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Conduct a Pre-Construction Risk Review – 
Part 1
Identify and manage risks early
By Ron Risner, MBA, CIA, CCA, CCP

B
efore a construction project begins, a review by 
internal audit can decide if the project team is 
properly prepared to address basic construction 
risks. You can give proactive assurance that risks 

are identified and managed early in a construction project.

In this two-part series, management practices and 
procedures will be reviewed that can help mitigate and 
control construction risks before and during the project.

Part One will review the risks related to design, financial 
information, cost control and quality. This column will also 
help you develop a comprehensive checklist to avoid the 
risk of making the final payment without verifying the 
completion of important steps. Part Two will review the 
remaining seven risks shown in the sidebar on the next 
page.

With this knowledge you should be able to address these 
same risk issues for your organization to ensure the 
construction project is off on the right foot to achieve 
schedule, budget and quality goals. The risks covered are in 
no specific order, do not include all risks, and do not indicate 
absolute or relative risk. Each risk in your situation will need 
your organization’s estimate of significance and likelihood.

Design risk
The design effort should produce an aesthetically pleasing 
and practical building based on its purpose. But risks exist in 
any set of drawings for errors, omissions and constructability 
issues. The following tools can ensure design risks are under 
control, properly recognized and communicated throughout 
the project.

Value engineering log – Drawings should be vetted by the 
project team during the design phase to identify more 
efficient and economical ways to construct the building. Any 
approved design changes and the added savings should be 
recorded in a value engineering log.

RFI log – A request for information (RFI) log is a standard 
tool on construction projects to document questions 
related to unclear, ambiguous and conflicting matters in the 
construction documents. Failure to address these questions 
could result in the need for costly corrective work.

Make sure the log has a column that shows the length of 
time an RFI has been unanswered. Unanswered RFIs increase 
the risk that work in the field is not being completed 
promptly, which may result in out of sequence construction 
activity.

Out of sequence activities create schedule completion risk 
because a trade subcontractor may be waiting on another 
trade subcontractor to complete their work, resulting in lost 
work days. While ten days is an acceptable period for an RFI 
to be answered, a shorter period, such as three to five days, 
is preferable. However, you should refer to the contract since 
the period can be stipulated there.

Submittal log – Shop drawings, material data, samples, 
and product data should be tracked in submittal logs 
to assure that the correct products are installed on the 
project. Like RFIs, the submittal log should include a 
column that shows the number of days the submittal 
has been outstanding. Some projects allow as much as 
21 days to respond to submittals, but 10 days is a more 
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typical period. Refer to the contract because the period 
may be stipulated there.

ASI log – While a change order log can help monitor 
construction variations, an architect's supplemental 
instructions (ASI) log can help monitor design changes.

Add services log – Architects typically issue an add service 
letter when they are asked to amend the drawings or provide 
other services. An add service letter is an amendment to the 
design agreement and serves as the support for paying for 
the added design services. An add service log should show 
each design change made by the architect.

Financial information risk
Your organization's projects will have a series of monthly 
budget reports. However, other financial and accounting 
reports, as well as field logs, can provide information to help 
monitor the risk of cost overruns.

Contractor contingency log – The contractor contingency log 
reflects the amount of cumulative contingency used and the 
amount remaining. An early warning that the contractor will 
run out of contingency funds exists if they are being used 
faster than the project is being built. Therefore, to enable 
early warning capability, make sure that budget reporting 
shows the percent of contingency used or committed 
compared to the percent of budget used and the percent of 
actual completion of the project.

Buyout savings log – Reserve or hold-back funds typically 
result from the buyout of subcontractors on gross maximum 
price (GMP) projects. These savings occur when the actual 
cost of a subcontract is less than what was originally 
estimated. Buyout savings are often used by the contractor 
when needed to fund change orders or to transfer funds 
between division line items on the schedule of values. A log 
should be kept tracking any savings and the use of savings 
to fund other parts of the project.

