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Construction Auditing Column

By Ron Risner

Monitoring the Performance of a 
Construction Project

Monitoring the performance of a capital 
expansion project is key to ensuring 
its overall success—not only from a 
fi nancial standpoint but also from a 
control standpoint. The most common 
way to monitor the performance is for 
the contractor to provide the owner with 
a monthly progress/status report. These 
reports can range from several pages to a 
nicely bound glossy with page after page 
of information. Most regional or national 
contractors have construction software 
which assists them in composing such 
a report. But what comprises a good, 
comprehensive report? Let’s take a look at 
the many different components that can 
be included and how these components 
bring value to the owner in terms of 
assessing fi nancial progress, performance 
and/or control.  

Narratives 

Many contractors start a progress report 
by providing the owner with a narrative 
of how the project progressed during the 
previous month and what is expected to 
be accomplished in the ensuring month. 
The narrative usually addresses, at a 
high level what construction activities 
were accomplished by the project team in 
the prior thirty days. For instance, if the 
project is just beginning the contractor 
might discuss the effort to pour the 
foundation and the “rough in” of the 
plumbing. In addition, the contractor 
sometimes highlights hot issues. Hot 
issues are those construction activities 
that have surfaced or will surface and 
need immediate attention in order to 
keep the project on track. This allows the 
owner to contemporaneously keep abreast 
of construction activities. The narrative 
section may also include minutes from 

weekly/monthly Owner, Contractor 
and Architect (a.k.a OAC) meetings as 
well as any safety issues that surfaced. 
Finally, some contractors will forewarn 
the owner of potential problems they 
are experiencing with the subcontractors 
(or they themselves are experiencing). 
These problems can be an early warning 
for potential disputes and maybe even a 
precursor to a claim.

Project Cost Summary

All projects should have a monthly project 
cost summary and most contractors 
are prepared to produce such a report. 
However, keep in mind that typically the 
contractor can only provide information 
on hard costs. This is because the 
contractor in all likelihood does not 
have access to soft costs incurred by the 
owner such as architect costs, survey 
costs, and legal costs (i.e. these costs are 
refl ected on the owner’s construction in 
progress (CIP) general ledger which the 
contractor cannot access). With this in 
mind it may be necessary for the owner’s 
fi nance division to produce an overall 
comprehensive report that includes 
soft costs. However, let’s look at what 
an owner might reasonably expect a 
contractor to produce. It may vary from 
contractor to contractor, but here is the 
most important information which should 
be included. 

Budget: The most important item to 
include is whether or not the project is 
on budget (i.e. the projected cost as of 

the end of the previous month should 
be compared to the actual cost and 
a variance column provided). While 
prior month and cumulative to-date 
budget information is important, it is 
equally and maybe more important, for 
the contractor to include the Expected 
Final Cost (EFC). The EFC estimates 
that given everything that is currently 
known the project will be either over 

or under budget when the project is 
completed(i.e. there will or will not 
be a cost overrun). Unfortunately, 
many contractors do not provide 
an EFC in their monthly budget/
fi nancial reports. This is because many 
contractors do not have the expertise 
or have not been trained to project fi nal 
costs. Finally, a list of commitments 
and/or any unused portion thereof 
would also typically be included in the 
budget report.

Cash Flow Projection: Inexorably 
included with the budget is a monthly 
cash fl ow projection. The monthly cash 
fl ow projection compares the projected 
outgoing cash fl ow by month to the 
actual cost of construction each month. 
Again many of the projects I have 
reviewed do not include a cash fl ow 
projection. This is because a monthly 
outgoing cash fl ow was not developed 
at the beginning of the project.

Contingency Usage: Remember that in 
a previous column I indicated there 
may be several contingencies on a 

All projects should have a monthly project cost summary 
and most contractors are prepared to produce such a report. 
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project. There may be a contractor’s 
contingency, an owner’s contingency, 
or an overall project contingency. In 
many cases the owner often does not 
let the contractor know that there is 
an owner’s or project contingency. 
This being the case the contractor 
cannot report on something that they 
are not aware of. Why does the owner 
have a contingency and not tell the 
contractor? Because change orders are 
a good source of additional revenues 
for the contractor and the owner is 
fearful that if the contractor is aware 
of another contingency in addition to 
their own, there may be an attempt 
to tap into it via the change order 
process. However, the contractor 
can show their original contingency, 
amounts used to-date, a description of 
the usage, the amount of contingency 
remaining, and who requested use of 
the contingency. Again, this is an area 
where the owner’s finance division 
may need to step in to produce 
information about other financial 
information (i.e. the owner and/or 
project contingencies). 

Progress Payment List: Finally, some 
contractors prefer to include a list 
of all payments they have received 
from the owner. This is generally for 
information purposes only.  

