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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 Inhouse Staff

mailto:mhowell@forthillassociates.com
mailto:cplyler@forthillassociates.com


Construction Contract Audits

• Can be performed at any point during project lifecycle 
and is proper way to closeout project

• Construction Contract Reviews audit billings to the 
lowest source document to validate the reimbursable 
nature of the billing pursuant to the Contract 
Documents

• Any rates employed are validated for both accuracy and 
the reimbursable nature of the various components 
comprising the rate

• Review of Change Orders for the application of 
markups along with approval process
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Sample for Illustrative Purposes Only

• GMP Contracts allow the Owner to only pay for valid reimbursable 
costs up to a defined maximum
• AIA Contract defines ‘Costs to be Reimbursed’ and ‘Costs not to be 

Reimbursed’
• ‘Costs to be Reimbursed’ have to be ‘incurred in the actual 

performance of the work’
• An understanding of how the Contractor/CM is defining ‘cost’ is 

then essential
• Any rate (normally a percentage of the cost of work or the GMP) 

must be closely scrutinized to ensure it is not a Contractor/CM 
profit center

• Additions and deletions of personnel and equipment can create 
opportunities for the Contractor/CM to garner additional profit

• Ensure overhead costs are not passed to the project

Validating Project Costs Related to a GMP 
Contract
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“Hidden Costs”

• Labor – Home Office Overhead

• Labor Burden

• CM/Contractor Insurance

• Costs for Information Technology

• Various Markups on Change Orders

• CM/Contractor Owned Equipment

• Daily Cleanup

• Corporate Overhead Billed to Owner’s Project



Pitfalls of Reimbursable Contracts to Avoid

• Fixed General Conditions
– Ambiguous clarification of where costs reside (i.e. under General 

Conditions or Cost of Work)

• Rates utilized in lieu of actual costs
– Labor Bill Rates
– Labor Burden Rate (with actual base wages)
– Rates for various types of Insurance
– Information Technology
– Rate for Construction Manager Owned Equipment Leased to 

Project

• Lack of Transparency
– Lack of Supporting Documentation with Payment Application
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Types of Audits

• Pre-Construction Review (Bid and Procurement Phase)
– Review of Contract Language and Rates from a Financial Perspective 

During the RFP Process to Mitigate Disadvantages to the Owner
– Set up Pay Application Process and Documentation Requirements
– Proactively audit all rates/burden to be utilized during the 

construction projects with a component level breakdown of those rates 
to clarify reimbursable nature

• Construction Phase (Interim Review)
– In-Depth Reconstruction of Billings from CM/Contractor to 

Determine Compliance with Contract Terms
– Verification and Validation of the Reimbursable Nature of Billings 

Passed to the Owner

• Project Close-out Phase
– In-Depth Reconstruction of Billings from CM/Contractor to 

Determine Compliance with Contract Terms
– Verification and Validation of the Reimbursable Nature of Billings 

Passed to the Owner
– Preferably performed in conjunction with project close-out
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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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Timing
At what point in the construction project lifecycle is there the greatest 

risk/need for an audit?

• Prior to Contract Execution

• Ambiguous Language can be mitigated

• Profit Centers (outside the stated fee) can be identified and 
quantified

• Control Points can be inserted to remedy issues

• Ensures more collaboration among all parties



Pre-Construction Contract Reviews

• Pre-Construction Contract Reviews eliminate ambiguities in 
Contract language and evaluate any rates the CM/Contractor 
is planning on employing for both reasonableness and the 
reimbursable nature of all components comprising this rates.

• Rates evaluated under a pre-construction contract review 
include but are not limited to:
– Billable Rates
– Labor Burden
– Overtime Labor Burden
– Rates for Contractor Insurance
– Rates for Information Technology Charges
– Rates for Contractor-Owned Equipment
– Change Order Markups 
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Pre-Construction Contract Reviews

• Review RFP response to identify attempts to 
supersede contractual language and/or institutional  
business practices

• Validate billable employees and labor burden

• Review & validate leased equipment rates

• Validate GL & Subguard rate application

• Review IT charging methodology
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Areas of Leakage
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Owner Risk Area: Labor Bill 
Rates/Labor Burden

Sample for Illustrative Purposes Only

“Labor burden components and percentages have been negotiated and agreed in 
advance.  The labor burden rate shall be billable salary times 29.83%, which 
covers FICA, FUTA/SUTA, 401K, group insurance, life and disability insurance and 
training for all staff listed in Attachment B.  The list of full and part time 
employees is attached as Attachment B, dated January 15, 2015. Any additions or 
deletions to the team shall be provided to the owner in writing and approved by 
the Owner.  The labor burden rate set forth in the agreement is fixed for the term 
of this project and is not subject to audit at project completion unless there is a 
justifiable need as a result of the components of this burden being changed in 
which the Contractor had no control.”
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Question #2

• Reimbursable payroll burden should not 
include which of the following items:

 A – Social Security Costs

 B – Payroll Taxes

 C – Training Costs

 D – Paid Time Off 

 E - Unsure/Don't Know/NA
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Owner Risk Area: Labor Burden

Sample for Illustrative Purposes Only

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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Owner Risk Area: Labor Burden

Sample for Illustrative Purposes Only

Base Labor Fringe Uplift % Total

Total Labor Billed 3,152,154.47$     48.61% 4,684,259.15$   

Recommended 3,152,154.47$     29.84% 4,092,599.76$   

Overbilling (591,659.39)$     

Construction Manager Burden Rate Analysis
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Question #3

• Is Construction Manager Owned 
equipment reimbursable?

