the trailer at the inception of the project for $15,000.

The contractor should use lease/purchase analysis in deciding 
whether to lease or buy any field, business or IT equipment. 
As part of your audit, recalculate any savings that may have 
occurred had the contractor bought instead of leased the 
equipment and include any overbilling in your audit report.

Many contracts do have a lease/purchase clause, but if your 
organization’s boilerplate construction agreement does not, 
you may not be able to recover this overbilling. However, on 
the next project, a contract clause can require a lease/purchase 
comparison for the trailer, furnishings and other equipment.

Utility costs
The setup of the field office will include electricity, water 
and sanitation lines. These field expenses are paid for by the 
contractor each month and passed through to the owner.

When auditing these costs, make sure these temporary utility 
billings are for the project site and not another location. Also, 
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be aware that some of the utility companies require a deposit 
before initiating service. If your organization reimbursed the 
contractor for these deposits, verify that they are returned to 
your organization at the end of the project.

Communication costs
Completing a construction project on time requires the 
contractor, subcontractors and other project management 
officials to stay in constant contact. Verbal communication 
is a key control to help ensure that everyone is following the 
established sequence of activities and the overall schedule. 
If not, a subcontractor may not be able to begin or complete 
their work until another subcontractor finishes their work.

To enhance the communication effort, expect a monthly if 
not weekly meeting of the owner, architect and contractor 
(OAC meeting) to discuss in detail the work that was 
performed in the past week or so and what is expected 
to be done in the ensuing weeks. Additionally, expect to 
see contractor billings for land lines in the field offices, cell 
phones and tablets for the professional staff, and portable 
two-way radios.

Communications costs may become duplicative. For 
instance, long distance calls on land lines could be 
questionable when cell phones should suffice. Also, portable 
two-way radios would seem unnecessary when most have a 
cell phone, many of which have walkie-talkie capabilities.

Finally, when reviewing communication costs, look for costs 
that precede the project or are incurred after the project has 
been completed. Costs incurred before the project begins 
are often included in lump sum preconstruction costs and 
should not be billed separately. To make sure you are on solid 
ground with this overbilling, look at the preconstruction 
budget to see if communication costs are included.

Also, when the project is near completion, the contractor 
will reduce the staff to just a few individuals involved in 
winding up any testing, balancing and final punch list items. 
Communication billings should have ended for contractor 
personnel who have left the project.  However, you may 
find the contractor continues to bill communication costs, 
particularly cell phones, for several months after their 
personnel have left the site.

Transportation costs
Contractors usually include the number of vehicles in their 
bid that they will need at the project site. For example, 
trucks may be budgeted and provided for the project 
manager, the construction manager and the general 
superintendent. However, when the project begins, several 
more vehicles may be added for other employees to use, 
which are also billed to the owner. For audit purposes, 

compare what was budgeted to what was billed and 
consider the difference to be an overbilling.

Safety costs
Under OSHA and other safety regulations, a job site must 
be set up for specific protection and safety for the workers 
and the site. Expect to see items like fire extinguishers, 
fencing, hard hats, safety vests and first aid kits billed to the 
job. Also, weekly, if not daily, safety training meetings will 
be held for the workers. These expenses are reimbursable 
and some of the purchases may be required by law.

Safety is the one area of a construction audit where I am the 
most lenient in reviewing costs. I would not want to impede 
paying for any safety consideration, particularly given the 
risks to workers and the complexity of OSHA rules and 
regulations that run to hundreds of pages.

Onsite staff
As part of their proposal, contractors usually include a 
staffing plan that lists personnel who will be working at the 
project site on a daily or part-time basis. The plan may be in 
narrative form or in the GC, GR or TR budget.

Home office staff are considered 
an indirect cost and not 
billable to the project.

The staffing plan enumerates any number of professional 
staff categories, including the project manager, assistant 
project manager, construction manager, safety manager, 
engineers, estimator and superintendent. For the 
professional staff, a contractor will name the individuals, 
include their résumé as well as their hourly or monthly 
billing rate. For the general or day laborers, only the hourly 
billing rate is provided.

The contractor provides supporting labor cost documenta-
tion with their payment application each month, which 
helps you audit these costs. The documentation may 
include time sheets, home office payroll journals or other 
evidence of time worked. The accuracy of the monthly bill-
ings is decided by recalculating the number of hours on the 
laborers’ signed time sheets multiplied by their hourly rates. 
The accuracy of the weekly or monthly billing of profession-
al staff is verified by reference to the contractor's proposal.

