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Á Introduction
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RSM US LLP

Over 550 
government clients nationally

Serve 2,500 
public sector clients annually

More than 800
professionals serving the 

government industry

Á Internal audit

Á IT audit

Á Contract compliance

Á Forensic investigations

Á Governance, risk and compliance

Á Enterprise Risk Management

Á Service Organization Control

Á Regulatory compliance

Á IT Strategy

Á Disaster recovery

Á Anti-fraud consulting
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PROCUREMENT
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Project Organization

Owner

Program Manager / 

Ownerôs Rep.

Interior/ Design/ 

Specialty
Architect/ Engineer

Construction 

Manager

Subcontractors
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Factors to Consider

ÁCost / Size

ÁComplexity / Scope

Á Timing / Schedule

ÁRisk / Responsibility

ÁOwner Resources
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Types of Construction Agreements

Á Fixed Price / Lump Sum

Á Unit Price

Á Construction Manager at Risk (CMAR)

Á Design Build (DB)

Á Integrated Project Delivery (IPD)
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Contract Types and Selection Criteria

Selection Criteria

Low Bidder Best Value Best Qualifications

Project Delivery 

Method

Selection is based 

solely on Price

Selection is based on a 

weighted combination of 

Price and Qualifications 

Selection is based 

solely on Qualifications

Design-Bid-Build

Lump Sum / Fixed Price, 

Unit Price

Most Common
Common

Price evaluated based 

on Construction Cost

Rare

Construction Management 

at Risk (CMAR)
Rare

Most Common
Price evaluation based on 

CMAR Fees and General 

Conditions

Common

Design-Build Common

Most Common 
Price evaluation based on 

fees and GCs; may or may not 

include Construction Cost

Common
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Agreements ïCommon Provisions

ÁChange Orders

ÁContingency

Á Insurance

ÁPayment

ÁCompensation

ÁSelf-performance

Á Liquidated damages

ÁRight to audit
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Fixed Price

Á Non-complex, single trade, known design/elements

Á Bill on percent complete

Á Benefits

ÁCompetitive

ÁSomewhat limits exposure

Á Risks

ÁLonger overall timeline (non-concurrent w/ design)

ÁChange Orders ïLowball or design constructability

ÁNon-transparent contingency

RFP Design Bid
Fixed 
Price
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Fixed Price

Á Keys to Success

ÁScope is well defined

ÁDrawings accurate / 

low change potential

ÁSchedule allows for bidding

ÁAvailability of bidders

ÁProject Management to assess % complete

ÁExperience with similar projects
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Fixed Price

Successful Procurement Controls 

Á Selection based on price

Á Compare to engineer or designerôs estimate

Á Leveling bids ïcompare based on price, units, and 

included scope 

Á Evaluation considerations
ÁBid quantities are correct

ÁDoes not include frontloading or inflated costs

ÁDoes not include omission of key project elements or scope

Á Investigate variances (ñspreadsò) to identify risks above
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Unit Price

Á Public Works / Horizontal / Roads, Repetitive and 

Quantifiable

Á Billed on units complete 

Á Benefits

ÁCompetitive

ÁTransparent, pre-determined pricing

ÁOnly pay for actual quantity (see risks)

ÁEasily expandable with transparency

Á Risks

ÁTracking of work complete (inspection / weight / trip tickets)

ÁChange orders ïadditional quantities 

RFP Design Bid
Unit 
Price



©2016 RSM US LLP. All Rights Reserved. 

Unit Price

Á Keys to Success

ÁScope and/or unit is 

well defined

ÁSchedule allows for bidding

ÁAvailability of bidders

ÁProject Management / Design professionals to 

verify units complete

ÁDocument retention
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CMAR

Á Large, complex, multi-phase projects

Á Billed on actual costs incurred

Á Benefits

ÁGuaranteed Maximum Price, transparency 

Á Improved schedule, concurrent design / collaboration

ÁOnly pay for actual costs, plus fee (see risks)

Á Risks

ÁAmbiguous or incomplete ñsilentò contract language 

ÁDefinition of cost of work (home office / bonus)

ÁRequires very detailed Pay App review

ÁSub bidding process (buyout tracking)

ÁChange orders and contingency tracking

RFQ Design

CMAR
RFP 
RFQ
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CMAR

Á Keys to Success 

ÁStrong prequalification process (CM and Subs)

