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Not-for-profit organizations launching new construction
or renovations may be overlooking excess charges that
can be avoided. Many organizations, including healthcare
and educational institutions, have undertaken large-scale
projects for new construction or major renovations to
existing structures. These projects typically cost millions
of dollars and equate to a substantial portion of those
organizations capital budgets.

RSM McGladrey Director Paul Donovan details the
importance for a not-for-profit organization to ensure

that the general contractor or construction manager has
complied with the provisions of the contract, thereby
avoiding overcharges and the need to seek reimbursement.

What is a construction cost review?

A construction cost review is an analysis of the costs
charged to new or renovation construction projects.
Several of the items included in a review are an
examination of labor and equipment rates and a review
of monthly requisitions. Whether the review is done from
pre-construction or post-completion, the monitoring of
costs is important to avoid overcharges.

Why is this review applicable to
not-for-profit organizations?

Universities, colleges and hospitals in particular have new
construction projects ongoing and cost review is not their
area of expertise. By determining whether reimbursements
paid to contractors and their subcontractors are
reimbursable pursuant to the provisions of the contract,
many organizations have benefited by identification and
recovery of substantial overcharges.

Describe a project that resulted in a not-for-profit
organization saving significant cost through this review?

A not-for-profit organization in the Northeast employed

a general contractor who charged the organization for
insurance costs at the rate of $7.50 per $1,000 of contract
revenue. The contract was for $70,000,000. The insurance
costs were comprised of worker’s compensation, general
liability, umbrella, D&O coverage, fidelity insurance and
other miscellaneous insurance policies.

In addition, the contractor was self-insured for some of
the policies, meaning he took the risk of loss rather than
purchasing insurance policies. A review of the contractor’s
costs found that the charges for the self-insurance portion
were too high based upon market rates, and that some

of the insurance policies charged to the not-for-profit
organization were not allowed by the contract. This
analysis resulted in an adjusted insurance rate of $2.19
per $1,000 of contract revenue and an overcharge of
approximately $371,700. After extensive negotiations the
contractor agreed to pay back approximately $250,000
back to the not-for-profit organization.

At what point in the life of a construction project is a
construction cost review most beneficial? What other
benefits can a review provide?

Construction cost reviews can be performed at any point in
the project, both pre- and post-construction as well as in
close out phases. In the pre-construction stage, the reviewer
can assist in the contract negotiation process, reviewing
relevant language and terms as well as incorporating
language requiring a cost review. Other benefits of
conducting the review in pre-construction phase are:

« Analysis and establishment of the employees’
labor rates of the construction manager and its
subcontractors and equipment usage rates before the
project begins to incorporate into the contract

« Analysis of pre-construction costs prior to the owners
acceptance of the contract

« Analysis of the proposed Guaranteed Maximum Price
(GMP) including allowances and contingencies to
determine the basis for the proposed amount

« Review the proposed method for computation of any
savings clauses (i.e. early completion, buyouts, GMP, etc.)

« Review the method for computation of any costs
requiring prior approval of the owner

« Establish procedures with the appropriate parties to
facilitate the analysis of project costs and records

« Analysis of “bid packages” to determine whether there
are objective criteria to support the selection
of subcontractors

For more information, contact our office.

The communication channels that today’s employees use to work with one another, vendors, donors and
prospects represent a myriad of options. Traditional land lines are coupled with cellular and Voice over IP
(VoIP) communication services. As a result, organizations are paying for telephone services from a growing list
of local, long distance and cellular phone carriers — plus the secured private area networks created to support a

remote workforce and/or branch locations.

Some organizations have stayed in front of this convergence of technology, while others continue to manage a
disparate number of invoices from a growing number of carriers. For many, these costs are considered a given
part of operations. What many organizations fail to realize is that you can be proactive and take control and

influence the cost of communication.

For an analysis of several strategies that could help identify potentially significant savings on your
telecommunications bills, visit www.rsmmegladrey.com/muse.




Organizations must now state whether the process

for setting compensation meets the standards for the
rebuttable presumption of reasonableness for the CEO,
other officers and key employees and include a description
of the process. However, a large number of boards
(estimated at 35 percent) do not document the review and
approval of executive compensation and benefits in the
board or compensation committee minutes.

The unique convergence of the economic challenges,
regulatory pronouncements and public criticism
create significant challenges for the committee. These
challenges are specific to the following issues:

« The composition and process of the committee

« Its use of appropriate market and peer group data to
set pay levels

+ Developing an ongoing approach to assess
the relevance of incentive, retirement and
severance benefits

The “Madoff" effect

The emerging Madoff-like scandals place new pressures
on the standards and performance of the investment
committee and/or the companion finance committee.
Development of investment policies, monitoring
investment performance and developing investment-
savvy directors are the emerging trends in response to
these issues.

The reputation of “investment” managers, investment
vehicles and asset allocation needs to be closely
monitored by a committee that understands investment
management issues. Establishing a realistic investment
philosophy consistent with the mission orientation of the
organization will be a significant challenge during this
time of economic uncertainty.

The “Form 990 update” effect

At the end of 2007, the IRS released a redesigned Form
990 for tax year 2008 which represented the most
significant revision to this tax-exempt financial reporting
document in over 25 years. Specifically, organizations
must check “yes/no” as to whether specific policies are
in place, including whistle-blower, conflict of interest
and record-retention policies. A number of governance
practices will need to be adopted or upgraded based

on the approach that the IRS believes boards should
establish in order to exercise their fiduciary duty.

The composition of the board based on the new Form
990 will focus on director independence and the new
IRS definition of “independent director.” The board will
need to demonstrate how they respond to the underlying
policy concerns regarding independent directors, as well
as the number of independent members of the board and
key committees. The board also will need to review and
affirm the content of the new form. It will require boards
to establish a policy for board members to review their
Form 990-990T.

The “financial crisis" effect

The decline of financial support due to the distressed
economic environment in 2008 and 2009 has required
many not-for-profits to revisit their fundamental mission
and reprioritize their services and goals. Strategic planning,
albeit for a shorter time horizon, has become a more
critical board activity. Although management is responsible
for building the long-term strategic plan, the board’s
involvement has become more about making choices

to continue support for specific programs/services over
others. These “life and death” decisions about programs/
services require the board to place these decisions in the
context of a more comprehensive strategy anchored by

the mission of the organization. Clearly, the quality and
comprehensiveness of the organization’s strategic plan will
be a focal point of board oversight.

Governance trends

There has been a paradigm shift in governance practices
spurred by the various “effects” of economic, regulatory,
social and policy events that occurred over the decade.
These events have not altered fundamental governance
principles but have required boards to develop new policies
and programs and engage in active governance approaches
such as reviewing the 990 filing or ensuring management
builds effective risk monitoring programs.

The following governance trends have been set in motion by
these different events:

« Strategic planning focused on program/service selection
in the context of long-term goals

« Development of risk management frameworks
addressing internal controls; fraud prevention

« Increased scrutiny of investment management
approaches and policy

« Development of governance guidelines defining the role
of the board in oversight such as 990s

« The need to have a compensation committee or compen-
sation committee roles on the board

Action

Not-for-profit boards should perform their own test of
adopting these governance principles as a result of the
landmark events over the past decade. Each trend should
be reviewed within the context of three fundamental goals
for not-for-profit boards.

« Transforming mission into organizational realities
« Alignment of goals with stakeholder interests
and regulations
« Monitoring financial and non financial performance

For more information, contact our office.
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