Fraud in Construction

Construction auditors are known to say:
There is no fraud in construction, only billing errors.
Then they laugh. Billing errors commonly run 1 to 2% construction costs. If there is corruption,

pay to play, bid rigging or poor project control, fraud of 30 to 45% is not unheard of. Examples
of fraud include:

Intentional billing errors e Price fixing

Billing for work not done e Kickbacks

Inflated change orders o Theft of scrap
[ ]

Inflated labor costs

False claims
Substandard or counterfeit materials

Unlike management of ongoing activities,
construction projects may be a one time or
occasional activity. As a result the owner
may not be familiar with fraud risks related
to the project work or billing. Transaction
details are often in the records of others.

Owners overly rely on the contractor or
subcontractor for their expertise.
Construction work is complicated.
Construction contracts and billings are
complex.

Effective management of construction requires an understanding of both performance and
administration. That person should work for the owner. Recent comments heard from
experienced auditors embarking on construction auditing for first time:

I was surprised that our organization was spending hundreds of millions of dollars and
we had no way of knowing that we got what we paid for, that it was billed properly.

Twas overwhelmed by the complexity of the billing and what was needed to understand a
pay request and tie it to the contract.

Iwas amazed at the audacity of some contractors in billing improperly. I was even more
amazed that project managers did not seem to care.

The following Model for Addressing Fraud Challenges can be used to develop or assess your
own organization’s approach. The highlighted areas are most often related to construction fraud.
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