Allowance log – The contractor should maintain an 
allowance log that shows each allowance, amount used 
and any unused portion. A separate file should be kept for 

each allowance that reflects the cost of materials, labor and 
equipment.

Alternate log – Alternates for materials, labor or equipment, 
with the same characteristics and quality, may be identified 
at the beginning of the project. If alternates are available, 
the contractor should keep a log that parallels the 
information provided on the allowance log.

Budget transfers – Budget transfers should be approved by 
the owner. A form should be used for all transfers and a log 
should be maintained that reflects these transfers.

Budget reconciliation – The actual cost shown on the 
monthly budget report should be reconciled to your 
organization's construction in progress (CIP) general 
ledger accounts before the monthly budget report is 
issued. Sometimes the owner may pay an invoice without 
the contractor's knowledge. These payments will create a 
difference in the actual cost shown on the monthly budget 
report.

Cost control risk
The primary source to decide what costs are reimbursable or 
not reimbursable will be found in the cost of work definition 
in the construction agreement. However, during the 
project, gray areas will surface as to what is and what is not 
reimbursable. Risk-reducing tools and techniques can help 
manage and resolve gray areas.

Project cost and fee matrix – Development and inclusion of a 
cost matrix as an addendum to the contract will help decide 
whether the architect, consultants, contractor or owner 
are responsible for costs. The matrix lists various types of 
construction costs and who is responsible for paying the cost.

Nonreimbursable cost tracking – When the contractor's 
monthly payment application is reviewed, a list should 
be kept of any gray area costs. A list of potentially 
nonreimbursable costs allows these questionable items to 
be tracked and resolved with the contractor.

Bonuses and discretionary payments – Some construction 
agreements allow the contractor to pay bonuses, profit sharing, 
incentive compensation and other discretionary payments to 
their employees, subcontractors and vendors, with or without 
written owner approval. Before the construction agreement 
is signed, the owner should either prohibit such payments or 
decide what parameters are allowed before the contractor 
submits such a payment request.

Equipment and small tools log – During a GMP project, the 
contractor may purchase construction tools, equipment 
and furniture (typically for the field trailer) that will be 

Construction risks

1. Design

2. Financial information

3. Cost control

4. Quality

5. Contracts and legal

6. Schedule

7. Change orders

8. Insurance

9. Surety

10. Safety

11. Claims and  
liens
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turned over to the owner at the end of the project. The 
contractor should keep a log of these items that includes 
a description, model, purchase date, amount of purchase 
and serial number when available. At the end of the 
project, the information will be useful for depreciation 
purposes should the owner place any of the items into 
service.

Equipment and furniture rental – On a GMP project, instead of 
leasing construction equipment and trailer furnishings, the 
contractor should perform a lease/purchase analysis to find 
the most economical way to proceed. The contractor should 
keep records that include a list of such decisions.

OPO for sales tax savings – Under state laws, not-for-profit 
entities may be exempt from sales tax on items bought by 
the contractor and subcontractors. Consequently, purchase 
orders for the contractor and subcontractors can exclude 
sales tax. For control purposes, both the contractor and 
subcontractors should keep an OPO (owner purchase order) 
log, which should be reviewed monthly for the nonpayment 
of sales taxes.

Back-charge log – On most construction projects, situations 
occur where one subcontractor damages another 
subcontractor's work or equipment. These situations 
can result in a subcontractor being back-charged for the 
damage they created and the other subcontractor credited. 
The contractor should maintain a back-charge log to ensure 
that the costs of repairs are not billed to the owner.

A cost matrix will help 
decide whether the architect, 
consultants, contractor or owner 
are responsible for costs.

Cash flow projection – A cash flow projection is typically 
developed by a contractor at the beginning of the project 
to anticipate their revenue stream from the project. The pro 
forma cash flow statement can inform the owner's finance/
accounting department what their approximate outgoing 
cash flow will be each month.

