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Construction Auditing

How Construction Projects are  
Organized Affects Your  
Construction Audit
By Ron Risner

Construction projects can be managed, 
directed, and controlled by a number 

of organizational structures. This column 
explores five commonly encountered 
structures you may see when performing 
a construction audit. 

The traditional approach 
(a.k.a. design-bid-build approach)

This is the approach you most commonly 
encounter. The owner contracts with 
an architect/engineering firm (A/E) to 
provide a set of construction drawings 
to the owner. The owner then puts 
the drawings out to the contracting 
community to bid on. 

Under this approach, the owner manages 
the overall construction process. 
Significant control is maintained by hiring 
the general contractor directly. For a 
variety of reasons, the owner may elect 
to hire a construction manager (CM) or 
Owner’s Representative (OR), (sometimes 
referred to as the OAR -Owner’s 
Authorized Representative), firm to 
represent them. 

The CM (or OR) acts as the “go-between,” 
representing the owner to the general 
contractor, and advises the owner 
regarding various courses of action, as 
decision points are reached during a 
project. These decision points can range 
from:

• Making and approving change orders 

• Deciding how to use contingency 
funds 

• Accepting alternates (such as adding 
another operating room) 

• Determining the contents of the 
monthly financial report 

In the traditional approach, generally 
the owner or CM are “not at risk” for 
the construction means or methods. 

The general contractor retains this 
responsibility, as well as responsibility 
for completing the project on time and 
within the contract sum. Keep in mind 
that the primary responsibility of the 
CM is to give their best advice to the 
owner on the project management 
overall (including hiring the general 
contractor). 

Unfortunately, I have seen CMs make 
decisions that adversely affect the owner 
and benefit the contractor. Several 
colleagues, myself included, believe 
the CM often aligns with the contractor 
because their paths may cross again. 
Whereas, with regard to the owner, 
the project often represents a one-time 
business endeavor. 

Let’s look at the traditional approach 
from a risk standpoint. When an owner 
hires a CM to represent them it means 
the owner is unwilling to directly 
manage the general contractor for several 
reasons: 

• They may not have the time. 

• They may not have the resources. 

• They may not have the in-house 
expertise. 

• Most important, they are not familiar 
with the construction industry and 
are unwilling to assume the risk 

of making decisions which may 
adversely affect the construction 
quality,  schedule, and/or the project 
cost.

From a risk standpoint, I prefer that 
owners hire a CM because the facilities 
departments of most owners are not 
capable of handling projects that run into 
millions of dollars. 

When an owner elects to oversee the 
project, they believe their facilities 
department is familiar with the 
construction industry, and managing a 
construction project is not that difficult. 
In these instances, I have often seen 
general contractors drive project costs up 
to take advantage of the owner. This is 
done by inflating change orders, passing 
through contractor overhead, and 
other non-reimbursable costs. Someone 
experienced in the industry would not 
accept these. 

Conversely, other owners not as familiar 
with the construction industry will “beef 
up” their facilities department by hiring 
new personnel and letting them oversee 
the general contractor. Unless the new 
personnel have solid experience in some 
aspect of construction management, the 
general contractor may still attempt to 
take unfair advantage of the owner. 

Generally, I do not favor using in-house 
facilities personnel to manage large 
projects. Having said that, one of the 
best-controlled projects I have seen, 
was an owner who employed a licensed 
general contractor to oversee the general 
contractor. The individual and the GC 
spoke the same language; the individual 
was wise to the ways contractors could 
drive up the cost of a project. 

For an owner to assign responsibility 
for construction management to an 
in-house executive, such as the Chief 
Financial Officer, is an unwise structural 
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decision. The CFO may understand the 
construction capitalization accounting 
intricacies, but have little or no 
construction experience.  

What affect does the traditional approach 
have on your construction audit? 

If the scope of the audit is primarily cost-
driven you will need to add a review of 
the costs incurred by the CM, in addition 
to the review of the general contractor’s 
costs. If, however, the audit scope is 
process-driven, you will need to include 
the internal and financial controls in the 
owner’s facility department, the CM, 
and how those controls interface with the 
general contractor’s controls. 

