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DEFINITION OF A LEGEND

* A story... sometimes popularly regarded as historical
but unauthenticated

* A story ... that people tell about an event or person




A POINT TO EACH STORY

Our construction audit training is primarily a
collection of audit finding related stories that are
intended create “learning points”

The Learning Objectives of This Presentation Include:

« Demonstrating effective construction audit
techniques and/or construction contract
recommendations through illustrations




THE LEGEND OF THE $10 MILLION
COST RECOVERY ON A PIPELINE
CONSTRUCTION AUDIT

« The contract was a cost plus fee contract

» Total labor cost on pipeline was
approximately $100 million

« Labor Burden was auditable

« Cost Savings = $10 million




THE LEGEND OF THE “FIXED
UNAUDITABLE LABOR BURDEN?”

« The hotel building contract was a $150
million cost plus fee contract

« Total hourly labor cost on project was
approximately $10 million

 Labor Burden was charged at a % of Labor;
Contractor said the labor burden was
unauditable

« Cost Savings = $1.5 million




THE LEGEND OF THE
$50 MILLION GMP SUBCONTRACT WITH
RECOMMENDATION TO CONVERT TO LUMP SUM

Cost Plus 7.5% GMP Mechanical Subcontract with $50 Million GMP

Construction Manager Estimating “Experts” recommended converting to Lump Sum at $50
million

Audit Related Cost Avoidance = $5 million




THE LEGEND OF THE
$12 MILLION PROPOSED LUMP SUM CHANGE
ORDER NEGOTIATED TO A GMP

$10 million lump sum sitework
contract with a proposed $12
million lump sum change order

Audit recommended treating the
$12 as a GMP

Audit Related Cost Avoidance = $3 million




THE LEGEND OF THE
“3%” CHARGE FOR SMIALL TOOLS

Cost plus fee contract for power plant
construction with approximately $100
million in billed labor

Contractor’s invoices included charges
for small tools at 3% of labor

« Cost Recovery $2 million




THE LEGEND OF THE
10” CONCRETE FLOOR SLABS

Credit Alternate to Use 8" Floor Slabs
versus the specified 10” Floor Slabs for the
top 2 of the $90 million residential
building

Audit Inspection Identified “Non-
Conforming Work”

Overcharge was at least $400,000




THE LEGEND OF AUDITING MATERIAL
PRICES IN CHANGE ORDERS

 During an audit of an $80 million
warehouse project....

« Audit found electrical
subcontractor used inflated book
prices for pricing commodity
materials in change orders....

« Cost recovery totaled $375,000

10




THE LEGEND OF AUDITING LABOR
RATES IN CHANGE ORDERS

 During an audit of a $450 million
stadium renovation project....

« Audit found electrical
subcontractors using inflated labor
rates in change orders

 Cost recovery totaled $450,000
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THE LEGEND OF THE
“MIDDLEMAN ELECTRICIAN SUPPLIER”

 During an audit of a $200 million
office building project with a $20
million cost plus electrical
subcontract....

 Audit investigated a "middleman
electrical supplier”

 Estimated overcharges totaled
$600,000
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THE LEGEND OF THE
“FORGOTTEN ALLOWANCE”

 During an audit of a $250 million
airport project....

 Audit questioned the disposition
of a $700,000 allowance for
artwork and seating

 Cost recovery totaled $700,000
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THE LEGEND OF THE
“MISSING ARCHITECTURAL CONCRETE”

* A large portion of the concrete
was supposed to be “specified
architectural concrete” on a
$250 million airport project

« Overcharge was at least
$500,000
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THE LEGEND OF THE
“JOURNEYMAN APPRENTICES”

 During an audit of a $75 million
manufacturing plant renovation....

« Sheetmetal subcontractor was
billing for apprentices at the
journeyman rate

 Cost recovery totaled $900,000
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THE LEGEND OF THE
POST HURRICANE BUILDER’S RISK
INSURANCE PREMIUM “ALLOWANCE?”

 During an audit of a $140 million
construction of a new high end
grocery store....

 Contractor charged $250,000 for
Builder's Risk Insurance Allowance

 Cost recovery totaled $200,000




THE LEGEND OF THE
MISSING SCRAP/RECYCLE SALES

 During an audit of a $150
million corporate HQ project

 Contractor representatives
were selling scrap and recycle
and not crediting job costs

« Cost recovery totaled
$250,000




THE LEGEND OF THE
“HIGHLY PROFITABLE LUMP SUM
SELF-PERFORMED CONCRETE WORK?”

 During an audit of a $150 million
renovation of a shopping center

» Contractor awarded themselves a
$6 million self-performed concrete
subcontract

 Cost recovery totaled $750,000




THE LEGEND OF THE
SUBCONTRACTORS
“COVERED BY CCIP”

 During an audit of a $450 million
hospital project

 Contractor included 2% CCIP
charge on all subcontracts
including $50 million in
subcontracts covered by
conventional insurance

 Cost recovery totaled $ 1 million ¢
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