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Speaker Background

= Paul Pettit, VP Performance Improvement

= Revenew International LLC

= Over 30 years of progressive roles within industry and
professional services

" Project Management Professional (PMP),
Construction Controls Professional (CCP), Certified
Construction Auditor (CCA), Certified Internal Auditor
(CIA), Certified in Risk Management Assurance
(CRMA) and Certified Professional EH&S Auditor

(CPEA)
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Previous Speaker Topics at NACA

= 2020: Black Swan Risks: How Can Construction Auditors Assess the
Unexpected?

= 2019: Auditing Construction Equipment

= 2018: Construction Auditing: Auditing Beyond Cost and Schedule
Risks

= 2017: Forget the Money — Show Me the Controls!

= 2016: Construction Auditor Travel Stories: From Local to Exotic to
Downright Dangerous!

= 2015: Capital Project Governance: Ensuring Control Throughout the
Project Lifecycle

= 2013: Construction Fraud Schemes: Knowing Where to Look When
Fraud is Suspected!

= 2012: Applying Data Mining and Analytics to Efficiently Audit
Vendors and Contractors “P
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Learning Objectives

= Learn about the definition of fraud and how it applies
to construction projects

= Interact with construction auditors and make your own
call on potential construction fraud

= Hear about real construction audit findings that may or
may not be fraudulent

= Share your own construction fraud stories
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Construction Fraud: You Make The Call

You Make The Call

https://youtu.be/-Zj00On92L u4

© 2021 Revenew International, LLC. All Rights Reserved. Proprietary and Confidential re U ene U U



Construction Fraud: You Make The Call

* Fraud Defined

= Fraud is the intentional act to deceive through false
representation of some fact.

= This misrepresentation causes another party to rely on the
fact to its legal detriment.

= The fraud may result in the victim suing the other party for
contract fraud. However, if the fraud is serious enough, the
party committing the fraud may also face charges for criminal
fraud. (LegalMatch)
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Construction Fraud: You Make The Call

= Construction Fraud Defined

= Construction fraud is a form of fraud committed by a
construction company or a contractor.

= This type of fraud can include performing substandard repairs
or cheating another party involved in the construction project
such as the client. (LegalMatch)
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Construction Fraud: You Make The Call

= Examples of Construction Fraud
= Falsifying Payment Applications:

= A party can create false invoices or inflated rates that charge
more than the actual project cost.

= Subcontractors Working in Collusion:

= Subcontractors work together to rig bids and fix prices. The
scheme includes providing kickbacks, bribes, bid rotation, or fake
subcontractors submitting bids.

= Removing Material:

= Subcontractors or construction suppliers can use lower-grade or
dangerous materials such as low-quality or lead paint, but
charge for contractor for more expensive materials.
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Construction Fraud: You Make The Call

= Examples of Construction Fraud (continued)
= Billing for Underperformed Work:

= A subcontractor overstates the units of production actually

finished. This is considered a false claim via the federal
government’s False Claims Act.

= Diverting Lump-Sum Costs to Costs for Time and Material:

= A subcontractor may budget a lump sum for the project.
However, the subcontractor may then bill for materials and time.
Both costs are already in the lump sum costs so the contractor is
double billed. Same can apply for a contractor to an owner.
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Construction Fraud: You Make The Call
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Construction Fraud: You Make The Call

= Job Cost Data

* |n reviewing the contractor’s job cost data, you find 10 blank
description fields on the line-item detail.

= Upon further inquiry of the line-item detail, you determine that
a donation made by the contractor to the client has been
included as a cost of the project.

= Construction Fraud?

You Make The Call
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Construction Fraud: You Make The Call

= Job Cost Data (continued)

* |n reviewing the contractor’s job cost data, you find A/V on the
line-item detaill.

= Upon further inquiry, you determine that several large flat
screen TVs have been purchased for the project.

" You ask to inventory the TVs but only 2 of 5 purchased can be
located.

= You contact the vendor and find that 2 were delivered to site
and 3 were delivered to a superintendent’s rental house.

= Construction Fraud?
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Construction Fraud: You Make The Call

= Field Equipment

= During a site walkthrough, you notice several pieces of
equipment sitting idle.

= Upon further review of the equipment and fuel logs, you notice
the equipment has not been used in several weeks.

= A quick check of the payment application indicates the idle
equipment has been billed.