ÁSet expectations for documentation early

ÁRobust monthly review process

ÁCollaboration

ÁNegotiation pre-GMP

ÁDocument retention
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CMAR

Successful Procurement Controls 

Á Selection based on price and qualifications

Á Compare to engineer / designerôs estimate

Á Evaluation considerations:
ÁCM experience is incorporated into scoring criteria

ÁTransparency into terms and conditions of agreement

ÁObjective scoring/ ranking system (numeric, multi-criteria scoring)

ÁSelection committee with experienced personnel and members 

outside of direct project management team

ÁAudit trail/ documented scoring process for shortlisting and oral 

evaluations

Á Involvement in

subcontractor

bidding
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Sample 1 ïContract language 
ÁGeneral conditions not subject to audit 

ÁNo breakdown of rates and units provided in contract

ÁReimbursable, but treated as a lump sum, no transparency

Audit findings: No way to know the actual cost, CM could 

overcharge and Owner would never know.

Sample 2 ïContract language and uncompetitive subs
ÁSole source / no competition for subcontractors

ÁGeneral Conditions estimate not detailed

Á Inconsistent contract language (GCs reimbursable or lump sum)

Audit findings: 
ÁFor a $480M contract, nearly 30% was not competitively bid

ÁNegotiated GCs for greater than 10% and included excessive cost for some 

job elements (ex. $40,000 for internet, $55,000 for first aid)

ÁLabor burden rate of 48%
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Design-Build

Á Large, complex, specialized / unique

Á Billed on actual costs incurred

Á Benefits

ÁSingle POC

ÁGuaranteed Maximum Price, transparency

Á Improved schedule, concurrent design / collaboration

ÁOnly pay for actual costs, plus fee (see risks)

Á Risks

ÁSingle POC (loss of independent architect review)

ÁAmbiguous or incomplete ñsilentò contract language 

ÁDefinition of cost of work (home office / bonus)

ÁRequires very detailed Pay App review

ÁSub bidding process (buyout tracking)

ÁChange orders and contingency tracking

Design-
Build

RFP

RFQ
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Design-Build

Á Keys to Success

ÁStrong prequalification process

ÁIn-house / 3rd party representation

ÁCollaboration

ÁNegotiation pre-GMP

ÁSet expectations for documentation early

ÁDocument retention

ÁRobust monthly review process
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Sample 3ïBid rigging
ÁBypassed bid processes to limit competition or sole-source work

ÁInflated Engineerôs estimate to inflate contractor bid 

ÁNegotiated with low bidder before contract was awarded

Audit findings:
ÁñHandshakeò agreements between Ownerôs Rep 

and CM

Á Increased contract from $10M to $120M

Sample 4ïSelf-performed work and related parties
ÁCM self-performed a scope of work

ÁSubcontractors owned by the CM

ÁSubôs work billed as lump sum, no visibility to rates or actual cost

Audit findings:
ÁCMôs self-performed work hid / double charged costs

ÁRelated party search revealed the subcontractor was an entity of the CM

Á Other considerations: Who is on the selection committee
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Polling Question

1. Fixed price construction contracts are most effective 

when:

A. You have a complete set of design documents

B. You have multiple qualified bidders

C. You have a strong change order review process

D. All of the above



©2016 RSM US LLP. All Rights Reserved. ©2016 RSM US LLP. All Rights Reserved. 

PROJECT MANAGEMENT
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High Risk Areas

Á Pay Applications

Á Change Orders and Contingency

Á Supporting Documentation

Á Closeout
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Pay Applications

Á Approvals

ÁContractor 

ÁArchitect / Engineer

ÁOwnerôs Representative

ÁInternal PM

ÁDepartment director 

ÁAudit / Accounting / Finance

ÁExecutive / senior leadership
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Pay Applications

Á Approval

ÁContractor (notarized)

ÁArchitect / Engineer

ÁOwnerôs Representative

Á Internal PM

ÁDepartment director 

ÁAccounting / Finance

ÁExecutive level

Á Rollforward

ÁMathematical rollforward from 

previous

ÁSequentially numbered

ÁAppropriate dates

ÁLead-sheets to schedule of 

values (SOV)

ÁSOV to cover sheet

ÁRecalculation of SOV

ÁRecalculation of fee

ÁLine item transfers
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Pay Applications

Á Supporting Cost Documentation

ÁSupporting logs

ÁChange order log

ÁContingency log

ÁAllowance log

ÁSubcontractor invoices and lien releases

ÁGC/GR invoices

ÁLabor reports and timesheets

ÁCertified payrolls ïDavis Bacon 

ÁM/W/DBE Compliance forms

ÁSchedule

ÁBuyout log

ÁODP log
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Change Orders / Contingency

Á Entitlement

Á Allowability

Á Proper Support

ÁLabor rates and hours

ÁLabor burden

ÁMaterials cost and units

ÁMarkup 

Á Independent Estimate

Á Recalculate!



