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Construction Auditing

The Role of the Architect and How to Audit 
Architectural Costs: Part 1 
Often overlooked by auditors, the architect’s billing carries risk for the owner
By Ron Risner, MBA, CIA, CCA, CCP

The role and scope of services for an 
architectural firm lie in the design 

agreement. An architect’s role is to 
provide the plans, specifications and 
drawings for a project. The plans and 
specifications outline how the project will 
be constructed, including the quality of 
materials and the method and techniques 
for installation.

The drawings typically consist of four 
design phases:

• Concept design (CD)

• Schematic design (SD)

• Design development (DD)

• Construction documents (CDs)

Typically, these include engineering 
services for mechanical, electrical 
and plumbing drawings (later, the 
contractor will hire mechanical, electrical 
and plumbing subcontractors to do 
installation work). 

Let’s look at each one of these design 
phases to learn what they represent, 
gain an understanding of the drawings 
progression and see how the design takes 
its final shape.

Concept design phase

The concept design starts with a 
meeting between the architect and the 
owner’s personnel to develop, research 
and evaluate ideas that accommodate 

user requirements and organizational 
objectives. The concept design is more 
or less the “brainstorming” part of the 
project, where ideas and concepts are 
vetted against the plausibility of meeting 
the owner’s wishes.

Schematic design phase

The schematic design follows the concept 
design phase, and consists of plans and 
drawings which contain interior and 
exterior elevations, sections, perspectives 
and other drawings necessary to illustrate 
and fix the size, character and functional 
operation of the entire project.

Design development phase

The architect shifts into the design 
development phase when the SDs have 
been approved by the owner. The DD 
phase is an attempt to design the details 
of the project that entail equipment 
quantities and quality, locations, functions 
and material selections, including the 
final implementation to meet the schedule 
and budget. When the DDs have been 
completed, the plans, specifications and 
final drawings are a step away from being 
completed.

Construction documents phase

The completed drawings are known as 
the construction documents. All drawings 
and instruments are represented that, 
when combined, will be used to construct 

the project to the design intent. The 
drawings are referred to as the bid set 
of drawings, because they are the final 
drawings given to subcontractors to 
formulate their bids.

The construction documents should be in 
complete compliance with all applicable 
building and zoning codes, building 
and engineering standards, as well as 
local, regional and national statutes and 
ordinances.

DDs are sometimes used to obtain 
tentative bids that are compared against 
the budget to determine whether the 
budget will be met. If preliminary budget 
estimates are not met, the architect, 
owner, contractor, and sometimes the 
subcontractors meet to find ways to 
bring the project cost back within budget 
through value engineering.

By definition, value engineering 
systematically analyzes a project to 
determine how to achieve the function, 
performance or reliability at the lowest cost.

What do these phases mean in terms 
of design risk?

The status or the percentage of completion 
for each design phase can affect the 
amount of added risk your organization 
incurs. Remember, construction can 
start before construction drawings are 
complete, meaning the owner can choose 

The completed 
drawings are known 
as the construction 

documents or “bid set.”

Executive Summary

In the construction industry, there are four major phases to a construction project: 
planning, design/architecture, preconstruction and construction. The design/
architecture phase is often overlooked by auditors when performing a construction 
audit. Addressed here are the four basic design services offered by an architectural 
firm, and: 1) how to audit the four services; 2) how design risk affects the audit; 3) 
why fast track projects can be expensive, and how the audit is impacted; and 4) how 
to audit architectural costs.
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to break ground during the DD phase. 
Why? One reason may be to meet a 
publicly announced opening date.

Contractors will agree to start 
construction with CDs not complete. 
However, they usually stipulate they 
need additional contingency funds for 
potentially unknown costs. For instance, 
if they cannot estimate the final cost 
of a project because drawings are not 
complete, they “push” the risk back to 
the owner who must be prepared to 
compensate them for the unknown.

Some contractors like incomplete 
drawings because it increases their 
opportunities to generate change orders. 
So breaking ground on a project before 
CDs are complete means the owner 
is willing to take on more design risk 
and willingly absorb any additional 
construction costs.

How design risk affects the audit

Just as incomplete drawings can affect 
the contractor and your organization, 
they can also affect the audit. Because 
drawings are incomplete, expect to 
allocate more audit time, since there may 
be more change orders. As discussed in 
prior columns, change orders represent 
the biggest risk on a project.

For audit planning purposes, you 
should determine what percent of CDs 
were complete when the project began. 
The lower the percentage of complete 
CDs, the more you’re likely to need 
audit resources.

The easiest way to find out what 
percentage of CDs was complete when 
the project began is to ask the architect. 
You can also look at the title block area of 
the drawings where architect has put the 
revision dates.

Unfortunately, some architects do not 
properly complete the block. You should 
also independently ask the contractor. If 
you get different answers, it may be that 
when the drawings are used in the field, 
the percentage of completion is different 
than originally thought.

Looking at the project retroactively, 
there may be a professional difference 
of opinion. A project manager once told 
me he thought CDs were 90 percent 
complete when the project began. After 
the job was completed, it was more like 
65 percent. As expected, there were a 
significant number of change orders, and 
contingency funds became depleted. The 
project ended over budget.

