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Summary 

Our audit of the Biosciences Research Laboratory (BSRL) construction contract was included 

in our approved Fiscal Year (FY) 2019 Audit Plan. The University of Arizona (Arizona) 

contracted for construction of the BSRL with DPR Construction and a construction phase 

Guaranteed Maximum Price (GMP) of $84.9 million. This new building will provide the 

platform to support the interdisciplinary research needed to advance the Grand Challenge 

(Pillar 2) portion of the Arizona Strategic Plan.   

Construction projects have been identified as strategic, high-risk areas for the universities. 

Charges to the project may not comply with the negotiated contract, resulting in overcharges 

and cost overruns. Construction administration and project monitoring is provided by 

Planning, Design & Construction (PD&C).  Since 2009, we have completed 16 audits of 

construction contracts administered by PD&C. 

Background: The 154,800-square-foot, 

four-story BSRL building was 

constructed to bring together the 

University’s basic scientists and 

physician researchers for collaborative 

translational research that will advance 

our understanding of the molecular 

basis of human health, aging and 

disease. This building will provide 

cutting edge laboratories for pioneering, 

interdisciplinary research in many health science disciplines relevant to the people of Arizona 

and will increase competitiveness and research grant revenues as needed to achieve the 

Arizona Higher Education Enterprise Plan Goals.1   

The building was designed by ZGF Architects LLP and the construction contract was 

awarded to the DPR Construction through the Construction Manager at Risk (CM@Risk) 

delivery method. The CM@Risk was selected through the capital project selection committee 

process prescribed by the Arizona Board of Regents (ABOR) Procurement Code. The 

contract with DPR Construction included pre-construction design phase services as well as 

construction phase management, including coordinating all subcontracted work.   

At its September 2014 meeting, the ABOR granted Project Approval for the University project 

at $101 million. In September 2015, ABOR approved an additional floor of research lab 

space to the building, increasing the building size by 30,600 square feet, from 124,200 to 

154,800 square feet. There was a budget increase of $22.5 million which increased the 

overall project cost to $123.5 million. The project will be funded with bond proceeds from 
 

 
1 Arizona Board of Regents, Business and Finance Committee Meeting Minutes, September 2014. 
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recently issued System Revenue Bonds, SPEED Revenue Bonds, and University local funds 

from the Office for Research, Innovation and Impact and Arizona Health Sciences. The debt 

service for SRB and SPEED Bonds will be paid over 30 years and 20 years, respectively, 

from state lottery funds and University local funds.2 

The BSRL project had a pre-construction and a construction phase that included 25 change 

orders executed for additional project scopes. See the chart below for the cost breakdown by 

phase:  

GMP Description Amount 

Pre-Construction/Design Phase Fee $1,100,167  

  

Preliminary Construction Phase Services $16,278 

Construction Phase GMP (Amendment 10) 79,600,000 

Change Orders 5,262,395 

Construction Phase GMP Covered by Audit $84,878,673 

  
Total Pre-Construction and Construction GMP  $85,978,840 

 

Notices to Proceed were issued on May 15, 2013 for pre-construction work, November 4, 

2015 for early construction work, and December 15, 2015 for the remaining construction 

work. 

The contract and subsequent amendments targeted a substantial completion date of 

December 6, 2017. The work was completed on December 13, 2017 and PD&C issued the 

Certificate of Substantial Completion with no penalties assessed.    

PD&C is pursuing a United States Green Building Council (USGBC) Leadership in Energy 

and Environmental Design (LEED) Silver Certification, indicating that the building was 

designed to have lower operating costs, reduce waste, conserve energy and water, and to 

create healthy and productive work environments.  

 

 

 
2 Arizona Board of Regents, Business and Finance Committee Meeting Minutes, September 2015. 
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Audit Objective: To determine whether financial transactions relating to construction activity 

complied with the terms of the contract, including whether:   

• contractor billings were adequately supported by actual costs, and overhead, profit,

and fees were applied as specified by the construction contract;

• General Conditions and General Requirements (GC&GR) expenses, to include direct

labor costs, were charged to the project in accordance with contract provisions;

• change orders were for legitimate changes in scope and priced according to contract

for labor, material and markup percentages;

• bond and insurance coverage during construction was in compliance with the terms of

the contract;

• the CM@Risk provided the contracted scope of work, to include whether project

alternates were accepted via contract incorporation or change order, allowances were

adjusted to actual, and contingency funds were managed in accordance with contract

requirements;

• subcontracts were competitively bid, subcontractor lien waivers were on

file, subcontractors maintained required insurance and bonds and were licensed; and

• opportunities for process improvements exist.

