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Martin Howell, CCA 
Principal

mhowell@forthillassociates.com

(864) 250-9065

Curt Plyler, CFA, CCA
Principal

cplyler@forthillassociates.com

(864) 274-0992

Consultancy founded in 2006 which focuses solely on Construction 

Contract Auditing

Significant focus on Higher Education and Healthcare clients

Audit philosophy of proactively identifying potential issues and 

establishing financial controls prior to contract execution

Services include “Owner-specific” Audit Training for Staff

mailto:mhowell@forthillassociates.com
mailto:cplyler@forthillassociates.com
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Sample for Illustrative Purposes Only

I. Selecting the Project to Audit and the Scope 
of the Review

II. Support Documentation to Request

III. Documentation likely to be Provided

IV. Evaluation of Support Documentation

Presentation Overview



Typical Construction Contract Types

• Design-Bid-Build 
• Traditional “hard bid” or “low bid” contract

• Multi-Prime 
• Owner contracts separately with a General Contractor, 

Mechanical Contractor, Electrical Contractor, etc. to construct a 

single project

• Design-Build 
• Owner executes one contract with a single entity to both design 

and construct a facility

• Construction Manager @ Risk 
• “Cost plus” contract that includes a Guaranteed Maximum Price

• Integrated Project Delivery (IPD)
• Single three-party contract (Owner-Designer-Contractor)
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• Commonly referred to as “hard bid” or “lump sum”

• often used in smaller projects when the drawings and 

scope have been finalized

• Auditor scope likely limited to change orders only

Fixed Price Contracts
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GMP Contracts segment the recovery of project costs into various 

components

• General Conditions

– Cost of Managing the Project

– Salaried labor

– Mobilization Costs/Other Costs of Doing Business on Project Site

– Trailer

– Contract terms may ‘fix’ this amount, but a ‘cap’ (based on actual costs) 

similar to the GMP Cost of the Work is recommended

• Cost of Work

– Subcontracts

– Self-performed work

• Insurance/Bonds

• Fee (a percentage of the project cost or a stipulated amount)

Guaranteed Maximum Price Contracts



Question #1

• When is the optimal time to begin an 
audit?

▪ A – Prior to Contract Execution

▪ B – Prior to Construction

▪ C – During the Project Lifecycle

▪ D – In Conjunction with Project Closeout

▪ E - Unsure/Don't Know/NA
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Obtain copy of executed construction contract with 

all amendments, exhibits, workbooks, et al

Obtain fully supported Owner Payment Applications 

from Owner or Contractor

• Schedule of Values

• Subcontractor payment applications

If not included in the individual Owner Payment 

Applications, request a project cost report (for the 

period being audited) from the Contractor

• Should include all direct reimbursable costs

• If non-reimbursable charges included, ask for those to be 

identified

Initial Documentation Request
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Areas of Leakage
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• Read the Construction Contract 

• Does the Contract have any unique specifications?

• Is the specified charge to be billed at a pre-determined rate or 

actual cost?

• Certain overhead items are to be recovered in the Contractor’s Fee

• Source documentation will be needed for multiple 

categories

• Direct labor costs and equipment costs

• Subcontractor costs

• Insurance Costs

• Other Misc. Costs

• Determine and seek the lowest source document

Source Documentation Request



Supplemental Conditions Paragraph 7.2.2 of the Compensation Agreement 

 

“The following salaried employees will be billed as shown below.  Additionally, these 

employees will not bill in excess of 40 hours per week.  In the event that the following 

employee is replaced, their replacement will be billed at the same rate. 

 

a.  Joe Henderson    $120.00/hour 

b.  Terry Allen      $90.00/hour 

c.  Raymond Priester    $75.00/hour 

d.  Woodrow Dantzler     $55.00/hour 

e.  CJ Spiller      $45.00/hour 

f.  James Davis    $35.00/hour” 

 

Paragraph 7.1, AIA Document A111 

 

“The term Cost of the Work shall mean costs necessarily incurred by the Contractor in 

the proper performance of the Work.  Such costs shall be at rates not higher than the 

standard paid at the place of the Project except with prior consent of the Owner.  The 

Cost of the Work shall include only the items set forth in this Article 7.” 