Be alert for substitution of onsite professional staff, which 
could affect costs. Some contractors will list professional 
personnel in their proposal that they consider their best 
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employees to get the job. However, if they are awarded 
the contract, they substitute other staff when the project is 
underway. The way to control this is to include a provision in 
the contract that prohibits substitution of personnel without 
the owner's approval.

Another issue arises when the contractor routinely gives 
their workers an annual raise and does not show in their 
proposal or their contract that they will be doing so. In 
this case and when the contract is silent, I typically take 
the position that annual raises are not allowed unless 
the contract specifically states that they are. When salary 
increases are allowed, they are typically specified as a 
percentage change. Also, the contract should require that 
raises be approved by the owner in advance.

If a contractor does increase salaries or hourly rates without 
authorization in the contract, including the owner's 
approval, I calculate the total overbilling by reviewing each 
payment application and presenting a summary to the 
owner in preparation for recovering the excess.

Home office staff
Home office staff in the construction industry are con-
sidered an indirect cost and not billable to the project. 
Project executives, IT personnel, accountants and other 
staff positions are considered overhead and fall into this 
category.

Two areas of disagreement 
that you may meet are training 
and employee bonuses.

However, some contractors will include all or part of these 
personnel costs in the contract and monthly payment 
application, with the owner approving them for payment. 
Unfortunately, if the contract states that these personnel will 
be billed to the project, the owner will need to pay these 
costs as they are billed.

From an audit standpoint, I like to calculate the overbilling of 
these salaries of these contractor personnel so I can tell the 
owner how much in personnel costs they paid that could have 
been avoided if the contract had been worded properly. The 
way to prevent this is to remove any provision that allows home 
office overhead and personnel costs to be billed to the job.

Travel and relocation costs
If your contractor does not have a local office, expect their 
construction management team to travel regularly to and 

from their home town to the job site. Also, laborers can 
be paid to travel to and from a site when their trade is not 
available in the local market.

The owner can control travel 
expenses by requesting 
the contractor follow 
the owner's policy.

You will need to audit the expense reports attached to 
the payment applications each month to ensure the costs 
are reasonable and are properly supported with receipts. 
These expenses may include car rental, mileage and 
lodging. On longer projects the contractor may elect to 
rent an apartment for team members rather than staying 
indefinitely in a hotel. Renting an apartment is more 
economical than staying in a hotel for long-term stays, even 
when utilities and TV costs for the apartment are included.

To keep travel costs from becoming an issue, the owner 
can control these expenses by requesting that the 
contractor follow the owner's travel policy, which is usually 
more conservative than the contractor's policy. Attach 
your organization’s travel policy as an exhibit to future 
construction agreements. Including the owner’s travel policy 
is considered a best practice, and an efficient and effective 
means to control these costs before they are incurred.

Travel costs will also include actual costs for subsistence 
or a per diem. As with any business setting, these costs are 
reimbursable if they are reasonable.

Finally, audit the relocation costs for contractor personnel 
who move to the project area. These relocation costs usually 
follow the relocation policy of the contractor. When the 
contractor is using their own policy, compare their policy to 
the owner's relocation policy. Usually the owner's policy is 
more conservative from a cost standpoint.

If this is the case, recommend that the owner attach 
their relocation policy as an exhibit to the construction 
agreement for the next project. This is another best practice 
and an efficient and effective means to control these costs 
before they are incurred.

Cleanup
A safe construction site needs daily cleanup. Most 
subcontract agreements include a provision that the 
subcontractor must clean up their site each day of debris 
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and trash. Unfortunately, some subcontractors do not 
clean up daily even though it is included in the subcontract 
agreement.

Typically, one of three things can happen if daily cleanup is 
not performed. These actions are usually found as provisions 
in the construction agreement.

 • The contractor provides the cleanup and charges the 
subcontractor.

 • The contractor hires someone to clean up or does so 
themselves but never charges the subcontractors.

 • The owner hires someone to do the cleanup and 
charges the contractor, who will most likely charge the 
subcontractor who did not clean up daily.

Unfortunately, the contractor often takes care of the clean 
up but never charges the subcontractors. Instead, the owner 
ends up paying twice for cleanup. They pay the contractor to 
pay the subcontractor as part of their lump sum subcontract 
agreement and then pay the contractor to clean up on a 
time and material basis.

As part of your audit, look at the job cost ledger of the 
contractor to see how much they have billed the owner. I 
have seen substantial cleanup paid out by the contractor 
and not charged to the subcontractor, to the owner's 
detriment.

A safe construction site 
needs daily cleanup.

The overbilling should be recoverable by the owner, 
although some of the cleanup that the contractor performed 
will be included in their proposal or GC, GR or TR budget. 
Expect to see trash chutes, pick up and dump fees, dumpster 
rentals and final cleaning included in GC, GR or TR costs.