An independent review of the facilities 
department should include:

• Reviewing the number and mix 
of personnel employed in the 
department.

• The number and complexity of 
projects assigned to each in-house 
project manager.

• The type of construction agreements 
being used.

• The tracking of historical construction 
cost data.

• The development and use of 
construction policies and procedures, 
including use of standardized 
contracts and construction forms.  

CM at risk approach

This organizational structure is an 
offshoot of the traditional approach. In 
this approach, the owner independently 
hires the A/E firm to produce the 
drawings, but hires a CM who is at risk 
(unlike the traditional approach where 
the CM is not at risk). The CM begins 
as the owner’s representative, but after 
the drawings are complete he signs a 
construction agreement and assumes the 
risk for construction means and methods 
(meaning the CM becomes the general 
contractor and hires the subcontractors 
directly). 

In most CM at risk situations, the CM 
plays a dual role. That is, they represent 
themselves as general contractor, but they 
also represent the owner. Experience has 
shown CMs generally represent their 
interests first and the owner’s second. 

From an audit standpoint, you should 
treat the CM as though you were auditing 
a general contractor. If the audit scope is 
a process review, then you will need to 

focus on the construction management 
controls used by the CM. 

Design-build approach

In a design-build organizational structure, 
the owner does not contract with the A/E 
firm directly. Instead, the owner hires 
a general contractor who either has an 
architectural staff or partners with an A/E 
firm, often as a joint venture partner. With 

this structure, the owner hires a single 
entity that provides both design and 
construction services. 

Most design-build construction firms 
market the efficiencies of dealing with 
one entity. I believe that using this 
approach, the owner loses the segregation 
of duties benefits. This means that 
instead of the architect and contractor 
being independent and questioning each 
other about design and/or construction 
activities, the architect works for the 
contractor and takes orders accordingly. 

Using this approach, it is much easier 
for the contractor to obtain architect 
approvals, particularly when it comes to 
change orders. It is therefore incumbent 
on you, as the construction auditor, to pay 
close attention to change orders. You will 
want to determine whether the change 
orders:

• Are “changes” in the drawings, 
plans, and specifications. 

• Are priced properly.

• Any reduction in scope is properly 
credited to the owner.

Multiple prime contractors approach

In this organizational structure, the owner 
contracts with one A/E firm, but employs 
multiple general contractors, depending 
on the number of projects and/or phases. 

For instance, the owner may concurrently 
be constructing a multi-level parking 
facility, a new medical office building, 
and a replacement hospital. Rather than 
hiring one general contractor for the 
three projects, the owner hires a separate 
general contractor for each project. The 
owner will maintain a coordination role, 
often via a CM or with in-house facilities 
staff. 

From an audit standpoint, you must 
decide, based on your resources, which 
project to audit. Typically, the dollar size 
of the project (materiality) and/or the 
dollar value of change orders are driving 
forces in making that decision.  

Program manager approach

In this organizational structure, mainly 
used with mega projects (usually in excess 
of $1 billion), the owner hires a program 
manager. Essentially, the owner decides 
to employ a “turn-key” construction 
firm to manage everything and acts in 
an approval mode. I have, at times, seen 
owners contract with a program manager 
for much smaller projects. The PM’s role 
is to manage, direct, and control the entire 
construction process, including managing 
the:

• design firm 

• engineering firm 

• construction firm

• construction management firm, if any

Firms that offer program management 
services are large national and 
international construction or engineering 
firms. From an audit standpoint, you will 
need to focus on the costs incurred and 
the processes put in place by the program 
manager. 

A few words about construction 
disciplines

In addition to being concerned with 
organizational structure, is making sure 
the right construction disciplines are 
in place. The owner and the CM at risk 
will have similar disciplines within their 
organizational structures such as:

• An executive to oversee the project 
(For the contractor and CM at risk 
this executive’s cost is typically not 
billable to the project.) 