Labor Review:  Bill Rates
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• Timekeeping Records

• Most likely electronic timekeeping system

• Records should show all hours worked in a given week (the project 

in question, other projects, non-billable time)

• Essential for part-time employees

• Payroll records unnecessary given bill rates

• Contract language should, but often does not, specify 

what is included in the bill rate

• Paid time off

• Other customary benefits

• Payroll taxes and unemployment insurance

• If rate’s components are not defined, the Contractor should be 

requested to provide them

Labor Review:  Bill Rates



Resource: All, Resource Group: Robins & Morton
GUERTIN; RICHARD JAMES, 
144867
Job Cost Code Type Sat Sun Mon Tue Wed Thu Fri Total

1773LV 40-014-LR 3.00 3.00

1773LV 40-014-LR 4.00 4.00 8.00

1983E 1-131-LR 3.00 3.00

1983E 1-131-LR 2.00 4.00 8.00 14.00

2010LV 40-014-LR 2.00 2.00

2010LV 40-014-LR 2.00 2.00

2059 16-800-LR 2.00 6.00 8.00

Totals for GUERTIN; RICHARD JAMES week ending 
7/9/2021

8.00 8.00 8.00 8.00 8.00 40.00

Generated 11/15/2021 6:04:51 PM by: TIPPER; PATRICIA 
M

Page 4 of 14

Weekly Employee Timesheet - Summary
Week Ending: 7/9/2021
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• Timekeeping Records

• Payroll records inclusive of employee deductions

• Similar to bill rates, the Contract language should, but 

often does not, specify what is included in the burden

• Paid time off

• Payroll taxes and unemployment insurance

• Other customary benefits

• If rate’s components are not defined, the Contractor should be 

requested to provide them

Labor Review:  Burden





17

Labor Review:  Burden

Burden Component Construction Manager FHA Suggested Comments

Calculation Calculation

Social Security 7.65% 7.09%

Unemployment - Federal 0.80% 0.03%

Unemployment - State 3.34% 0.68%

9.05% 8.32%

Reduced to account for appropriate rate 

modification

Health Insurance 10.45% 8.89% Reduced to account for actual participation

Pension 4.50% 1.89% Reduced to actual amount of 401(k) participation

Disability (Long Term) 0.05% 0.05%

Bonus 5.00% 0.00%
Eliminated as Contract calls for Owner approval for 

bonus

Car Allowance 2.00% 0.00%
Eliminated as Contract calls for Owner approval for 

auto allowance

Vacation 5.77% 2.89%

Reduced to weighted average amount of vacation 

time per employee per hour worked

Total Fringe 48.61% 29.84%

Reduced to Actual Amount to account for 

appropriate caps

Worker's Comp

Construction Manager Burden Rate Analysis
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• State Unemployment Rate (document from state)

• Workers’ Compensation incl. Experience Mod 

(document from carrier)

• Medical Insurance

• At employee level (payroll record)

• At firm level (document from carrier)

• Retirement (payroll record)

• Other

• ADD/LTD (document from carrier)

Labor Review:  Burden



cplyl
Text Box



cplyl
Text Box





Question #2

• Reimbursable labor burden should only 
include which one of the following items:

▪ A – Employee Computers

▪ B – Payroll Taxes

▪ C – Employee Training

▪ D – Small Tools

▪ E – Employee Cell Phones
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CM/Contractor Insurance Review

Sample for Illustrative Purposes Only

Various insurance coverages may be defined in the Contract

• GL (may or may not be defined as a percentage rate in the 

Contract)

• CCIP (often specified as a percentage rate in the Contract or 

Contract Amendment)

• Builder’s Risk (purchased specifically for project)

• Subcontractor Default Insurance (almost always specified as a 

percentage rate of the enrolled subcontracts)

• P&P Bond (purchased specifically for project)
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CM/Contractor Insurance Review

Sample for Illustrative Purposes Only

General Liability Insurance (if rate utilized, but not defined in 

Contract)

• Request breakdown of rate charged to the project

• Review Contract requirements for policy coverage and limits

• Review rate breakdown to determine if coverage not required and/or overhead 

has been included 

Builder’s Risk/P&P Bond (purchased specifically for project)

• Request invoice

• Be wary of captive insurer

Subcontractor Default Insurance

• Request list of enrolled subcontracts

• Review Schedule of Values in subcontractor payment applications for inclusion 

of bond (duplicate charge)
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CM/Contractor Insurance Review

Project - General Liability Insurance Rate Components

Components Audit Comments

Casualty Insurance OK

Workers Compensation Insurance Billded directly in labor burden

General Liability Insurance OK

GL - Architecture Division Not Applicable

Automobile Liability OK

Umbrella Liability OK

International Excess / DIC OK

Property All Risk/ Inland Marine OK

Professional/Pollution Liability Not Required Owner's Contract

Network Security Liability (Cyber) Not Required Owner's Contract

Management Liability Not Required Owner's Contract

Kidnap Ransom Extortion Not Required Owner's Contract

Surety Program Unknown

Aviation Liability (Drones) Not Required Owner's Contract

Brokerage/Consulting OK

Department Overhead Overhead
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Information Technology Charge 

Review

AIA Contract allows for project-specific IT expenditures

•Laptop computers

•Connectivity

•On-site support

AIA Contract does not allow for corporate overhead IT 

expenditures

•Accounting systems

•Home office servers

•Home office support
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Information Technology Charge 

Review

Sample for Illustrative Purposes Only

In the absence of Contract language specifying an IT rate, 

invoices should be provided for all IT charges

• Most transparent from an audit perspective

• Be wary of invoices from a related party

• IT Contract language is usually nebulous – “rule of thumb” is if used on-

site, it’s likely OK, if used at home office, it’s likely overhead and should 

not be billed

• Computers and other hardware charged to the project should revert to 

Owner control at project’s end if purchased

If IT rate is specified, the project cost report should be scrutinized 

to ensure IT charges covered by the rate have not been direct 

billed to the project. If rate’s components are not defined, the 

Contractor should be requested to provide them.



