Construction Fraud Schemes:
Knowing Where to Look Whe
Fraud is Suspected!
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revene




Speaker

Presenter

Topic

Objectives

Relevant
Experience

revene



Our Agenda Today

The Report - Report to the Nations - 2020 Global Study
- on Occupational Fraud and Abuse E

» Asset Misappropriation Schemes

« Corruption Schemes i
 Financial Statement Fraud Schemes i

 Billing/Payroll Schemes
* Expense Reimbursement Schemes

» Bribery/Kickback Schemes
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Report to the Nations - 2020 Global Study o
Occupational Fraud and Abuse
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REPORT TO THE NATIONS
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Organizations lose 5% of revenue to fraud each year"'

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
Slide
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$125K

Median loss per case was $125,000

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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No. 7




$1.51M

Average loss per case was $1,509,000

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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Typical fraud case lasts 14 months before detection

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
Slide
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$8.3K

Typical fraud case causes loss of $8,300 per month

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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86%

Asset misappropriation schemes are the most common and lea
costly, comprising 86% of the cases (with a median loss of $100

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
Slide
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0%

Financial Statement Fraud Schemes are the least common a
most costly, comprising 10% of the cases ($954,000 median

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
Slide
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43%

43% of schemes were detected by a tip and half of thosé/i‘-ip
came from employees

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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33%

Telephone Hotline and Email were each used by whistlebloWér
33% of the cases

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
Slide
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A lack of internal controls contributed to nearly 1/3 of fré/hd

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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2%

Men committed 72% of all occupational fraud, and also cause
larger losses than women

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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Polling Question #1

How is fraud typically discovered?

1. Internal Audit
2. Tip

3. External Audit
4. Management
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Occupational Fraud Scheme
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Asset Misappropriation Schemes

Schemes Involving Theft of Cash Receipts

« Skimming

« Cash Larceny

Schemes Involving Fraudulent Disbursements of Cash

 Billing * Check and Payment
. Payroll Tampering

- Expense Reimbursement ° Register Disbursements

Schemes Involving Theft of Cash on Hand

Schemes Involving Inventory and All Other Assets

*  Misuse

« Larceny

B Source: Report to-the Nations - 2020 Global
Study on Occupational Fraud and Abuse
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Corruption Schemes

Schemes Involving Conflicts of Interest

* Purchasing

« Sales

Schemes Involving Bribery

* Invoice Kickbacks
« Bid Rigging

Schemes Involving lllegal Gratuities

Schemes Involving Economic Extortion

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse




Financial Statement Fraud Schemes

Schemes Involving Net Worth / Net Income

. Overstatements
« Timing Differences

* Fictitious Revenues
» Concealed Liabilities and Expenses
* Improper Asset Valuations

* Improper Disclosures

. Understatements

« Timing Differences

* Understated Revenues

» Overstated Liabilities and Expenses

* Improper Asset Valuations

* Improper Disclosures

Source: Report to the Nations - 2020 Global
Study on Occupational Fraud and Abuse




Polling Question #2

Which is not an Asset Misappropriation Scheme?

1. Schemes Involving Theft of Cash Receipts
2. Schemes Involving Bribery

3. Schemes Involving Fraudulent Disbursements of Cash
4. Schemes Involving Inventory and All Other Assets
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Construction Fraud Schemes
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Video

http://www.youtube.com/watch?v=YIVDGmjz7eM
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Schemes Involving Construction

Asset Misappropriation Schemes Involving Construction (Owner)

Billing Schemes

Payroll Schemes

Expense Reimbursement Schemes

Check and Payment Tampering Schemes
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Schemes Involving Construction (Cont

Asset Misappropriation Schemes Involving Construction (Contractor)

Billing Schemes

Payroll Schemes

Expense Reimbursement Schemes

Check and Payment Tampering Schemes
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Schemes Involving Construction (Cont

Corruption Schemes Involving Construction (Owner)

 Conflicts of Interest

e Economic Extortion
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Schemes Involving Construction (Cont

Corruption Schemes Involving Construction (Contractor)

 Conflicts of Interest

+ lllegal Gratuities
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Polling Question #3

Who can be involved with construction fraud?

1. Construction Owner

2. Construction Contractor
3. Construction Supplier
4. All the Above
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Construction Fraud Cases

revene“F o'




ol -
— T 1y
I"!'.E. FIELLY #
L

revene




Asset Misappropriation Schemes

Billing, Payroll, Expense Reimbursement Schemes

Source: FBI New York Field Office Press
revene Release April 24, 2012 Slide
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Asset Misappropriation Schemes

Billing, Payroll, Expense Reimbursement Schemes - Continued

« $56 million in
fines and
restitution to
avoid criminal
charges

 Former Bovis

Lend Lease

executive

sentenced to
probation,
$175k fine

and 750

hours of |

community

service

Source: FBI New York Field Office Press
revene Release April 24, 2012 Slide
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Corruption Schemes
Bribery/Kickback Schemes
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Corruption Schemes

Bribery/Kickback Schemes - Continued

* Maintenance
Director was
charged with
knowingly
failing to
report $2M in
income

Scheme
resulted in a
loss of approx.
S10M

Jail time plus
$350,000 in
fines and
restitution
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Corruption Schemes

Bribery/Kickback Schemes/Illegal Gratuities

Ex VP facing up
to 5 years in
prison for
evading taxes
on $1.5M in
kickbacks.

Co-conspirator
sentenced to 2
years in prison
for evading
taxes on
$420,000 in
bribes.

Source: New York Real Estate News
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Asset Misappropriation/Corruption
Billing/Payroll/Expense Reimbursement/Bribery/Kickback Schemes
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* Report to the Nations - 2020 Global Study
on Occupational Fraud and Abuse

» Asset Misappropriation Schemes
« Corruption Schemes
» Financial Statement Fraud Schemes

 Billing/Payroll Schemes
* Expense Reimbursement Schemes

» Bribery/Kickback Schemes
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Q&aA
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Thank You!

Paul Pettit, MBA, MS, CIA, CRMA, CCA,
CCP, PMP, CPEA

VP, Performance Improvement

Revenew International

Houston, Texas

+1.713.302.4202

ppettit@revenew.com
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