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Control and Audit of Contractor Self-Performed 
Work: Part 1
Watch the use of inside information
By Ron Risner, MBA, CIA, CCA, CCP

W
hen a contractor performs construction work 
that a subcontractor typically provides, it 
is referred to as self-performed work. Here, 
we’ll discuss the nuances surrounding self-

performed work, how contractors may financially leverage 
self-performed work for their benefit, and how an owner 
can control these efforts. Part 2 will address how an auditor 
should examine the audit costs and processes of self-
performed work.

Contractor as a subcontractor
Occasionally, in addition to performing their usual duties, 
a contractor will make a pitch to directly undertake 
certain types of subcontract work. Self-performed work 
is a widely accepted practice in the construction industry. 
Some common categories of work contractors perform are 
concrete, concrete forming, rough carpentry, louvers and 
wall and corner protection. Concrete work seems to be a 
preferred choice.

Without proper controls in place, a contractor may use 
inside knowledge to award themselves work at the owner’s 
financial detriment. As such, it is important to ensure the 
award of self-performed work is done at arm’s length.

How contractors use information to obtain self-
performed work
Typically, contractors will claim they can perform certain 
work at a more reasonable cost than the subcontracting 
community can because they have a better understanding of 
the project.

They will point out they have the ‘right’ expertise, 
allowing them to be more efficient and less costly than a 
subcontractor. While this may be true, it does not necessarily 

follow that they will be the best choice to perform the 
work or for the least cost. Let’s look at the nature of self-
performed work and how contractors can use project 
information to their benefit.

Access to financial information
Contractors can use the project’s budget and financial 
information to their advantage because they have access 
to it. Contractors typically have inside cost information on 
a project, perhaps including contingency funds. They may 
have helped the owner set the budget for certain types of 
trade work. The contractor may know whether the owner 
has excess funds to work with when hiring subcontractors.

Knowing how the process of hiring subcontractors, or 
“buyout” process, is proceeding gives a contractor an 
advantage over the outside subcontractors who know 
neither how the buyout process is proceeding nor whether 
the project is within the overall budget parameters.

Structuring the bid
During the formulation of the bidding process, contractors 
can structure the project bid to their advantage. For 
instance, they may combine two different trades knowing 
there is no subcontractor with the ability to perform both 
types of work.

Contractors can structure the 
project bid to their advantage.

For example, they might send a request for proposal to the 
subcontracting community that combines installation of 
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toilet accessories with concrete work. Few subcontractors 
will specialize in these two trades. Therefore, it leaves the 
contractor in position to be the only bidder. However, as 
a larger contractor, he may have “just the right staff” to 
perform these two trades.

In a reverse example, the contractor may remove a certain 
scope of work from a trade. For instance, subcontractors 
who perform drywall installation are typically responsible for 
wall and corner protection. During the proposal, however, 
the contractor may split out wall and corner protection work 
from drywall work, knowing there are few subcontractors 
that do only wall and corner protection. The contractor is 
then in the position to be the only bidder because they have 
“just the right staff.”

The BFF system
Contractors may contact their subcontracting friends in 
the construction community to submit a “courtesy bid.” The 
subcontractor submits a high bid as a favor to the contractor 
with no intention of procuring the work, knowing this assists 
the contractor in being awarded the work.

Unfortunately, catching a contractor manipulating self-
performed work via courtesy bids is difficult to do and even 
more difficult to prove. A form of bid rigging, this is a federal 
offense.

With these scenarios in mind, let’s look at how an 
organization can implement the necessary controls to 
ensure the bidding and award of self-performed work is 
done on an equitable basis.

Control of self-performed work
An owner can do a few things to ensure work is awarded on 
an arms-length basis.

Competitive process – Ensure that the contractor follows 
usual bid and award procedures for self-performed work. 
There should be a competitive bid process just like there is 
for other subcontracted trade work.