Insurance and other reimbursable costs
Various insurance costs such as workman's compensation, 
builder's risk, general commercial liability and auto liability 
will be billed, which taken together can easily exceed one 
percent of the cost of the construction project. Auditing 
these costs means obtaining invoices from the contractor to 
ensure they were billed accurately.

Occasionally, the owner's construction department 
personnel have asked me to opine on insurance coverage 
limits. I have never done so because I lack the necessary 

qualifications. Instead I refer the person who asked the 
question to the owner's risk management department.

Cost control always 
originates with the 
construction documents.

Other GC, GR or TR costs you may see billed by the 
contractor include aerial or land photographs of the site, 
hoisting and scheduling.

Nonreimbursable costs
When auditing GC, GR or TR costs, be aware that a contractor 
will often include costs that are not explicitly included within 
the reimbursable or nonreimbursable contract provisions. 
Because these costs are not mentioned in the contractor's 
proposal and contract, disagreement can occur between 
the contractor and owner as to whether they should be 
reimbursed.

Two areas of disagreement that you may meet are training 
and employee bonuses. If the contractor wants to provide 
education for personnel, the cost should be borne by the 
contractor and not the owners. Training should be an 
indirect or back office cost of the project.

Owners may justifiably argue that the contractor's personnel 
should be properly trained before they are assigned to 
the project. An important practice for your organization 
is to review the résumés of personnel that a bidding 
contractor will assign to the job, to ensure that you get their 
experienced staff and do not need to pay for the training of 
inexperienced personnel.

Bonuses may or may not be a topic of discussion before a 
project begins. In some cases, the contractor’s bid proposal 
will include annual bonuses for their employees.

The owner has no control over performance or incentive 
bonuses in that they will not be conducting the annual 
performance evaluation of the contractor's personnel, nor 
do they control the incentive. Therefore, why should the 
owner pay for a bonus without having any input, or when 
they do not pay bonuses to their own personnel?

Future cost control
With all the issues around GC, GR and TR, what is the best 
way to control these costs? Cost control always originates 
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Many organizations recognize the importance of addressing 
and improving employee engagement and have made 
changes in the way supervisors and employees interact 
around job performance.

Traditionally, an annual performance review and possibly a 
mid-year review have been the primary interaction between 
supervisors and their employees. Or, when an employee is 
not meeting expectations, the situation may move into a 
confrontational relationship that does not end very well for 
either party.

A culture of coaching has proven to be the best interaction 
to elevate employee engagement. When performed 
properly, coaching will:

1. Occur on a more frequent basis

2. Involve more questions from supervisors

3. Encourage active listening

4. Be positive but realistic

5. Focus on strengths of the employee

6. Identify obstacles to improvement

7. Provide more clarity about expectations

Coaching can address many of these drivers of employee 
engagement:

 • Someone has talked with the employees about their 
progress

 • Someone encourages their development

 • They have been praised recently

 • Their managers care about them

Conclusion
An elevated level of employee engagement equates to 
a high ethical culture and organizational performance. 
Cultural awareness, an intentional focus by leadership, and 
using the best tools to understand and affect culture are 
necessary to improve employee engagement.

Internal auditors need to consider employee engagement in 
their audits. The root cause of many issues, including fraud, 
may involve employee engagement. 

Perry Tomlinson is the Executive 
Consultant for the BB&T Center for 
Ethical Leadership at the Mike Cottrell 
College of Business at the University of 
Georgia. He can be reached at Perry.
Tomlinson@ung.edu and (770) 315-
2969.

with the construction documents—the contractor's 
proposal, the construction budget and the construction 
agreement. Therefore, all costs need to be explicitly detailed, 
in one form or another, before the construction agreement 
is signed and the project begins.

If the contract is vague and other construction documents 
do not address a cost, you must rely on what is customarily 
billable in the construction industry, and from a business 
perspective, what is a reasonable amount to pay. To 
manage these situations, have your attorney amend your 
organization's boilerplate contract for future projects, or add 
a matrix to the boilerplate contract of all potential costs and 
who is responsible for these costs.

Summary
Auditors can be helpful in controlling construction costs 
by verifying that GC, GR and TR costs are reimbursable by 

the owner under the terms and conditions of the contract 
documents. Any costs that should not have been billed to 
your organization can be considered an overbilling and 
recovered from the contractor. Lessons learned should be 
used to improve future construction contract documents. 

Ron Risner, MBA, CIA, CCA, CCP, is 
founder and President of Risner 
Consulting Group, Inc. (www.
risnerconsulting.com) of Orlando, Fla. 
His firm offers 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.

Employee Engagement – continued from page 43
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