Why fast track projects can be 
expensive

“Fast track” or “design/build” 
construction offers similar challenges. 
The CDs are incomplete when the project 
begins, and the final drawings are 
produced as quickly as possible by the 
architect. The construction work operates 
on a compressed time schedule.

Since fast track involves drawings 
produced concurrently with construction, 
the compressed time schedule adds to the 
project complexity and likely will magnify 
the need for change orders. I like to call it 
design “du jour.”

From an audit standpoint, be prepared 
to spend more audit resources when a 
project is fast tracked. You should be 
aware that most contractors will not 
provide a lump sum or fixed-fee bid on 
incomplete drawings, even if they are 
given a contingency. Therefore, most 
projects with incomplete drawings will 
be delivered on a guaranteed maximum 
price basis.

How to audit architectural costs

Conducting an audit of the design 
phase costs begins by sampling the 
architect’s monthly invoice. This 
audit approach is similar to auditing 
vendors who provide services to your 
organization. You should obtain a 
copy of the design agreement, and 
determine whether the fee billed agrees 
with the scope of work that has been 
provided and with the billing terms 
and conditions of the agreement.

Example of a design-phase audit

Here’s how compensation for design fees 
typically works. Let’s say the architect’s 
fee is $1 million. The fee is structured as 
follows: 10 percent for concept design, 20 
percent for schematic design, 25 percent 
for design development, 30 percent for 
construction documents and 15 percent 
for construction administration.

The architect’s monthly invoice is a 
breakdown of these costs, based on the 
percentage of completion. Using this 
example, $100,000 of the $1 million 
fee will be for concept design. If the 
architect is 75 percent complete with the 
concept design, the invoice will show a 
billing of $75,000 (75% x $100,000). If the 
project timeline is 24 months, expect the 
billings to be spread over approximately 
24 months. Of course, at the end of the 
project, most of the design phase will 
already have been billed, leaving just the 
billing for construction administration.

In addition to the design phase fee, 
you will see attached invoices from 
engineering and consulting firms the 
architect has employed. They too, bill on a 
percentage of completion basis, although 
hourly rates are not uncommon. You 
should obtain copies of the engineering/
consulting firm contracts to determine 
that they were billed according to 
the scope of work and the terms and 
conditions of these agreements.

Architect reimbursable costs

Your organization will also pay for 
direct costs incurred by the architect 
and consultants. These reimbursable 
costs include reproduced drawings, 
photographs, copying costs and travel 
and entertainment. You may see what 
is called a direct purchase expense 
(DPE) markup for putting together the 
reimbursable expense invoices.

The DPE is a handling fee for the 
architect’s accounting department to 

Construction can start 
before construction 

drawings are complete.

The lower the 
percentage of 

complete CDs, the 
more you’re likely to 
need audit resources.

Fast track involves 
drawings produced 
concurrently with 

construction and likely 
will magnify the need 

for change orders.
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prepare the invoice and attach supporting 
documentation for each expense. It is 
usually 10 to 15 percent of the reimbursable 
billing (i.e., if the DPE is 10 percent, look 
for a DPE markup of 1.1 on the architect’s 
direct costs.) Many architects do not charge 
a DPE and the reimbursable expenses are 
simply passed through without markup.

When you audit travel and entertainment 
charges, determine if charges comply with 
the contract. In the absence of specificity 
within the contract, determine whether 
expenses appear to be reasonable.

You should expect to see supporting 
documentation in the form of a travel 
expense voucher. If the architectural firm is 
located outside of your locale and needs to 
commute to the site, the travel and expense 
reports should be attached to the invoice. 
When auditing these costs, make sure 
travel and entertainment does not include 
first class airfare or expensive hotels. Most 
architects will tend to be reasonable in 
regards to travel and expense charges.

If there seems to be some difficulty with 
expense reasonableness, on the next project 
the architectural firm can be provided a 
copy of your organization’s travel and 
expense policy as an exhibit to their 
contract. This allows your organization to 
control travel and expense costs by forcing 
the architect and/or consultant to follow 
your organization’s policy.

Summary

The architect’s role in a construction 
project is defined by the design agreement 
that generally encompasses the four 
distinct phases. Auditors often overlook 
the design/architecture phase of projects. 
They shouldn’t. There is risk in this phase, 
particularly when construction is started 
before the construction drawings are fully 
completed. Beginning a project without 
completed drawings shifts financial 
risk to the owner, in form of increased 
numbers of change orders and additional 
construction costs.

Not only does the owner pick up increased 
risk, but auditors will find it necessary to 
increase their audit efforts. Now you have 
insights on how to design your audit of 
architectural costs. In the next issue, we’ll 
discuss other architectural firm services 
and how these costs can be audited. NP

Ron Risner, MBA, CIA, CCA, CCP, is founder 
and President of Risner Consulting Group, Inc., 
of Orlando, Fla. He was formerly the Vice Presi-
dent and Auditor of a Fortune 500 company 
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website at www.risnerconsulting.com.

The Institute of Internal Auditors Research 
Foundation will publish Ron’s first book on 
construction auditing in Summer 2012. 