Self-performed work should not be a negotiation with the 
contractor. Obtain at least three bids (one of which may 
be the contractor’s). Bids should be carefully reviewed to 

determine that they are authentic. A telephone call to the 
bidders or a meeting to discuss the bid may be one way to 
determine bid authenticity.

Sealed bids – Have all bidders, including the contractor, place 
their bid in a sealed envelope to be opened in the presence 
of the owner, the contractor and the architect. When the 
contractor sends out the request for proposal it should 
specifically stipulate that the subcontractor submit their bid 
in a sealed envelope.

If the contractor is awarded 
the work, they should sign the 
same subcontract agreement 
used for other subcontractors.

Empirical evaluation – When the bids have been opened and 
recorded, a bidder evaluation process should occur through 
which the lowest, most qualified bidder is selected. Many 
larger contractors use software to perform an empirical 
analysis of the subcontractor with the best value (not 
necessarily the lowest bidder).

From an internal control perspective, the owner should 
review the bid analysis to ensure it was handled like any 
other trade bid. I suggest the architect also be involved 
in the process. In summary, do not allow the contractor 
to convince you that they can perform the work at the 
lowest cost without undertaking a bidding process and 
corresponding empirical evaluation.

Standard contract – If the contractor is awarded the work, 
they should sign the same subcontract agreement used 
for other subcontractors. This assures the owner that 
the contractor is operating under the same terms and 
conditions as any subcontractor and will not be accorded 
favored treatment. Absent a signed subcontract agreement, 
the contractor is operating under the terms and conditions 
of their construction agreement. The terms and conditions 
of that agreement may be quite different than those of the 
subcontract agreement.

Without proper controls in place, a contractor may use inside knowledge to 
award themselves work at the owner’s financial detriment.
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Having an executed subcontract agreement is helpful 
should a dispute occur between the owner and the 
contractor over self-performed work. The contract should be 
explicit as to the scope of work, its cost and how the work 
is to be performed. The agreement should be a lump sum 
agreement. When a cost plus agreement is used (such as 
Guaranteed Maximum Price), it offers the opportunity for 
possible abuse. (We will discuss this in Part Two.)

An owner should ensure the 
contractor does not “layer” or 
“pancake” their fee.

No double-dipping – An owner should ensure the contractor 
does not “layer” or “pancake” their fee, meaning that 
contractors are paid a fee for their work as a contractor and 
then are paid the same or higher fee for self-performed 
work.

The contractor’s fee is typically not defined as the ‘cost of 
work’ in most agreements, so they should not be taking their 
construction fee on top of their subcontractor fee.

For example, if the contractor is paid a construction fee of 
1.75% and then are paid 7% to self-perform certain work, 

they should not take 1.75% of the 7%. This is a markup on a 
markup. Note that most contractors will argue if they were 
not self-performing work then the owner would pay the 
1.75% to another subcontractor.

Summary
In this column we defined self-performed work and how 
contractors can use knowledge of the project to their 
advantage, and we discussed how the awarding of self-
performed work can be leveraged to their advantage. We 
then discussed how an owner can keep these possibilities 
in check. In Part Two, we will address how to audit self-
performed work—both the process and the cost. NP

Ron Risner, MBA, CIA, CCA, CCP, is founder 
and President of Risner Consulting Group, 
Inc. of Orlando, Fla. He provides construction 
audit training nationally. Risner Consulting 
provides domestic and international profes-
sional construction consulting and audit ser-
vices. Ron can be reached at (407) 340-5204 
or RonRisner@aol.com. You can find his firm’s 
website at risnerconsulting.com.

The Institute of Internal Auditors Research Foundation has 
recently published Ron’s first book on construction auditing, The 
Practitioner’s Blueprint to Construction Auditing. It can be or-
dered online at the IIA Book Store at www.theiia.org/bookstore/.

It is time for us all to stand and cheer for the doer, the achiever - the one who recognizes the challenge and does 
something about it.  
~ Vince Lombardi

Fall 2013 Association of Healthcare Internal Auditors New Perspectives  37

Control and Audit of Contractor Self-Performed Work