©2016 RSM US LLP. All Rights Reserved. 

Sample 1 ïPay application support
ÁGeneral Conditions treated as lump sum (procurement)

ÁLack of support for pay applications (rates, time sheets, etc.)

Audit findings:
ÁGeneral conditions costs duplicated in job cost, no labor support

ÁOwner approved PAs without proper support 

ÁOverbilled and duplicated billing for labor and equipment

ÁFindings of $500,000 savings to Owner

Sample 2 ïChange order abuse 
ÁCO management poor, excessive number of COs

ÁCO total was greater than supporting documents

Audit findings:
ÁCOs inconsistently executed as reimbursable and lump sum 

ÁDouble-dipped fee (added to CM labor and then the entire CO) 

ÁExcessive fee on subcontractor costs

Á60% labor burden
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Sample 3 ïUnsupported Usage of Allowances
ÁAll allowances were fully billed, but no support provided

ÁPerformed job cost analysis to segregate costs by category

ÁPresented to contractor, no response

Audit findings:
ÁAllowances never tracked $250K+ of unsupported allowances 

Sample 4 ïAsset misappropriation 
ÁContractor billed the cost of the same utility cart to two projects

Audit findings:
ÁContract required asset turnover at end of project

ÁAuditors working at the second project site 

identified the golf cart. 
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Key Controls for Monitoring

Á Obtain all supporting documentation

ÁSet expectations early

ÁWell-defined roles

ÁArchitect, Ownerôs Rep, Accountant, Controller/CFO

ÁReview all documentation

ÁAgree to support, recalculate (errors)

ÁAppropriate support for actual costs 

ÁInternal reports, allocations
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Monthly Reports

ÁBudget

Á Forecasting

ÁCash Flows

ÁSchedule

ÁMilestone Updates

Á Issues and Impacts
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Other Supporting Schedules

Á Schedule compliance reports

Á As-builts

Á Affidavits / Certifications

Á Personnel change notifications

Á MWDBE tracking

ÁContractor forms

ÁSubcontractor forms / certifications
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Closeout

Á Punch Lists

Á Substantial Completion

Á Certificate of Occupancy

Á Affidavits and Lien Releases (monthly and final)

Á Warranties

Á Attic Stock

Á Equipment / assets purchased for turnover
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Sample 5 ïTime Fraud
ÁToward end of project, drastic increase in activity billed to rough 

carpentry (15 hour days)

ÁGeneral conditions employees charged 12 hour days during the 

weeks of Christmas and New Year 

Audit findings:
ÁConferred with Ownerôs Representative, RC completed in April, no 

employees worked before 8 or after 5, nobody onsite during holidays

ÁRemoved $400K+ of costs related to OT and holiday hours

Sample 6 ïTheft of materials 
ÁDemolition of an existing structure, material to be used in new 

building

ÁProject Manager took home a truckload of salvaged material

Audit findings:
ÁNo monitoring of attic stock, Owner purchases
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Polling Question

2. The following should be provided with each monthly 

pay application as a condition precedent to approval:

A. Lien release

B. Updated schedule

C. Support for reimbursables

D. All of the above
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TECHNOLOGY



©2016 RSM US LLP. All Rights Reserved. 

Technology and Data

Program Management

Å Document management

Å Project procurements/assignments

Å MWBE tracking

Å Scheduling

Å Delays 

Å Invoicing

Å Change orders

Å Project

Å Reason

Å Schedule impacts

Å RFI aging

Å Safety

Å Maintenance

Project Management

Å Document management

Å Estimating / budgeting

Å Design review process

Å Pay applications

Å Workflows for subs

Å Approval workflows

Å Change orders

Å workflows

Å RFIs

Å Submittals 

Å Schedule

Å Change orders

Å Safety

Å Daily / monthly reporting

Å Closeout / turnover
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Auditing Technology with PM Focus

Project/Program Management Focus

Å User access and SOD

Å Workflow setup

Å Tests of 1 for workflow routing

Å Workflow approvals

Å Sample testing for conformance to the workflow (identify work-arounds)

Å Lag time at various steps

Å Technology usage

Å Monitoring PM logins 

Å Document control


