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Construction Auditing

How You Can Quickly Scope Out a  
Construction Project
By Ron Risner

Construction projects tend to be large 
and confusing. This is especially true 

for a person who has not had experience 
with these unique audit situations. There 
is a reasonable approach that helps you 
to wade into an audit such as this with a 
good degree of confidence. 

When initiating a construction audit, 
one of the first tasks you need to do is 
to gather all the documents necessary 
to assess the risks, scope, complexity, 
and magnitude of the project. These 
documents will help tailor your audit 
program. Typically, I begin the audit 
by developing a Client Assistance List 
sometimes called a Document Request 
List. I give this list to the owner’s facilities 
engineering division or to the contractor. 
When the documents are received they 
become part of the permanent audit files. 

Generally, the Client Assistance List will 
include a request for:

• Various construction agreements 

• Financial and/or budget reports

• Construction schedule and 
other construction management 
paperwork, such as accounting or 
field logs, all of which have been 
discussed in my prior columns. 

However, if you want to quickly assess the 
metrics of a project I suggest you begin by 
asking for a copy of the current month’s 
contractor payment application. Why? 
Because the payment application will 
quickly tell you most of the information 
you need in order to scope out the project. 

In this issue’s column I discuss the 
payment application information and 
what use you can make of it. A payment 
application will provide general and 
financial information that is helpful to 
your construction audit. I will close out 
the column with other information you 

will need to gather from sources not 
contained on a payment application. Let’s 
explore further.

What General Information to Look 
for on a Payment Application

The contractor’s payment application 
contains a large amount of general 
information that you need to know before 
you can begin your audit.  

Contractor’s Name and Address. Most 
contractors will use the American Institute 
of Architects’ (AIA) G702 payment 
application form. The first page includes 
the name and address of the contractor. 
Other than the obvious, why is this 
important? Because if the address is beyond 
your local area you will want to include in 
your audit a review of the travel costs of 
the contractor’s personnel to and from the 
site. In some cases, a review of relocation 
costs and temporary housing expenses of 
key personnel may be necessary.

Amount of the Construction Contract The 
first page of the payment application form 
also includes the amount of the contract. 
Why is this important? Because in the 
audit profession, materiality generally 
plays one of the more (if not the most), 
significant factors in selecting what to 
audit. If, for instance, you have a $20 

million project and a $200 million project, 
in all likelihood you will focus audit 
resources on the larger project. 

From an audit standpoint, you should be 
certain that the amount of the contract 
listed on the payment application actually 
agrees with the contract sum included 
in the construction agreement. Once you 
confirm this, you have the “universe” 
needed for various sampling purposes 
regarding contractor costs.  

Amount and Number of Change Orders The 
payment application also includes the 
number and dollar amount of approved 
owner change orders. Why is this 
important? 

Because change orders represent the 
largest risk on a construction project and 
that is where you will focus much of your 
audit resources. 

Why do change orders represent the 
highest risk? Because the labor, material 
and equipment rental charges included 
in change orders can be easily inflated 
and can drive up the project cost if 
not kept in check. The more change 
orders that exist, from both a number 
and dollar standpoint, the more effort 
you will need to expend in terms of 
conducting the audit. 

I have a threshold that goes something 
like this. If the total dollar volume of 
change orders is 0-5% of the contract 
value it is within the norm. If the total 
dollar volume is 5-10% I take notice. If 
the total dollar volume exceeds 10% then 
I know I will need to spend more time 
reviewing change orders to see:

1. What is the cause for so many?

2. Whether they were duplicative of the 
original scope.

3. That the change order estimates 
were properly supported from a 
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documentation standpoint and were 
not inflated.

Architect Name, Address and Certification 
The first page of the payment application 
also includes the name and address of 
the architect. Again, if the architect’s 
office is outside the local area, you can 
expect to review travel costs. However, 
architects do not customarily relocate 
or require temporary housing, as they 
typically travel in and out in a day or 
two. 

