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Project Controls: An Integral Part of 
Construction
Alternative project delivery systems are changing the construction landscape
By Ron Risner, MBA, CIA, CCA, CCP

P
roject controls are important because they ensure 
construction progresses on time and on budget. 
They also help ensure the project is designed 
according to intent; constructed according to 

the drawings, plans and specifications; and is meeting 
quality standards. Further, it ensures job safety for project 
employees and effectively communicates information 
between project team members.

Project controls consist of two categories—financial and 
nonfinancial. Financial controls include financial reports, 
budget reports, cost controls and key performance 
indicators. Nonfinancial controls encompass the 
customary field report and logs of a project that are used 
to control and communicate information between all 
relevant parties. Field reports and logs may also have 
financial implications.

Financial project controls
One of the main financial goals of any project is to keep it 
on budget. The way to ensure construction is on budget 
typically requires someone, either the owner or the owner’s 
representative, to develop a capital budget at the beginning 
of the project and update it each month. A monthly budget 
report should include the original budget and whether 
the project was on budget the previous month, as well as 
cumulatively.

Ensuring the budget has teeth requires a pro forma cash 
flow projection be developed when the project starts. 
The cash flow projection estimates the revenue that will 
be received by the contractor each month, which is also 
the amount the owner will pay out each month.

Cash flow projections should be prepared using the 
contractor’s project schedule and estimated percentage 
of completion each month for the contractor and 
each subcontractor. There is software available to do 
this projection. Without this, the estimated monthly 
payments by the owner to the contractor each month is a 
guesstimate.

The budget report should also contain Estimate to Complete 
(ETC) and Expected Final Cost (EFC) calculations.

Budget financial reports often come in two sizes. A full-
length report that lists in detail all pertinent financial 
information, or a dashboard report for executives that 
contains highlights. Other financial controls communicate 
the status of cost items that have a direct impact on the 
contractor’s contract sum. These include logs showing the 
status of allowances, alternates, change orders, back charges 
and contingency usage.

In addition to budget monitors, financial analyses can be 
used to control a project. These are called Key Performance 
Indicators (KPIs). KPIs can include analyses such as the 
percent of contingency used vs. the percent of completion; 
the percent of general conditions used vs. the percent of 
completion (for cost plus type contracts); and the percent 
of budget used vs. the percent of completion. And the list 
goes on.

Nonfinancial project controls
The nonfinancial project controls most construction 
managers are familiar with are field reports and logs that 
are produced throughout the project. Sometimes there is 
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a quality or project control person responsible for these 
reports. Nonfinancial project controls include:

1. Change order log

2. RFI log

3. Submittal log

4. Long lead-time item log

5. Safety occurrence log

6. Meeting minutes

7. Equipment usage log

8. The schedule

9. Quality assurance reports

10. Quality control reports

11. Permit log

12. Other reports or logs

Many contractors develop a binder of these project 
controls at the beginning of the project and update them 
as part of the monthly progress report to the owner. Less 
frequently, a contractor uses a project control manual with 
these reports attached to their construction agreement 
as an exhibit each month. Additionally, there may be a 
construction policy and procedures manual that addresses 
project controls.

A large theme park project I audited had 12 prime 
contractors on the project at the same time. Each prime 
contractor was responsible for a certain project area (a 
themed area, back of house, parking garage etc.). Rather 
than receiving 12 different sets of project controls, the 
owner attached a construction policy and procedures 
manual to each contractor’s construction agreement.

The manual included a template for the change order log, 
RFI log, submittal log, lien releases, copies of boilerplate 
contracts (lump sum, GMP, etc.) that each contractor was 
required to use. This effort was a means to ensure the owner 
did not have to deal with multiple types of project reporting 
mechanisms. This worked well, and I am a proponent of 
these types of project control initiatives when the project 
magnitude warrants or when a capital expansion program 
extends for many years.

When to audit
When should an auditor become involved in reviewing 
project controls?

Think about an IS system that is being designed and 
engineered and that needs to be documented. It is generally 
understood that IS auditors should become involved in 
systems development when the project commences and 
continue throughout the project.