Scope: Our audit of the BSRL project included all construction phase expenses paid to the 

CM@Risk from the start of the early construction phase in May 2013 through the most recent 

payment application processed in May 2019. A final pay application will be processed after 

project close out and final reconciliation which is expected to occur in calendar year 2021. 

The delay in the final reconciliation was due to an additional scope of work added to modify 

the existing basement to allow more imaging equipment. Since the new scope is in the 

design phase, only a rough estimated cost of $1 million and an approximate 12-month 

completion time frame is available. Expenses for the BSRL basement shell space build out 

were not included in the scope of this audit. 

We relied on PD&C’s expertise for the construction technical aspects and, therefore, our 

scope of work did not include any on-site inspections to assess construction methods, 

materials, or compliance with design specifications.  We also did not include any costs 

associated with the project that were not part of the CM@Risk construction phase contract, 

including architectural fees or PD&C internal costs. 

Methodology: Based on our risk assessment of the Arizona University System Standard 

Construction Audit Program, our audit objectives included:  

• reviewing the RFQ and CM@Risk contractor selection process to ensure compliance

with ABOR policies;

• preparing a control schedule of the GMP and change order amounts to ensure the

total in the PO was supported;
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• reconciling all construction phase payment applications to the GMP to ensure

payments to the CM@Risk did not exceed the approved total GMP;

• reviewing a sample of 5 (14%) of 36 randomly and judgmentally selected construction

phase payment applications that represented approximately 15% of the total

construction phase costs and comparing GC&GR expenses to supporting

documentation;

• reconciling the job cost ledger against subcontractor invoices and DPR

Construction pay applications;

• verifying all bond and insurance requirements were maintained during the project;

• recalculating the pricing of all change orders to verify methodology agrees to the

contract,

• selecting a sample of 5 (20%) of 25 change orders and reviewing supporting

documentation for reasonableness and compliance with the contract,

• reviewing CM@Risk contractor contingency fund expenditures to ensure that all uses

of the contingency fund were made in accordance with the contract;

• determining if allowances were adjusted to actual costs via change order and any cost

saving alternates were applied;

• ensuring the subcontractor bidding process was performed in compliance with contract

terms;

• reviewing a sample of the 10 largest subcontractors by dollar amount spent and 2

randomly selected subcontractors for a total of 12 subcontracts which represented a

total spend of $56.5M or 83% of the total spend on all subcontractors to ensure the

contract terms were consistent and in compliance with the CM@Risk contract;

• examining project close-out documents for completeness; and

• discussing the project with representatives from PD&C, DPR Construction, Arizona

Office of General Counsel, and Arizona Board of Regents staff to obtain additional

information and clarification.

Conclusion: Based on our audit work, we determined that contractor billings were 

adequately supported, GC&GR costs were in accordance to contract provisions, and the 

CM@Risk provided the contracted scope of work. We also verified that contingency funds 

were sufficiently managed, bond/insurance coverages during construction were maintained 

as required, the subcontractor selection process and documentation were in compliance with 

the contract, and project close-out documents completed to date were in order.3  Lastly, credit 

alternatives were appropriately applied to project costs and no allowances were noted for this 

project.   

While change orders represented actual changes in scope, audit identified a potential issue 

with certain change order charges. However, based on a prior audit result, PD&C 

3 The general contractor evaluation and final payment were not completed since the project was not yet 
finalized. Audit was able to review that all substantial completion inspection items were sufficiently resolved and 
that PD&C issued the certificate of substantial completion. 
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management had already initiated training and a review of these charges on all project 

change orders that resulted in the identification of $20,126 in unallowable supervisory 

charges that had not been previously established or agreed upon. This issue is detailed on 

page 7.  

 

The audit also identified other process enhancement improvements that were provided to 

PD&C management verbally during the audit. These opportunities included 1) identifying 

payment application billing review focus areas, 2) adding clarity to actual vs. percentage 

GC&GR fee change order billing, and 3) improving owner construction inventory lists. 