 A – Yes

 B – No

 C - Unsure/Don't Know/NA
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Leased Equipment
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Owner Risk Area: Subcontractors

• Change Orders

• Duplicate billings to Owner of same payment

• Daily Cleanup

• Backcharges

• Lien Waivers

• Subcontractors Operating under a Reimbursable 
Contract
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Owner Risk Area: Related Party

• Competitive Bid Process

• Preferably billed under a separate, reimbursable contract 
instead of a lump sum arrangement

• Beware of “Subcontractor fee” for overhead and profit 
prior to CM/Contractor fee
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Owner Risk Area: Change Orders

• Validation of various markups (overhead, profit, 
insurance, bonds, etc.) for both Additive and Deductive 
Change Orders

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

• Identify duplicate scope

• Review of approval process
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Owner Risk Area: Change Orders

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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Examples of Change Order Issues

In addition to a markup for overhead and profit, subcontractors may 
utilize other markups on change orders for safety, cleaning, small tools, 
and supervision.
• The Owner’s contract and/or the subcontract agreement may 

specify the items covered by the fee for overhead and profit.  In 
many instances, the items noted above are to be covered by this fee.

• If the contract and/or the subcontract agreement does not specify 
the items covered by the fee for overhead and profit, the 
CM/Contractor should be asked to demonstrate these costs are 
incremental in nature.  For example, the Owner likely paid for these 
items in the base scope of work.

• Use of standardized template for all subcontract tiers, as well as the 
CM/Contractor, can minimize this issue for specifying the only 
allowable markups to be applied to the cost of the work.
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Owner Risk Area: Insurance Costs

Sample for Illustrative Purposes Only

Fixed rates charged for P&P bonds, General Liability Insurance, Builder’s Risk, and Subguard 
in lieu of  actual costs represent another significant are of  opportunity for the CM/Contractor

“General Liability, Umbrella and Professional & Pollution Insurance will be 
calculated against the total Contract Value at a rate of $10.51 / $1000.00 of 
Contract Value.  Contractor Insurance is negotiated annually and any decreases or 
increases will be passed along to the Owner upon written notice and agreement 
from the Owner.”

“Premiums for Subguard shall be charges to and paid as a Cost of Work by the 
Owner at the mutually agreed upon rate of one percent One point One Percent 
(1.1%) of the value of all subcontract values included in the Cost of Work.  The 
Owner’s audit rights, shall not extend to this agreed upon rate.  The Subguard 
premium shall be paid with the first progress payment made to Contractor after 
the establishment of the Guaranteed Maximum Price.  At project close out, 
Contractor will perform a premium reconciliation to accurately determine the 
current value of all subcontract values included in the final cost of the Work.” 
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Owner Risk Area:  Information Technology

•AIA Contract allows for project-specific IT 
expenditures

•Laptop computers
•Connectivity
•On-site support
•On most projects, project-specific IT is typically 
between 0.15 and 0.30% of  project cost

•AIA Contract does not allow for corporate overhead IT 
expenditures

•Accounting systems
•Home office servers
•Home office support
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Question #4

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

 A – Costs for a “topping out” ceremony

 B – Costs for water for the jobsite trailer

 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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Other Potential Audit Findings

• A firm provided relocation assistance totaling $178,338.65.  The 
Construction Manager was asked to detail these payments, and the 
response detailed transactions to two employees totaling only $141,040.74, 
leaving $37,297.91 unexplained.  The Owner also stated the relocation costs 
should not be reimbursed.  

• Travel stipends totaling $25,497.22 have been charged for payment to a 
General Superintendent.  This stipend has been charged on top of 
$86,497.37 of other travel costs billed by the Superintendent (primarily 
monthly lump sum payments for travel).  The Owner stated the cost the 
move had been agreed to be reimbursed, but the monthly lump sum 
payments and travel stipends had not been approved.

• In addition to the approximately $30,000.00 of training charged (labor and 
expenses), the indirect cost of labor training is estimated at approximately 
$90,000.00.  This indirect amount represents the labor cost of individuals 
attending the on-site training exercises.  
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Owner Risk Area: Miscellaneous Other Items

Sample for Illustrative Purposes Only
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Questions?

Fort Hill Associates, LLC
(877) 286-0408 

www.forthillassociates.com

37 Villa Road
Suite 106

Greenville, SC 29615

http://www.forthillassociates.com/




Upcoming ACUA Webinars

August 27, 2020

"Protecting the Value of  Higher Education 
During These Unprecedented Times of  Change"
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