Schedule
It goes without saying that maintaining 
the schedule is just as important as 
staying within budget. In this regard most 

contractors include a monthly report 
which shows whether or not the project 
is on schedule. Depending on the project, 
a schedule can be dozens of pages. So, 
in this respect, I suggest the schedule be 
very high level and limited to several 
pages at most.   

Change Order Log

As we have indicated in previous 
columns the highest risk on a 
construction project is change 
orders. Why? Because contractor/
subcontractors often inflate the pricing 
of materials, labor and/or equipment 
resulting in enhanced profits. Therefore 
it is important that the owner not only 
review each individual change order 
but that they assess the overall number 
and dollar volume of change orders 
approved and pending. 

Construction Management or 
Administrative Logs
There is a bevy of construction 
management or administrative logs 
which can be included in the progress 
report. Let us take a look at each 
possibility.

Request for Information (RFI) Log: This 
log lists all written questions which 
have been asked of the architect 
during the construction process. It is 
not unusual, depending on the size 
of the project, for the contractor/
subcontractors to have hundreds 
of questions about the drawings. 
Asking these questions clarifies for the 

contractor/subcontractor exactly how 
the construction is to take place. The 
RFI log lists their requests. Generally 
speaking a high number of RFI’s can 
be indicative that the design was not 
complete from the beginning.  

Submittal Log: In addition to the RFI 
log there is a multitude of other 
correspondence, transmittals, samples 
of materials, etc., which must be 
reviewed during the project. All of 
these types of issues are handled 
via a submittal and controlled via a 
submittal log. The submittal log is a 
good way for the owner to see quickly 
all of the submittals that are taking 
place on the project.

Value Engineering Log: One way to 
keep the cost of the project down 
is for the architect, contractor and 
subcontractors to submit to the 
owner ways to reduce the cost of the 
project. That is, a subcontractor may 
suggest using a different window 
manufacturer because the quality of 
the window is as good as originally 
specified but is a lower price. If 
the contractor includes a Value 
Engineering Log it tells the owner 
whether or not all of the parties to 
the project are assisting the owner in 
controlling costs. The VE Log should 
include a description of all suggested 
value engineering ideas and whether 
or not the owner accepted the 
value engineering. The more ideas 
presented the more assured the owner 
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can be that everyone is assisting in 
controlling project costs.

Permit Log: One of the often overlooked 
management tools is the permit log. 
This log lists all of the permitting that 
must take place on the project, who the 
governing authority may be, the cost, 
who pays for the permit, the date the 
permit was applied for, and the date it 
is expected to be approved. The permit 
log allows management to assess 
quickly what permits are outstanding 
and when they can be expected to be 
received.

Alternate and Allowance Log: The 
alternate and allowance log lists those 
alternates and/or allowances which 
are included in the project. Each month 
the contractor should provide the 
status of each alternate (i.e. whether or 
not the owner has elected to choose the 
alternate). Or, in the case of allowances, 
whether or not the allowance was used 
and/or whether any portion remains 
to be credited to the owner.

Backcharge Log: A backcharge log 
tracks those instances on the project 
where one subcontractor damages 
the work or equipment of another 
subcontractor. When this occurs the 
contractor charges one subcontractor 
for the damage and credits the other. 
A backcharge log ensures the owner 
that they are not paying for these 
damages.  

Long Lead Time Schedule: The 
procurement of materials, machinery 
and equipment sometimes must be 
done weeks or months in advance 
of their installation or usage. The 
monthly status report should show 
all of the long lead time items, the 
current status and the estimated 
delivery time. The log helps monitor 
the risk of a potential construction 
slowdown because materials, 
machinery or equipment will be 
delivered late.  

Inspection Reports

During the course of construction 
many inspections take place by various 
disciplines such as safety personnel or 
engineering consultants. Many contractors 
either list these inspections or attach 
copies of the actual inspection reports.

Daily Field Logs

There are a variety of field logs that are 
typically completed on a daily basis by the 
contractor and/or subcontractors. Some of 
these are labor related (i.e. laborers might 
be required to complete sign-in and sign-
out sheets which can later be compared to 
their actual time sheets). Or, the delivery 
of materials to the site is recorded each 
day on a log (i.e. such as concrete truck 
deliveries). The delivery log can then be 
compared to the invoice which is received 
each month. Finally, the movement of 
equipment to and from the project site is 
recorded such that when the equipment 
company invoices the contractor they can 
verify the invoice as being accurate.  

Aerial or Site Pictures

In the back of many monthly reports 
contractors often provide pictures of 
progress that took place the previous 
month. They can include aerial as well 
as on site pictures. Pictures can also be 
used to record poor workmanship by a 
particular subcontractor.  

In summary, the content of a monthly 
project or status report can vary from 
project to project depending on the 
contractor. However we have attempted 
to provide the information which we 
believe is most important for an owner to 
know and monitor. NP
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