2019 IT Charge Model Analysis
Systems Charge Model Option Details

2019
Total All Corp/Ops Ops/Field Ops

A. Charge Model Calculations

Network and Storage Systems 771,398           771,398           -                 -            -                 

Network and Storage Maintenance 2,619,445        
M&R Agreements 659,864           659,864           -                 -            -                 
Network & Storage Staff 1,959,581        1,959,581        -                 -            -                 

Microsoft Licensing 1,610,129        1,610,129        -                 -            -                 

Software Licenses and Depreciation 4,153,389        
Software Licenses 4,153,389        1,726,769        1,449,544      113,843     863,233         
Software Depreciation w/Microsoft

Software Maintenance 3,249,072        
Software & ERP Systems Maintenance 2,003,108        1,620,008        166,747         80,040       136,314         
Software Management Staff 1,245,964        1,245,964        -                 -            -                 

Telecomunications 3,169,807        
Telecommunications 889,582           889,582           -                 -            -                 
Mobile Phones 1,703,877        1,703,877        -                 -            -                 
Telecom/Data Staff 576,347           576,347           -                 -            -                 

Support Staff 2,477,872        2,477,872        -                 -            -                 

Subtotal (IT Dept Costs) 18,051,112$   15,241,392$    1,616,291$    193,882$  999,547$      

2,205               1,292             1,709         903                

576.02$           104.25$        9.45$        92.24$          

Operations User Charge - PM/Estimating/VDC/Scheduling 576.02$           104.25$        9.45$        92.24$          
Cost/User 781.96$        

2019 Monthly Rate 725.00$        

Field User Charge - Superintendent/Foremen/FE 576.02$           -$              9.45$        -$              
Cost/User 585.47$        

2019 Monthly Rate 500.00$        

Computers and Accessories Cost Cost Rate Difference
Laptops/Desktops/Field Equipment 1,083,924        User Charge - OPS 781.96$         725.00$     (56.96)$          
Misc Accessories 351,577           User Charge - Field 585.47$         500.00$     (85.47)$          
Asset Staff 806,886           Device Charge  90.32$           190.00$     99.68$           

(42.75)$          
Subtotal (Device Costs) 2,242,386$     

Total Device Cost 2,242,386$     
Total Devices 2,069              

Average Cost/Device Per Month 90.32$            

Note: Account for rounding in Ops Rate above and laptop premium over desktop:

2019 Device Monthly Rate 190.00$          

Systems Charge

Re-Cap Check for Reference - Device User 

2019 Charge Model 
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Contractor-Owned Equipment 

Review

Sample for Illustrative Purposes Only

Contract language may specify Contractor-owned rental rates are 

indexed to a third-party source (AED Green Book, 

EquipmentWatch Blue Book)

• Often less than 100% to index

• May or may not include cap where lease payments cease; if not, 

FMV or replacement value is implied cap

Contractor ideally should provide leased equipment summary

• Equipment tracked down to serial number 

• Fair market value when first utilized on the project

• Rental rate and index rate (if applicable)

• Cumulative rental charges to date for each item





35

Owner Risk Area: Rates for 

CM/Contractor-Owned Equipment
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Contractor-Owned Equipment 

Review

Description FMV 

80% 

Threshold Total Billed Overage

2015 Ford F-150 26,000$      20,800$  36,000$     15,200$  

2016 GMC Sierra 30,000$      24,000$  28,000$     4,000$    

    Totals 56,000$      44,800$  64,000$     19,200$  



Question #3

• Should Construction Manager Owned 
equipment be charged hourly, daily, 
weekly, or monthly?

▪ A – Yes

▪ B – No

▪ C - It depends…
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Request fully supported Owner Change Orders

• Cover sheet with itemized list of individual change orders

• Individual change orders (primarily subcontractors)

Individual change orders should be checked against cover sheet to 

ensure all support is received and confirm amounts are the same

Contractor markups should be present on the cover sheet and should 

be confirmed against Contract stipulations

Change Order Review
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• Validation of various markups

– Is markup, overhead and profit (OH&P), insurance, bonds, etc. to be 

applied to both additive and deductive Change Orders?

– Is OH&P cap defined separately for each tier (i.e., Contractor, 

Subcontractor, Sub-subcontractor)?  

