National Association of Construction Auditors

SEPTEMBER 21 - 30



Melissa Goddard CFE CCA C" P C

ITTING RN ( m




ABOUT ME

MELISSA D GODDARD, CFE, CCA, CCP, CRIS CICA PI

PRINCIPAL-FACT FINANCIAL INVESTIGATIONS LLC

Melissa is the founder and principal of FACT Financial Investigations LLC.

Melissa has over 30 years experience in accounting and fraud, has worked in construction accounting offices in many capacities ranging from staff accountant
to CFO. Melissa has also worked in public accounting as well in government accounting and internal audit offices. Her service expertise includes:
Construction Audit and Cost Control

Project Accounting and Budget Analysis

Fraud Management (Prevention, Detection and Investigation)

Fraud Risk Assessments

Forensic Accounting

Construction Risk Management

Litigation Support Services

Internal Control Review, Design and Implementation

Contract Review and Compliance

Due Diligence Investigations

Expert Witness Services

Construction Training for Owners & Contractors

Melissa past work experience includes extensive experience in the construction industry working in a variety of roles performing construction accounting, job
costing, work in progress management, cost control, analyses of contracts and auditing of construction projects ranging from small remodel projects to multi-
million dollar projects.

Melissa’s industry expertise includes construction, education, transportation, airports, sewer facilities, research & development, master planned communities,
health care, government, not-for-profit and manufacturing.

CERTIFICATIONS

Certified Fraud Examiner

Certified Construction Auditor
Construction Control Professional
Construction Risk Insurance Specialist
Certified Internal Controls Auditor

Licensed Private Investigator (OR)

541.240.6251
melissa@factfinancialinvestigations.com
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Impact of fraud the Construction Industry

AG E N D A « Profile of a Construction Fraudster

Types of fraud common in Construction & Matching Data Analytics



According to Black’s Law Dictionary, Fraud is defined as:
A knowing misrepresentation of the truth or concealment of a material fact

) ) . |
to induce another to act to his or her detriment.

1
Black’s Law Dictionary. 8th Ed. (2004), s.v., “fraud.”



According to the ACFE’s 2020 Report to the Nation, the median fraud loss

Per case in the construction industry is $200,000 with 47% of cases being
Corruption cases followed by 25% in financial statement fraud and 22% in billing
fraud.

Today, we will be discussing how data analytics can assist in finding fraud within
your projects. You may just need your superhero cape for this one!




Construction fraud may involve aspects of procurement fraud, contract
fraud, grant fraud, or accounts payable and disbursement fraud.

* Large sums of money, complex specifications, rising costs, tight
timelines, frequent change orders, and numerous contractors and
subcontractors make construction and public works projects attractive
targets for fraud.

* Perpetrators of fraud can include:

— contractors

— construction business owners

— subcontractors

— other employees outside of construction (support departments)
— external consultants



Behavioral red flags of fraud in the construction industry| Behavioral red flags
are identifiers or traits that signal fraudulent activity. The ACFE’s most recent
Report to the Nations listed |7 common behavioral red flags.

The six most common of those red flags are:

41% Living beyond means

20% Close association to vendors or customers

4% Family/marriage issues

29% Financial difficulties

| 5% Excessive control and unwillingness to share duties
| 3% Wheeler-dealer attitude



Have you ever found fraud in one of your
construction audits?






In Bid Rigging, bidders are working together to determine who
Will win the bid in advance. In a bid rigging scheme, the
Bidders work together to generate the lowest competitive bid

Which is greater than what the competitive market is.

ooooooooooooooooooooooooooooooooooooooooo



There are four basic schemes involved in most bid-rigging conspiracies:

Bid Suppression: In this type of scheme, one or more competitors agree not to bid, or withdraw a
previously submitted bid, so that a designated bidder will win. In return, the non-bidder may receive a
subcontract or payoff.

Complementary Bidding: In this scheme, coconspirators submit token bids which are intentionally high,
or which intentionally fail to meet the bid requirements in order to lose a contract. "Comp bids" are designed
to give the appearance of competition.

Bid Rotation: In bid rotation, all co-conspirators submit bids, but by agreement, take turns being the low
bidder on a series of contracts.