Substitutions of material or equipment – Substitution of 
materials or equipment may be identified during the 
course of the project. Substitutions can be made at a 
more economical price without degrading the quality or 

quantity of the material or equipment. In those instances, 
the contractor should have a form that accumulates and 
describes any substitutions, which should be approved by 
the owner, the contractor and the architect.

Final payment to the contractor – Criteria in the contract 
documents must be met before the contractor is given their 
final payment. The criteria may include:

1. Meeting all payrolls

2. Paying all invoices for materials and equipment

3. Obtaining consent of surety

4. Providing a full set of as-built drawings

5. Completing all final lien waivers

6. Completing the punch list

7. Giving warranties and operating manuals to the owner's 
facilities department

Here is where you’ll need the comprehensive checklist that 
you developed at the beginning of the project, to avoid the 
risk of making the final payment without completing these 
steps.

Quality risk
The contractor should have a quality management plan for 
the project to ensure that the project meets the highest 
standards of construction. Look for the following to reduce 
the risk of inferior quality construction.

Field tests, laboratory tests and threshold inspections – 
Determine that the contractor is prepared to perform 
project tests and inspections, and obtain necessary 
approvals on materials and equipment, including 
concrete, asphalt, window pressurization, window leaks, 
grout, and fire alarms. The contractor should maintain 
records of these and any third party field, laboratory or 
threshold testing.

Nonconforming log – Sometimes construction activity is not 
in conformance with the drawings. Documentation should 
be kept by the contractor to:

 • Explain the nonconforming situation, the date of 
discovery and who found the nonconforming work.

 • Show the responsible party for correcting the deficiency, 
when the correction was completed, and how and by 
whom the correction was made.

 • Summarize the subcontractor back-charges for the 
correction.
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Materials received log – The contractor should keep a daily 
log of materials delivered to the project site in case quality 
issues arise related to materials. The report should also 
include any safety issues related to these materials.

Summary
A review before a project begins can help ensure that your 
project team is prepared to manage construction risks. You 
can then assure senior management that risks have been 
anticipated and addressed in a reasonable manner. Also, 
becoming familiar with risks and controls before the project 
begins will aid you in performing an effective and efficient 
construction audit once the project begins.

This column, Part One of a two-part series, reviewed the risks 
and controls related to design, financial information, cost 

control and quality. Part Two of this series will address the 
remaining seven risks listed. 
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training and workpaper reviews. His 
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to Construction Auditing, can be 
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continued confidence that controls are effectively operating 
as intended. These checks also help the organization sustain 
an effective enterprise-wide risk, compliance, and controls 
framework. EHR health checks enable internal auditors to 
elevate their position across the organization by proactively 
identifying and responding to emerging risks with these 
systems and related processes.

For internal auditors contemplating a journey to the patient 
safety frontier, the following steps can help gain buy-in and 
win collaboration across the organization:

1. Understand what data exist across EHR, HIT and other 
enterprise systems.

2. Outline a business case for the assessment using 
examples (e.g., from other implementations, safety 
incidents, regulatory focus) and goals for the project.

3. Identify and collaborate with key stakeholders including 
risk management, compliance and information 
technology.

4. Engage with clinical leadership and jointly set up 
program governance.

5. Obtain skills and tools, such as analytics, needed to 
perform assessments.

6. Prioritize risks by considering likelihood and effect of 
patient harm and noncompliance by clinical areas, 
results of other assessments and event reporting.

7. Create a continuous learning model to meet future risk 
mitigation objectives.

Summary
Safety is a basic expectation of your patients and payers. 
Healthcare organization reputations and reimbursement 
depend on giving a clinically safe patient experience. 
Internal auditors need to embrace EHR and HIT data with 
a view through a new clinical risk lens. Then you can play a 
highly relevant, strategic role as your organization works to 
excel in value-based care models. 

Venture into Patient Safety – continued from page 43

A quality management plan for the project should ensure 
meeting the highest standards of construction.
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