The payment application also contains 
the architect’s “certification for payment.” 
The architect of record signs the 
certification for payment. The certification 
is a monthly attestation by the architect 
that the contractor is building the project 
according to the plans, specifications, 
and drawings. However, the architect 
certification does not attest to the 
construction means or methods used by 
the contractor. 

Duration of Project  You can also tell how 
long the project has been underway by 
reviewing the first page of the payment 
application. There is a space on the page 
to enter the number of the payment 
application. So, for instance, if you are 
looking at payment application Number 
10, you can almost always assume that 
the project has been underway—as 
of the end of the last month—for 10 
months. Why? Because contractors 
typically bill at the end of each month. 
By backing up ten months you can 
also determine when the project broke 
ground.  

Retention  A line for retention also 
appears on the first page of the payment 
application. Most owners retain 5–10% 
of each contractor payment as a cushion. 
When performing a construction audit, 
one of your audit steps will be to 
recalculate whether the retention being 
withheld agrees with what is called 
for in the construction agreement. You 
will see the amount withheld on the 
first page, within the math formula 
that determines the payment to the 
contractor.

What Financial Information to Look 
for on a Payment Application

In addition to general information, the 
payment application also contains many 
financial metrics that will assist you in 
scoping the project. For instance: 

Schedule of Values  Attached to the first 
page of the payment application is the 
Contractor’s Schedule of Values (SOV) 
which is AIA G703 form. The SOV is 
a list, by trade, of all of the various 
construction trade disciplines the 
contractor has employed. Typically, these 
line items are listed by what are called in 
the construction industry divisions (i.e. 
mechanical, electrical, plumbing). 

Unfortunately, these divisions most often 
do not list the names of the subcontractors. 
You will need to ask the contractor for 
this information. However, once in a 
while I have seen a contractor list the 
individual names of the subcontractors. 
As you review construction costs, 
becoming familiar with the names of the 
subcontractors is important because you 
will review their individual payment 
applications as part of a cost audit. 

General Conditions and General Requirements  
In prior columns I have defined General 
Conditions and General Requirements 
as costs of a general nature (e.g. the field 
trailer, fax machine, copy machine, and 
utilities), as well as the labor costs the 
contractor incurs for their own personnel. 

On cost plus agreements these costs are 
important to audit because the contractor 
often attempts to bill for costs that should 
be absorbed as part of their own overhead. 
My experience has shown this is one area 
where auditors can add value by listing 
those identified costs that should not have 
been billed to their organization. 

I like to do a ratio of General Condition 
(GC) and General Requirement (GR) 
costs to the contract value to see if the 
ratio is within industry norms. Generally, 
the combined GC and GR costs are in 
the 5–8% range. When I see the range 
exceeding 8% I will spend more time 
sampling these costs. At a minimum, you 
will want to discuss with the project team 
the reasons for the inordinate amount of 
GC’s and GR’s.

Contingency  Contingency funds (i.e. 
money set aside for unexpected or 
unanticipated costs) are listed most 
often on the SOV as a separate division 
line item. I like to know how much was 
allocated to the contingency fund because 
it is used primarily to fund change 

orders. I make sure the amount is correct 
by comparing the contingency fund to 
what was allocated in the construction 
agreement, contractor’s proposal, or the 
contractor’s original cost estimate. 

Insurance Coverage  In the construction 
industry it is common for the owner to 
pay for builder’s risk insurance. Like your 
homeowner’s insurance, this covers most 
perils such as fire, windstorm, lightning, 
etc. Usually the SOV includes a separate 
division line item for this coverage. If the 
contractor includes insurance coverage 
on the SOV you need to verify that the 
contractor paid for the coverage, your 
organization has a copy of the policy, and 
that the coverage has not expired.

Performance and Payment Bond Cost  Like 
insurance coverage, the owner may or 
may not have requested the contractor to 
obtain a performance and payment (P&P) 
bond. When looking at the SOV I like to 
see if a separate division line item for P&P 
costs exists. If one appears I know I will 
need to include P&P review steps in my 
audit program. In all likelihood I will also 
see P&P bond costs (generally in the 1% 
range) added to each change order for 
additional coverage. 