= Construction Fraud?
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Construction Fraud: You Make The Call

= Field Equipment (continued)

= |n reviewing rental items in the payment application, you
notice that similar items were purchased and being charged to
the project (i.e., ladders, laptops, trash bins).

= Upon further investigation, you confirm that several items
rented to the project were also charged to the project.

= Construction Fraud?
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Construction Fraud: You Make The Call

= Labor

= |n reviewing the timesheets within the payment applications,
you find lots of workers billing OT.

= A quick review of the contractor’s payroll records shows
several workers billing OT but only getting paid for 40 hours.

= After further investigation, you find exempt workers billing the
OT.

= Construction Fraud?

l‘-
%

You Make The Call
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Construction Fraud: You Make The Call

= Labor (continued)

= |n reviewing the timesheets within the payment applications,
you find several management level staff being billed on the
project.

= A quick review of the contractor’s payroll records shows that
several management staff have been misclassified as project
managers.

= Construction Fraud?

You Make The Call

revenewn
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Construction Fraud: You Make The Call

= Labor Burden

" In reviewing the components of the labor burden, you notice
that vacation, holidays and sick days are being accrued for
every hour billed on the project.

= Furthermore, you find that contractor personnel are billing
hours when on vacation or off for holidays and sick days.

= Construction Fraud?
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Construction Fraud: You Make The Call

= Labor Burden (continued)

= |n your continued review of the labor burden, you notice that
phones and vehicles are being accrued for every hour billed
on the project.

= Furthermore, you find that the contractor is billing telecom and
vehicle lease costs under General Conditions.

= Construction Fraud? _

|
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You Make The Call
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Construction Fraud: You Make The Call

= Material

= During a site walkthrough, you see a roll off box full of scrap
metal.

= Upon further inquiry, you find that no credits have been issued
to the project for scrap materials.

= Construction Fraud?
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Construction Fraud: You Make The Call

= Subcontractors/Third Parties
= |n reviewing subcontractor Schedule of Values, you see
higher percentage of completion than what you observed in
the field.
= After a visit with the foremen from several trades, you confirm
that percentage of completion reported on the payment
application is inflated.

= Construction Fraud?
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Construction Fraud: You Make The Call

= Quality

= During your site walkthrough, you notice that workers are
backfilling trenches with spoils.

= Upon inquiry with the inspector, you determine that the proper
backfill material was not available and the project was behind
schedule.

= Construction Fraud?
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Construction Fraud: You Make The Call

Environmental
= |n reviewing the environmental permits for the project, there
are more charges than available permits.

= Upon further investigation, you find that permits were obtained
for projects other than the one you’re auditing.

= Construction Fraud?

revenevxp
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Construction Fraud: You Make The Call

= Health & Safety

= |n reviewing the OSHA 300 Logs for the project, you notice a
list of injured employees that were not allowed to return to
work but still charging time.

= Upon further investigation, you determine that they were not
reassigned and have not been cleared to return to full duty.

OSHA'S Form 300 s sy
Log of Work-Related Injuries and llinesses

= Construction Fraud?

h-;l-:l-.-r 'l-m»-f-lw-u-n u«-nm—o—-v-:-in-\.w-qw-mm [ Lo
o W e fi Do mndamdend) e by s bean e Ay

P L e ey B L
Sl T B S i SN
o R " ]
= =) b Lk x
ey L o o O &
Bl J A
— - o a0 e
w el a
= = 0 o | |
— — e — L) = o
e SN s -
I 1 o Cl

© 2021 Revenew International, LLC. All Rights Reserved. Proprietary and Confidential I-e U ene U U



Construction Fraud: You Make The Call

= Payment & Performance Bond

= |n reviewing the contractor’s job cost data, you find a monthly
accrual for Payment & Performance Bond in the line-item

detail.

= Upon further inquiry of the line-item detail, you determine that
a Payment & Performance Bond was never purchased from

the Surety.

= Construction Fraud?

revenevxp
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Construction Fraud: You Make The Call
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Conclusion and Takeaways

" |t depends and playing the fraud card is risky

= We learned about the definition of fraud and how it
applies to construction projects

= You interacted with construction auditors and make
your own call on potential construction fraud

= We heard about real construction audit findings that
may or may not be fraudulent

" You shared your own construction fraud stories
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Thank you!

Paul Pettit
713.302.4202 or ppettit@revenew.com




