
Game On: The Preconstruction 
Costs Audit: Part 1
Don’t ignore this phase of your construction project
By Ron Risner, MBA, CIA, CCA, CCP
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This column introduces the preconstruction phase 
of a construction project and its components. Part 
2 will complete discussion of the classification of 
the components, address means by which costs 

can be controlled and how to audit the preconstruction 
phase of a construction project.

The four phases of a construction project are planning, 
design, preconstruction and construction. In this column we 
address the third phase—preconstruction.

What are preconstruction costs?
The preconstruction services of a construction project 
consist of those preparatory activities, after the planning 
and design phases have been initiated, that need to occur 
before construction begins. Defining preconstruction 
services beyond this is di!cult because there is no clear 
industry definition of what comprises preconstruction 
services and who is responsible for such services. 

Preconstruction services needed on one construction 
project may not be necessary on another. Furthermore, the 
owner may choose to contract directly for preconstruction 

services on one project and to separately engage the 
architect or contractor to perform most of the services on 
another project. 

This means in some cases the owner directly pays for 
preconstruction costs, and at other times the architect or 
contractor pays for those costs. The bottom line is that the 
owner will pay either directly or indirectly. As a result, an 
auditor should be prepared to audit preconstruction costs. 

Materiality of preconstruction costs
Preconstruction costs should be a component of any 
construction audit. From a materiality standpoint, 
preconstruction costs are generally a small fraction of the 
hard costs of construction and will consume limited audit 
resources. Preconstruction costs can be millions of dollars on 
mega-projects. For preconstruction projects of $100 million 
or less, the costs will be in the six- or low seven-figure range. 

As we will see, the cost of preconstruction is dictated by 
the scope, magnitude and complexity of the project. Some 
construction projects will have many preconstruction costs 
to review—others, not so much. Some of the preconstruction 
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!e preconstruction phase can start years before  
the initial construction phase.

costs discussed here may not occur on your project because 
they may not be a necessary part of the construction. 

Preconstruction agreements
One of the components of a construction audit is contract 
compliance. So, it is important to review the preconstruction 
agreement. Note, however, that some projects may not have 
a separate preconstruction agreement. It is possible that 
the preconstruction services and associated costs may be 
contracted for directly by the owner or may be included in 
the design or construction agreement. 

When requesting copies of all agreements at the beginning 
of the audit, be sure to ask for a copy of the preconstruction 
agreement. If you are told that there is no preconstruction 
agreement, you will likely see that the costs were included 
in the construction agreement or as part of the services 
provided by the architect. If this is the case, you will need 
to read the construction and/or architect agreement to 
determine the scope of services. 

In addition to reading the construction agreement, you 
should also review the contractor’s payment application. 
If the contractor is responsible for any preconstruction 
services, expect to see a separate line item listed as 
preconstruction. You can also review the contractor’s 
original cost estimate (for cost type agreements such as 
Guaranteed Maximum Price) to see if preconstruction cost 
projections were included. 

If you find preconstruction costs in any of these documents, 
a review of preconstruction costs should be included in your 
audit of the construction project. 

Preconstruction activities classifications
I have created seven types of preconstruction activities. In this 
column, I will address three. Part 2 will address the last four.

Project planning
The first part of preconstruction activities is project 
planning. As mentioned, many owners do their own project 
planning. Others rely on a program manager, contractor, 
architect or consultant to assist with a number of services. 
Depending on the scope, magnitude and complexity of a 
project, the preconstruction phase can start years before the 
initial construction phase. 

I recall a theme park that was in the planning stage 10 years 
before construction started. Another organization has an 
eighty-acre master facility plan that will be built out over the 
next fifty years. For this organization, as soon as one building 
starts construction, a new building begins the preconstruction 
phase. It is interesting to note that many of the national and 
international construction firms have personnel whose only 
expertise is handling preconstruction activities.

For auditors, the planning stage consists primarily 
of reviewing labor and/or consulting costs. This is 
accomplished by testing the relevant contracts and 
associated invoices to ensure they are billed according to 
terms and conditions, as well as the other attributes you 
would test in an accounts-payable audit. 

Estimates, budget development and cost control
Every owner wants the project to come in under budget. The 
preconstruction phase is where it starts. During this phase, 
the owner may draft the budget with: 

 An independent estimating company
 The architect
 The estimating resources in their construction department
 A Construction Manager (CM)

The latter can take two avenues. The owner may hire a CM 
to assist with the budget, but will advise them they must bid 
on the actual construction as any other potential contractor. 
The second approach entails an owner hiring a CM with the 
agreement they will be the CM for the preconstruction and 
construction phases. 

From an audit standpoint, I prefer to see the CM 
competitively bid on the construction phase. Regardless 
of the approach, if the estimated cost of the project comes 
in overbudget, the owner, architect, contractor and/or 
subcontractor(s) will undertake a value engineering or value 

Be prepared to audit 
preconstruction costs.
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analysis e"ort to bring the project below budget. This means 
the budget may undergo various iterations. 

I always ask for the final budget, since the project will be 
measured by it. I may ask for earlier budgets to understand 
how the final budget evolved. Your audit will consist 
primarily of reviewing labor and/or consulting costs. The 
audit involves reviewing the contractor, architect, consultant 
or vendor contracts to make sure they are billed according 
to the terms and conditions of these agreements. You will 
also want to look at the other attributes you would test for in 
an accounts-payable audit. 

Construction phased planning
During the preconstruction phase, you may find the 
construction phase will have other phases, each with its 
own timeframe. For instance, if the project construction 
documents are not 100% completed when the project 
breaks ground, you may see the project being completed 
in phases. The first phase may be infrastructure/site/
foundation work, the second may be structural steel 
framing and the third phase may be completing the 
interior, etc.

It is during preconstruction that the construction phases 
are determined based upon when the architect completes 
the design. The phasing approach will also determine if the 
project is on a fast track. The phased approach or fast-track 
construction means drawings are incomplete, and in all 

likelihood there will be an increased number of change 
orders. Because there are more change orders, your audit 
will probably require more audit resources. 

Conclusion
Preconstruction costs are usually a small portion of 
construction project cost. However, preconstruction costs 
should still be reviewed by an auditor. In this column, 
we pointed out that it is hard to define preconstruction 
costs since they vary project to project. We looked 
at the possibility of a preconstruction agreement 
existing and we began classifying the different types of 
preconstruction costs.

In Part 2, we will complete the classifications of 
preconstruction costs, learn how to control preconstruction 
costs, discuss the timing of the preconstruction audit and 
other factors surrounding preconstruction costs that are 
important for an auditor to consider. NP
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Preconstruction services needed on one construction  
project may not be necessary on another.

Preconstruction costs are generally 
a small fraction of the hard costs of 
construction.

Except for an occasional hear t attack, I feel as young as I ever did.  
~  Robert Benchley
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