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OBJECTIVESOBJECTIVES

1 What is fraud and why should we care?1. What is fraud and why should we care?
2. Who commits fraud and why?
3. Most common types of fraud in construction.
4. Overview of some proactive and remedial

measures to prevent fraudulent behavior,
detect problems early, and minimize impact
of fraud within an organization?



I DEFINITIONOF FRAUDI. DEFINITION OF FRAUD

A Illegal act characterized by deceit concealment orA. Illegal act characterized by deceit, concealment or
violation of trust

B. Occupational fraud – fraud in the workplaceB. Occupational fraud fraud in the workplace
i. Story of a merchant
ii. True or False – Everyone is susceptible to fraud
iii. True or False – A typical organization loses 5% of gross

revenue in a given year as a result of fraud



II WHOCOMMITS FRAUDANDWHYII. WHO COMMITS FRAUD AND WHY

A WhoA. Who
i. True or False – Most fraudsters are first‐time offenders.
ii. Employees, Subcontractors, Suppliersp y , , pp

1. Contract manager who provided winning bid information to
friends and then arranges change orders to make up for losses

2 Employee colluding with a vendor or subcontractor to pay2. Employee colluding with a vendor or subcontractor to pay
invoices for fictitious work while taking kickbacks

3. Subcontractor billing for journeyman when the work is done
by an apprentice



II WHOCOMMITS FRAUDANDWHY (cont )II. WHO COMMITS FRAUD AND WHY (cont…)

B WhyB. Why
i. Cressey’s Fraud Triangle



II WHOCOMMITS FRAUDANDWHY (cont )

i. Albrecht’s Fraud Scale

II. WHO COMMITS FRAUD AND WHY (cont…)

ii. MICE ‐Money Ideology Coercion Ego



TRUEOR FALSETRUE OR FALSE

True or False –True or False
In a survey conducted in 2015, 75% of construction
companies reported fraud occurring within the last year.companies reported fraud occurring within the last year.
True or False –
In 2015 the construction industry accounted for lessIn 2015, the construction industry accounted for less
than 4% of fraud cases.
True or False –True or False
When fraud occurs in the construction industry, the
median loss is greater than the average loss of allg g f
industries



III. MOST COMMON TYPES OF FRAUD 
IN CONSTRUCTION

A False Payment Applications – makes up 50% ofA. False Payment Applications makes up 50% of
construction fraud

i. Sample invoicep





III. MOST COMMON TYPES OF FRAUD 
IN CONSTRUCTION (cont…)

i. Erroneous totals, line items, roll‐forward errors, false, , ,
invoices, inflated rates

ii. Project managers falsifying pay applications to cover
up personal expenses

iii. Employee funneling money to false companies they
controlcontrol



III. MOST COMMON TYPES OF FRAUD 
IN CONSTRUCTION (cont…)

B. Billing Fraud. illing Fraud
i. Overstate unit of productivity (labor hours, etc.)
ii. Billing for journeyman when apprentice did work
iii. Inflated equipment rates or billing for equipment used on other

jobs

C. Manipulation of Change OrdersC. Manipulation of Change Orders
i. Missing scope descriptions
ii. Excess charges
iii. Omission of design specs

D. Theft or Substitution of Materials
i Subs/Suppliersi. Subs/Suppliers
ii. Employees



IV. MEASURES TO PREVENT, DETECT, 
AND MINIMIZE FRAUD

A Organizational Policy and CultureA. Organizational Policy and Culture
i. Ethics Policy
ii Hotline/reporting proceduresii. Hotline/reporting procedures
iii. Internal Ethics Training









IV. MEASURES TO PREVENT, DETECT, 
AND MINIMIZE FRAUD (cont…)

A. Audits
i Traditional Audit or Reviewi. Traditional Audit or Review
ii. Construction Audit
iii O ti l A dit P R iiii. Operational Audit or Process Review



IV. MEASURES TO PREVENT, DETECT, 
AND MINIMIZE FRAUD (cont…)

C. Internal Controls/ProceduresC. Internal Controls/Procedures
i. Separation of Duties
1. Cash/Bank/
a. Segregate receipt, accounting record posting, bank

reconciliations
b Two signatures on checksb. Two signatures on checks
c. Review front and back of cancelled checks

2. Accounts Payable – separate set‐up of vendors,y p p ,
approval of payments, and actual payments

3. Payroll – separate set‐up, approval, and pay
4. Sub selection process



IV. MEASURES TO PREVENT, DETECT, 
AND MINIMIZE FRAUD (cont…)

C Internal Controls/Procedures (cont )C. Internal Controls/Procedures (cont…)
ii. Trust but Verify
1. Inventory and secure job site materials and equipmenty j q p
2. Conduct supplier confirmations
3. Tie subcontractor bills to payment applications
4. Reconcile payments to pay applications
5. Conduct account receivable confirmations
6. Change order review
a. Compare change order signature dates to actual time work

completedp
b. Compare drawing/spec volumes to actual claimed



IV. MEASURES TO PREVENT, DETECT, 
AND MINIMIZE FRAUD (cont…)

C Internal Controls/Procedures (cont )C. Internal Controls/Procedures (cont…)
ii. Trust but Verify (cont…)
7 Compare actual to budget on a line by line basis7. Compare actual to budget on a line‐by‐line basis
8. Invoice spot checks
9 Data mine employee statistics (address direct9. Data mine employee statistics (address, direct

deposit bank account, etc.) and vendor statistics
and compare

10. Review new employee records
11. Review short‐term employee records
12. Prove reimbursable charges – credit cards, etc.



IV. MEASURES TO PREVENT, DETECT, 
AND MINIMIZE FRAUD (cont…)

D InsuranceD. Insurance



QUESTIONS?