Customer/Market Allocation: In this scheme, co-conspirators agree to divide up customers or
geographic areas.The result is that the coconspirators will not bid or will submit only complementary bids
when a solicitation for bids is made by a customer or in an area not assigned to them.This scheme is most
commonly found in the service sector and may involve quoted prices for services as opposed to bids.
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® In Bid Tab analysis,

J

J

J

look for identical bid amounts when conducting line item detail
review.

Look for unusually high line item bid prices in losing bids.

Look for a clear delta between the winning bid and all other
bidders. (e.g. One bid comes in at $250,000 all others come in at
$300,000+)

Calculate % difference between bid amounts per line item-did all
losers increase their bids by the same %?

If you have access to the list of qualified bidders, did they all bid?
Did any of them withdraw a bid after submitting?

Identical mathematical errors made on different bidders.

Only one bid complete-others are poorly prepared.

» Subcontractor/vendor review-

J

Did any of the losing bidders become subconsultants/suppliers?

®  Were they awarded a different scope of work?

—
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POLLING
QUESTION #2

DO YOU HAVE
PROCESSES SET UP
IN YOUR
CONSTRUCTION
AUDITSTO
DETERMINE IF
FRAUD IS
OCCURRING?



Labor is an area we can have apply many analytics to as
labor has many opportunities for fraud. Keep in mind,
however, every error in labor does not constitute fraud.

Labor analytics should be applied to both the General
Contractor as well as the Subconsultant layers.






An actual employee leaves the company and is then
kept in the payroll records for several additional pay
periods, with the perpetrator intercepting the
additional paychecks.

An actual employee goes on leave, and is maintained in
the payroll records during his absence, again with
paychecks being intercepted.

An entirely fake employee is created and maintained in
the system, with all related paychecks being routed to
the perpetrator.



https://www.accountingtools.com/articles/2018/1/27/pay-period

Look for employees with similar or very similar names.

Concurrent employee numbers, same last name

Names are the same except a middle initial, or Jr/Sr.

Names are reversed. Middle name become first
name, last name becomes middle name, etc.

Employees who have high employee withholdings or
are exempt so that taxes are not withheld.




If you suspect a ghost or two or ten....

= Obtain payroll registers, certified payroll registers, union
transmission reports and end of year payroll reports such
as the 940 report.




LABOR HOURS

Billing for labor hours that were not worked is a common area of overbilling however
Unless intent is proven, we typically do not put this into a fraud category.

| would suggest that with every audit, using a labor matrix is key to finding issues such
As finding issues such as holiday/PTO issues billed, and finding patterns in the billing
Of hours.



Cost Code Employee number Employee Name Description

Total Salary Billing Report
Recalc of (hours * rate)
Delta

From Cost Report
Delta

Hours

08/16/15-08/29/15 08/30/15-09/12/15

09/13/15-09/26/15

09/27/15-10/10/15

10/11/15-10/24/15

Rate

08/16/15-08/29/15 08/30/15-09/12/15

09/13/15-09/26/15

09/27/15-10/10/15

10/11/15-10/24/15

Gross

08/16/15-08/29/15 08/30/15-09/12/15

09/13/15-09/26/15

09/27/15-10/10/15

10/11/15-10/24/15

S - $

$ - $

S - $
0.00

$ (1,764.00) $

13,469.00
13,469.00

0.00

$
$
s

8,171.00
8,171.00

0.00

$
s
s

13,603.00
13,603.00

0.00

$
$
s

9,540.00
9,540.00

0.00






A SHELL COMPANY IS
AN INACTIVE
COMPANY THAT IS
USED IN FINANCIAL
MANEUVERS FOR THE
BENEFIT OF THE
CREATOR




Used by Contractors and Subcontractors as fake suppliers or subcontractors to
obtain funds that have no merit/cost.



When reviewing contracts and invoices.
Use of generic email
No mention of owner or operator on website
Generic or no website
Use of initials, partial signatures on contracts and invoices
Invoices have no street address-po box only.
Invoice has no contact information other than a generic email address.

Google search. Do they have Social Media presence? LinkedIn? Certifications? Local
Presence!



The sooner you can start applying analytics to your projects the sooner you can
prevent fraud.

As Benjamin Franklin so accurately put it,“an ounce of prevention is worth a
pound of cure”



THIRD POLLING QUESTION

= Predictive Fraud Analytics can provide insights into whether a project
may be susceptible to fraud
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