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In the last two columns we introduced the 
various types of construction audits and 
defi ned the scope of these reviews. In this 
column we talk about when to begin these 
construction audits. A simple answer is 
that you can begin a construction audit 
any time you, your management or 
your Audit Committee wants. However, 
depending on several variables there are 
pros and cons to starting at the beginning 
of the construction project, in the middle 
or toward the end. We will address the 
pros and cons you should consider before 
making up your mind. Specifi cally I will 
give you a more precise answer which is 
dependent on two major variables—the 
type of audit you wish to perform and 
the type of construction agreement being 
used by your organization.  

Control Reviews
Let’s start from the beginning. There are 
two main types of construction audits 
plus other types of corollary audits 
that we have addressed in previous 
columns. Let’s focus fi rst on the two 
main types—a control review and a cost 
review. If your organization is undergoing 
a one-time construction project and you 
want to perform a control review, then 
it is essential to begin your audit at the 
inception of the project. Why? If you 
wait until the project is too far along 
before you conduct a control review your 
recommendations will be ignored. This 
is because essentially once the project is 
complete there is no one to implement 
your control recommendations since the 
contractor or construction manager will 
likely be gone and/or your facilities/
construction department (whatever it 
is called in your organization) will be 
relegated back to their normal workload. 
However, if you have capital expenditure 
projects ongoing for a number of years 
then you can begin your control review 
at most any point in a project with the 

assumption that your recommendations 
will have relevance for future projects. 
So, if you want your recommendations 
to be implemented for the “fi rst” project 
then it is essential you become involved 
very early-on, such that the timing of 
your report will allow the implementation 
of the recommended control measures 
before the project gets too far along. 
In this case you may want to meet 
with the architect, contractor, and your 
department responsible for construction 
before the project begins to understand 
what controls will or will not be in place. 
The type of contract being used by your 
organization (lump-sum, guaranteed 
maximum, etc.) is not relevant to the 
timing of a control review (although the 
controls between these two predominant 
types of agreements will be different).

Cost Reviews
The picture changes signifi cantly when 
performing a cost review as opposed to 
a control review. If the project you are 
reviewing is being constructed under a 
lump-sum agreement (which includes 
most design/build agreements) then 
a cost review can be performed just 
about any time (i.e. at the beginning, in 
the middle, or at the end). However, if 
you perform a cost review at the very 
beginning or in the middle keep in mind 
that most of the cost may not have been 
incurred and it will be necessary to either 
perform a continuous audit and/or a 
closeout audit. 

On balance, the best time to begin a 
lump-sum agreement review would be 
towards the latter part of the project—but 
not too late. If you do not begin soon 
enough and you identify cost savings or 
recoveries after the project is closed out 
it will be diffi cult to recover the money 
because the contractor will be gone. So 
it is important the timing be such that 
cost savings or recoveries can be set off 
against the contractor’s fi nal payment. 
This means initiating the review several 
months prior to the scheduled completion 
of the project.   

GMP/GMAX Reviews
Let us now look at when to initiate a 
guaranteed maximum price, (a.k.a. GMP 
or GMAX) unit price, cost plus, or time 
and material cost review. Determining 
when to start these becomes a bit more 
complex. If you start a review of these 
types of agreements right after the project 
begins, like a lump-sum agreement, much If the project is 

too far along your 
recommendations 
will be ignored.
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of the cost will have not yet been incurred. 
However, the difference between 
reviewing these types of agreements and 
a lump-sum agreement becomes more 
pronounced. If you, management or the 
Audit Committee’s philosophy is to “nip 
in the bud” costs that should not be borne 
by your organization, then performing the 
cost review early-on is where you want 
to be. If you want to review somewhere 
in the middle of the project, then similar 
thinking applies in that you can prevent 
costs from being billed for the remainder 
of the project. In both of these approaches 
it will be necessary to periodically 
update the audit until a closeout review 
is completed at the conclusion of the 
project. However, if the philosophy is to 
wait until the project is near completion 
and then review for over-billings (to be 
offset against the final payment), this is 
the way to go. To some degree, waiting 
to perform a closeout review may take 
the least amount of audit resources, as all 
costs are available for review eliminating 
need for a continuous review. The two 
cons of waiting until the end are: 1) the 
contractor or construction management 
may question why you waited until the 
end to perform the review, and 2) the 
psychological deterrent of a continuous 
ongoing audit is mitigated by waiting 
until the end. Conversely, a pro is that 
you do not ‘interfere’ with the momentum 
of the project by waiting until the end, 
although this tends to be overstated 
by the contractor and/or facilities/
construction department.  

Facilities/Construction Department 
Control Review
Reviewing the controls surrounding your 
organization’s facilities/construction 
department. A review of this nature 
can be performed at any time there are 
ongoing capital expenditures. Once again, 
the earlier the better. This is because 
recommended internal controls, policies, 
procedures, cost controls, and cost 
containment suggestions can be applied 
to all ongoing or future projects.  

Change Order Review
Reviewing change orders. Again, when 
to start a change order review depends 
on your philosophy. Like a GMP cost 
review you may want to “nip in the bud” 
costs that should not be borne by your 
organization. However, a closeout review 
will allow you to sample more of the 

change order universe by waiting until 
the end of the project. 

Financial/Budget Report Review
Another review pertains to the evaluation 
of the monthly financial/budget reports 
produced for a project. I recommend 
that this type of review be performed 
fairly early in a project. If there are 
financial or budget errors being made 
in the monthly cost report, particularly 
in the forecast of the expected final cost 
(EFC), then the auditor can be invaluable 
in making recommendations to correct 
these problems. If you wait until the end 
to perform this review and you then 
discover there are errors in the financial/
budget reports of the project, especially 
for the EFC, then you will not have 
any impact in assisting with control of 
potential cost overruns (i.e. it will be too 
late to make cost saving changes and/or 
perform value engineering which may 
reduce or prevent the cost overruns).  

Litigation Reviews
One special review which we mentioned 
in a previous column involves assisting 
with potential or actual litigation against 
your organization by a contractor, 
construction manager, or subcontractor. 
In this case the auditor does not have 
many options to assist with resolving 
these disputes. Your organization and/or 
attorney will determine if your assistance 
is needed to help with this type of review 
and when to get started.  

Audit Resource Availability
One final discussion point. A variable 
which we only mentioned briefly is audit 
resources. Whether or not audit resources 
are available when the optimal time is at 
hand to perform a construction audit may 
trump the other variables. In this case 
you will need to alter the audit scope and 
timing the best you can to obtain the most 
efficient and effective construction audit. 

Conclusion
In summary, the decision of when to 
begin a construction audit is your choice 
based on a number of variables that 
have their pros and cons. Being faced 
with construction projects at different 
times very well may cause you to choose 
different options. Hopefully this column 
assists you in evaluating the pros and 
cons of when to start vis-à-vis the several 
variables discussed. NP
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