 

According to the Institute of Internal Auditors International Professional Practices Framework, 

an organization is expected to establish and maintain effective risk management and control 

processes. These control processes are expected to ensure, among other things, that: 
 

• the organization’s strategic objectives are achieved; 

• financial and operational information is reliable and possesses integrity; 

• operations are performed efficiently and achieve established objectives; 

• assets are safeguarded; and 

• actions and decisions of the organization are in compliance with laws, regulations, and 

contracts. 

Our assessment of these control objectives as they relate to the BSRL construction contract 

is presented on the following page. 
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General Control Objectives Control Environment Audit Result 
No. Page 

Achievement of the Organization’s Strategic 
Objectives 

• Strategic objectives were met by providing
a new best-in-class bioscience research
facility and a platform for human system
research.

Reasonable to Strong 
Controls in Place 

Reliability and Integrity of Financial and 
Operational Information 

• Contractor pay applications were
supported by actual costs incurred by the
CM@Risk contractor.

Reasonable to Strong 
Controls in Place 

• GC&GR expenses were charged in
accordance with contract provisions.

Reasonable to Strong 
Controls in Place 

• Change orders were priced and approved
according to contract requirements.

Opportunity for 
Improvement 

1 7 

• Change orders for CM@Risk self-
performed work were priced according to
contract requirements.

Reasonable to Strong 
Controls in Place 

Effectiveness and Efficiency of 
Operations 

• Contingency funds were managed in
accordance with contract requirements.

Reasonable to Strong 
Controls in Place 

Safeguarding of Assets 

• The CM@Risk provided the contracted
scope of work.

Reasonable to Strong 
Controls in Place 

Compliance with Laws 
and Regulations 

• The CM@Risk contractor selection
process was in accordance with ABOR
procurement code policy.

Reasonable to Strong 
Controls in Place 

• Insurance and bond coverage during
construction was in compliance with the
terms of the contract.

Reasonable to Strong 
Controls in Place 

We appreciate the assistance of both PD&C and DPR representatives during the audit. 

_________________________ 
Zakary W. Karmikel, CIA, CISA 

Auditor-In-Charge 
karmikel@arizona.edu 

_________________________ 
Sara J. Click, CPA 

Chief Auditor 
clicks@arizona.edu 

/s/ /s/

mailto:karmikel@arizona.edu
mailto:clicks@arizona.edu
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Audit Results, Recommendations, and Responses 

1. Unallowable Subcontractor Supervisory Labor Charges on Change Orders

Condition:  Subcontractors billed change order supervisory labor charges above the 10% 

general condition fee agreement terms. A review of all project change orders conducted by 

management revealed $16,781 ($20,126 after fee markups) in unallowable supervisory 

charges that had not been previously established or agreed upon. 

Criteria:  Industry standards suggest that salaried project management personnel are 

considered general conditions costs.   As such, subcontractor salaried supervisory costs 

included in change orders should be included in the allowable 10% for general condition 

costs unless previously agreed upon.

Cause:  The costs were approved prior to implementation of new review procedures and 

training regarding change order general condition costs above the contract guidelines. 

The improved review procedures and training were implemented by PD&C as a result of a 

recent audit finding.   

Effect:  Change order costs were approved with general conditions costs $20,126 ($16,781 + 

markup fees) above the agreement terms.  

Recommendations:  PD&C should initiate a deductive change order to recoup the $20,126. 

Management Response:  

Target Implementation Date: Implemented. 

As a result of a previous audit recommendation, PD&C instituted a revised operating 

procedure in October 2019 whereby project management practices were clarified, and 

training was conducted, regarding review of change order general condition costs above the 

contract guidelines.  

As a result of the PD&C procedural change and training that occurred in October of last year, 

the BSRL project management team performed a re-review of the project costs with specific 

focus on the 10% contract guideline.  There were some costs identified that were shown to 

be above the contract guidance, usually in increments of (1) manhour per change order.  

While there is no suggestion that the costs were not legitimately incurred by the 

subcontractors, it was found that the costs were above the 10%, and because there was no 

established agreement, the costs would not be allowed.  The subcontractors agreed to a 

billing reduction on that basis. A deductive change order for the $20,126 has already been 

applied to the project billing. 
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