Percent of Completion  Contractors typically 
are paid on a percentage of completion 
basis each month. The percentage of 
completion for each subcontractor is 
contained within the payment application 
form. On the last page of the payment 
application you will see what percent of 
the job has been completed from an overall 
project standpoint (i.e. a compilation of the 
individual subcontractor units). 

Although the payment application does 
not contain the scheduled completion 
date, you can ascertain what percent of 
the job remains by reviewing the percent 
of completion. If you want to perform 
a closeout audit this is particularly 
important. When the percent of project 
completion approaches the 80–90% range 
you may want to initiate your audit. 
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Keep in mind that you want to complete 
the audit before the project closes if 
you are performing a cost review. The 
theory here is that any costs that should 
not have been paid to the contractor can 
be deducted before the final payment 
is made. Of course, any cost savings 
or potential recovery will most likely 
be subject to negotiation with the 
contractor. 

What a Payment Application Does 
not Tell You

A payment application does not contain 
everything you need to get the audit 
started. Here is the information you will 
need that is not contained within the 
payment application.

Type of Contract  While the payment 
application will give you the amount 
of the contract, it does not tell you 
the type of contract (i.e. lump sum, 
guaranteed maximum price, or design 
build). However, this is easy to find; as a 
rule, the heading on the first page of the 
construction agreement names the type of 
contact being used. Cost plus agreements 
will probably require more audit 
resources than a lump sum agreement. 
There are, however, many prevailing 
reasons to audit a lump sum agreement, 
so do not cut short this type of review.  

Contingency Ownership  The Schedule 
of Values can list the contingencies on 
the project, but does not list who owns 
the contingency, the purpose of the 
contingency (scope changes, for instance), 
and who is authorized to use the 
contingency. Again, this information will 
need to be derived from a reading of the 
construction agreement.

Total Hard Costs  Hard costs are defined 
as those costs that are actually tangible 
and are included in the project, such as 
the concrete, doors, wallboard, windows, 
etc. The largest component of hard 
costs will be found in the contractor’s 
cost. However, the owner will often 
contract for other hard costs directly. An 
example may be the infrastructure work. 
Therefore, the total hard costs will need 

to be derived from the project’s monthly 
financial/budget report. 

Budget information The construction 
agreement is only a portion of the overall 
project budget. To retrieve the total 
budget for the project you will need to 
obtain a copy of the budget from your 
finance or accounting department. 
Additionally, you may want to refer to the 
Board minutes to confirm how much was 
approved by the Directors. 

Schedule information  The payment 
application can tell you how long the 
project has been underway, but not when 
the project is expected to be completed. 
To find out when the project will be 
completed, you will need to get a copy 
of the contractor’s schedule directly from 
the contractor or from your facilities 
department. The schedule will give 
you an estimated completion date and 
whether or not the project is on schedule. 
Keep in mind, as noted under Percentage 
of Completion discussion above, that this 
information will help determine when to 
start a closeout audit. 

Summary

Reviewing the current month’s payment 
application is a quick way for you to 

become familiar with your organization’s 
construction project. While I have shown 
that the payment application is useful 
for gathering the general information 
and metrics of the job, the payment 
application will not tell you some of the 
other vital information/metrics you need 
to know. 

The payment application will not 
include any subjective problems such 
as issues or risks that have occurred 
on the job. To further enhance your 
overall understanding you will need to 
obtain this information during the initial 
interview process with the contractor, 
architect, and/or your facilities personnel. 
The combination of all of the objective 
and subjective information will help 
to scope out the project and drive the 
tailoring of your audit program. NP

Ron Risner is founder and president of Risner 
Consulting Group, Inc., of Orlando, Florida. 
He was formerly the Vice President of Internal 
Audit for a large commercial banking firm in 
Florida where he managed 50 auditors directly 
and 100 indirectly. Risner Consulting pro-
vides domestic and international professional 
construction consulting and audit services. 
You can find the firm’s website at www.risner-
consulting.com.
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