– Can the Contractor get separate markups for its role on self-performed 

work?

– Is aggregate markup capped?

– Inclusion of a markup template in your Contract documents

• Other Change Order Concerns

– Validation of costs (material, labor, etc.)

– Identify duplicate scope in selected instances

– Rework

– back charges

– Review of approval process

Change Order Review
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Change Order Review

Sub-Subcontractor Cost Subcontractor Cost CM Cost

Cost from Lower Tier Subcontractor -$                                      47,597.39$                       54,736.99$              

Labor 22,458.98$                          

Materials 13,043.40$                          

Equipment 5,194.80$                            

Subtotal 40,697.18$                          

Bonds (.7%) 284.88$                                

Insurance (1.0%) 406.97$                                

Total Before Markup 41,389.03$                          47,597.39$                       54,736.99$              

Allowable Markup (15.0%) 6,208.35$                            7,139.61$                         

CM Fee (1.75%) -$                                      -$                                    957.90$                    

Total Cost 47,597.39$                          54,736.99$                       55,694.89$              

Change Order Example
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Project Cost Report should be sorted to segment transactions not falling 

into labor, equipment, subcontracts, insurance, and information technology 

categories

• Most charges will be for vendors paid via purchase orders

• Journal entries may comprise the rest (likely for employee expense reports); 

backup should be requested for any that are questionable

• The transactions should be further segmented into a list where the reimbursable 

basis cannot be readily determined – these invoices should then be requested 

from the Contractor

The invoice review should focus on…

• Is the charge reimbursable per the contract and/or was it intended to be covered 

by a rate and not billed directly?

• Was it incurred on the project in question?

• Does the date and invoice number trace to the project cost report transaction?

Review of Other Charges
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Review of Other Costs



Question #4

• Which of the following would typically be 
a reimbursable cost?

▪ A – Costs for employee OSHA training

▪ B – Costs for employee cell phones

▪ C – Costs for recruiting CM personnel

▪ D – Costs related to CM legal costs from 
Owner Contract

▪ E - Unsure/Don't Know/NA
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Fort Hill Associates, LLC

(877) 286-0408 
www.forthillassociates.com

37 Villa Road

Suite 106

Greenville, SC 29615

http://www.forthillassociates.com/


Future CPE events coming your way! 

Webinars

July 28, 2022 – ACUA’s Sideline Committee – Auditing Athletics

August 11, 2022 – Data Analytics 

August 25, 2022 – Auditing Retroactive Withdrawals or Hardship Petitions

AuditCon 

September 11 – 15, 2022 

Las Vegas, NV





Latest Kick Starter Released June 15th!

NCAA Compliance –

Head Coach Responsibilities

Download today in the members-only Audit Tools

section of  www.ACUA.org

http://www.acua.org/


ACUA Kick Starters
Use a Kick Starter to launch your next audit!

• Developed by ACUA members with subject matter expertise

• Focused on higher education specific topics

https://acua.org/Audit-Tools/ACUA-Kick-Starters

Do you have a great idea for an 

ACUA Kick Starter?  Contact Lily 

Ly at lilyly@aa.ufl.edu.

https://acua.org/Audit-Tools/ACUA-Kick-Starters
mailto:lilyly@aa.ufl.edu


Stay Updated

• The College and University Auditor is 

ACUA's official journal. Current and 

past issues are posted on the ACUA  

website. 

• News relevant to Higher Ed internal  

audit is posted on the front page.  

Articles are also archived for your 

reference under the  Resources/ACUA 

News.

Connect with Colleagues

• Subscribe to one or more Forums on the 

Connect ACUA to obtain feedback and 

share your insights on topics of concern 

to higher education internal auditors.

• Search the Membership Directory to  

connect with your peers.

• Share, Like, Tweet & Connect on social 

media.

Get Involved

• The latest Volunteer openings are posted 

on the front page of the website.

• Visit the listing of Committee Chairs to 

learn about the various areas where you 

might participate.

• Nominate one of your colleagues for an 

ACUA annual award.

• Submit a conference proposal.

• Present a webinar.

• Become a Mentor 

• Write an article for the C&U Auditor.

• Write a Kick Starter.

Solve Problems

• Discounts and special offers from 
ACUA's Strategic Partners

• Kick Starters

• Risk Dictionary

• Mentorship Program

• NCAA Guides

• Resource Library

• Internal Audit Awareness Tools

• Governmental Affairs Updates

• Survey Results

• Career Center......and much more.

Get Educated

• Take advantage of the several FREE 

webinars held throughout the year.

• Attend one of our upcoming 

conferences:

Audit Interactive

Denver, CO

March 27 – 27, 2023 

AuditCon

September 11 – 15, 2022

Las Vegas, NV

• Contact ACUA Faculty for training 

needs.

www.ACUA.org