Consider a building as a similar system that has been 
designed and engineered, and will be constructed. An 
analogy can be made that a construction auditor similarly 
should become involved when the project commences 
and stay involved through the course of the project. The 
object in both cases is for the auditor to make sure a 
system of controls is developed before the project and then 
implemented during the project.

The auditor’s objective after the controls are developed is 
to ensure the controls are working as designed (the logs are 
being maintained and executed properly and so forth).

Alternative project delivery system
In the construction industry of late, there has been a 
movement toward delivering projects in an alternative manner 
vis-à-vis the traditional design-bid-build (DBB) methodology.

In the traditional DBB, the architect produces a set of 
drawings, the construction community bids on the 
project and the most qualified, lowest-bid contractor is 
selected by the owner. After the drawings are complete (or 
nearly complete) and before the construction begins, the 
preconstruction period may include a value engineering 
process (now being called value analysis).

However, alternative project delivery (APD) systems are now 
changing the landscape for the construction industry. The 
objective of an APD system is to integrate the design and 
construction efforts such that the value analysis process 
takes place during design and not afterward.

One of the more common APD systems in the construction 
industry is the Integrated Project Delivery (IPD) system. 
In an IPD, the contractor is brought on board as soon as 
possible to work with the owner and architect to perform 
a value analysis while drawings are underway in hope of 
expediting the entire process, reducing costs and ensuring 
constructability.

Additionally, the contractor usually employs the mechanical, 
electrical and plumbing (MEP) subcontractors so they can 
have input as the drawings are being produced. This is 
important because generally over 50 percent of the cost 
of the project relates to the work of MEP subcontractors. 
Further, it is better to have their input during the design 
phases than incurring MEP change orders that add costs to 
the owner due to MEP overhead and profit markups.

Project controls and construction delivery systems
Here is an example of the new delivery system used in the 
construction industry and how it may affect auditing. The 
IPD delivery system was employed in constructing a new 
90-bed hospital built by Martin Health System (MHS) near 
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Port St. Lucie, Fla., called Tradition Medical Center (Tradition). 
The MHS construction department decided to use the IPD 
system to build Tradition. The architect, contractor and 
MEP subcontractors gave their input as the drawings were 
developed.

The internal audit department and construction department 
took IPD to a new level. They also decided to engage my 
firm early. The engagement was not to review the drawings, 
but to review “project controls” before construction began. 
In essence, they integrated the audit function into the 
project by allowing the auditor to evaluate the financial and 
nonfinancial controls at the project start.

As a result of the audit recommendations, MHS directed 
the architect, owner’s rep and contractor to improve their 
project controls before the project began. The project 
controls were subsequently refined in the early stages of 
construction.

To further integrate the audit function, MHS:

 • Invited auditors to attend OAC meetings in person or via 
conference call

 • Granted auditors access to the project website that 
housed most of the financial and nonfinancial reports

 • Included auditors in the distribution list for the 
contractor’s monthly status report (which contained 
many of the project controls reports and logs)

 • Gave audit issues more transparency in OAC meetings by 
discussing findings related to project controls

MHS was able to not only integrate the design and 
construction functions, but integrate the audit function, too. 

The Integrated Audit Approach (IAA) resulted in a better 
audit. It implemented effective and efficient project controls, 
improved communication between auditors and project 
personnel and reduced the number of typical audit findings. 
In addition, the project team gained new insight into how 
an auditor looks at project controls.

APD projects will continue to grow as the delivery system of 
choice in the construction industry. It is a chance for auditors 
to capitalize on the evolution and to be integrated in a 
project at an early point.

Summary
Project controls are an integral part of managing and 
controlling the project. Perhaps the construction industry, 
working with the audit profession, will see an integrated 
audit approach as a new way to involve construction 
auditors in development of project controls from the start 
of a project. The Tradition Medical Center project in Port St. 
Lucie, Fla., illustrates the benefit of this integration. NP
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Whatever you do in life, surround yourself with smar t people who'll argue with you. 
~ John Wooden