• A construction attorney 

• A project manager 

• A purchasing or contract 
administrator 
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• A project accountant 

However, a general contractor and CM at 
risk will employ other disciplines that an 
owner does not. These include:

• A field superintendent 

• A scheduler 

• An estimator 

It is this last discipline, where I see 
owners make one of their biggest 
mistakes in setting up their organizational 
structure to manage the project. They 
do not employ an in-house or outside 
independent estimator to reprice or 
question the change order estimates. 

Why is this a mistake? This column has, 
on several occasions, indicated the biggest 
construction project risk is change orders. 
Why? Because general contractors and CMs 
at risk can inflate the cost of labor, material, 
and equipment charges included in a 
change order. This drives up the cost of the 
project. The only way to keep this in check 
is for the owner to have an independent 
estimator re-price change orders and then 
negotiate a lower price with the contractor, 
based on the results of their re-estimate,

I firmly believe that an estimator hired 
by the owner will, over the course of a 
project, easily reduce costs, including 
covering their salary, by negotiating 
change orders at a lower price. In prior 
columns, I have indicated that tracking 
the “negotiated savings” is a construction 
management best practice. Many owners 
mistakenly believe that because the 
architect approves and signs the change 
orders, they have re-priced the change 
orders before approving them. I have 
found that A/E firms generally provide 
only a cursory reasonableness review, 
based on their general knowledge of 
local market prices for materials, labor, 
and equipment. They usually do not 
have estimators who can provide this 
service and are, therefore, not equipped to 
perform detailed pricing. Many A/E firms 
have told me they do not want to become 
involved in the estimating business.   

Summary

Before starting a construction audit, 
it is helpful to understand the type of 
construction management approach 
being used by your organization. 
Hopefully, this article will help you 
understand the risks found in the 
common organizational approaches, and 
how each may affect your construction 
review. 

Another important audit step is 
to determine whether all the right 
disciplines are being used. Particular 
attention needs to be paid to ascertaining 
if your organization utilizes an internal or 
an outside independent estimator to assist 
in cost control. As a matter of course, I 
regularly make it an audit finding when 
change orders are not re-priced, in detail, 
by an owner. 

Keep in mind that while we have 
attempted to familiarize you with these 

organizational structures, you may find 
your organization has implemented a 
hybrid approach. That approach may 
have one or more features from each of 
these different organizational structures. 
The key is to understand the pros and 
cons of each approach and how it may 
affect your construction audit. NP
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100 indirectly. He provides construction audit 
training on a national level and has presented 
on the subject at national audit conferences. 
Risner Consulting provides domestic and in-
ternational professional construction consult-
ing and audit services. Ron may be reached at 
407-340-5204 or via email at RonRisner@aol.
com. You can find his firm’s website at www.
risnerconsulting.com. 

Glossary of Terms

A/E
architect/engineering firm

Alternate 
Written instructions in the construction documents that require the contractor 
to set predetermined costs, should the owner want to modify or delete design 
features, require additional work, or change the level of quality or quantity of 
materials specified after the project begins. Alternates provide the owner the 
opportunity to keep construction costs within a fixed budget. 

CM
construction manager

Contingency
An amount of money reserved by the owner to pay for unforeseen costs in the 
work, usually included in the approved budget. 

Contractor Overhead 
Indirect project costs incurred by a contractor that are not billable to a project. 
Overhead costs typically include contractor home office costs, such as project 
executive time, accounting software, and supplies.

Estimator 
Someone who determines the anticipated cost of work (labor, materials, 
equipment rental costs, subcontract costs etc.) based on industry-specific cost 
guides and/or local trade pricing. An estimate is completed before a project is bid 
out, and before change orders are executed by all parties. 

GC
general contractor

OAR
owner’s authorized representative

OR
owner’s representative 

Specification 
The written portion of the drawings which contains specific quantities and 
qualities of materials, equipment, or systems to be furnished by the general 
contractor or construction manager, including manufacturer and/or brand.
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