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ABSTRACT

CORRUPTION AND INTERNAL FRAUD IN
TURKISH CONSTRUCTION INDUSTRY

Onder, Oytun
M.Sc., Department of Civil Engineering

Supervisor: Assoc. Prof. Dr. Murat Ginduz

August 2011, 155 pages

The purpose of this thesis is to develop an undedstg about internal
fraud and corruption problem in Turkish construetiadustry. During the
research, the reasons behind the internal frauc¢d@amdption problem, types
of internal fraud and prevention methods for in&rnaud and corruption
were investigated and various recommendations developed. Moreover,
fraud risk awareness questionnaire was implemettednderstand the
likelihood occurrence of internal fraud types innstyuction sector and
proactive and reactive measures against theseepnsbMoreover, types of
fraud incidences experienced by Turkish constractiompanies were also
investigated with the questionnaire. The questioenaeached to 89
respondents and, recommendations to prevent imteenal and corruption
problem were developed by detailed statistical e,

Keywords: Corruption, Internal Fraud
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TURK INSAAT ISLERINDE
YOLSUZLUK VE IC USULSUZLUK

Onder, Oytun
Yuksek Lisans[nsaat Miihendisfii Bolumi

Tez Yoneticisi: Dog¢. Dr. Murat Guindiz

Agustos 2011, 155 sayfa

Bu tezin amaci, Turkiye'de gaat sektdrinin i¢c usulstzlik ve yolsuzluk
problemi ile ilgili bir baks acisi olgturmaktir. Argtirma kapsaminda, i¢
usulstzlik ve yolsuzluk problemlerini gturan nedenler, i¢ usulstzlik
turleri ve i¢ usulstzlik ve yolsuzluk problemleribnleme ydntemleri
incelenms, cesitli 6neriler gelktirilmi stir. Ayrica, irsaat sektérinde yaygin
olarak kagilasilan i¢ usulstzlik yontemleri ve bu yontemlereskansaat
soktertunde kullanilan proaktif ve reaktif dnlemfetespit edilebilmesi igin
usulsuzluk riski farkindalik anketi aiturulmus ve uygulanmgtir. Bunlarin
yani sira ankette, Turk gaat sirketlerinin bglarina gelen usulstzlik
vakalari argtirimistir. Bu anket, 89 ki tarafindan doldurulmuve anketin
detayl istatistiki analizisiginda i¢ usulsuzlik ve yolsuzluk problemlerini

onleme konusunda oneriler ggiliilmi stir.

Anahtar Kelimeler: Yolsuzluki¢ usulstzlik
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CHAPTER 1

INTRODUCTION

Construction sector is one of the most risky indestregarding internal fraud due
to its complex and costly nature and dense thirtlypeontracting relationships.
This very nature of construction business creaiéalde circumstances for things
to go wrong. Organizations lose up to 7 percertheir annual revenue to fraud
according to the Association of Certified Fraud mx@ers. In addition to

monetary loss, internal fraud may also cause répuat#oss, business disruption

and regulatory sanctions.

Construction contractors should identify where sisk fraudulent acts and
corrupt practices may exist and then implementrotsto mitigate those risks.
However, growing complexity of construction busieBigh employee turnover
ratios in the sector, low frequency of constructmajects, insufficient regulations
and understaffing due to cost deduction strategmske difficult to develop
control mechanisms. Moreover, management supervigiad control over
operations are very low on the operations sinceoffexations are performed at a
remote site, mostly far away from the company headers. Prevention of
internal fraud should not be the only reason font@ctors to think about
adopting audit mechanism and control processedfi@gelt control structures
streamline operations, reduce waste time and majtemnd support accounting

functions.

In this study, it is aimed to develop an undersimgdibout internal fraud and
corruption problem in construction industry. Thadst consists of explanation of
common fraud types experienced in construction strgu and respective



prevention methods. Moreover, in the study, thelte®f fraud awareness survey
applied to Turkish construction contractors are alsared.



CHAPTER 2

LITERATURE REVIEW

Literature review is performed on the subject ofrgption and internal fraud in
construction industry. While reviewing the litersdy mostly international
references are used. However, where availablenfioemation related to Turkey
is also introduced. The aim of this review is taerstand the magnitude of the
corruption problem, to present governmental and-gmrernmental precautions
against corruption and internal fraud, and to destrate the results of selected
international surveys on corruption and internau@ carried by independent

firms.
2.1. Corruption Issue
2.1.1. Corruption Issue in Construction Industry

Transparency Internationat’§T1) Bribe Payers Indéxof 2008 stated that public
works contracts and construction was the most poreector (Riafio, J. and
Hodess, R., 2008). It was followed by real estai# groperty development sector
and oil and gas sector. Krishnan (2009) mentiohatit was not a surprising fact
that the construction sector was the most correptios due to its complex nature
of doing business and involvement of so many dfierparties. There are also
some characteristics of construction sector thed ahake construction business

! Transparency International is a global civil secierganization trying to fight with corruption.

2 Bribe Payers Index is a ranking of the world’s tresonomically influential countries according
to likelihood of the companies of these countriesbtibe abroad. Transparency International
carried out similar surveys in the years 1999, 2a02 2006.



more complicated compared to the other sectord) sgclarge flow of public
money, highly competitive nature of tendering pss;elack of transparent
selection criteria for projects, political interégice, monopolistic nature of service
delivery, tight margins, and close relationshipsseen contractors (Sohail and
Cavill (2008), Stansbury (2005), Rodriguez et &#005)). These specific
properties and specific conditions of the constoumcsector increase the tendency

of corruption.

2.1.2. Magnitude, Results and Future of The Corruption Prdlem in
Construction Sector

Jong et al. (2009) indicated that the actual cdstasruption was unknown;
however, estimated loss was around USD 500B parwk&h was almost 10%
of the construction economy. When the loss duetouption is compared against

the government budgets, it is obvious that thisesseeds to be analyzed in detalil.

Krishnan (2009) mentioned non-monetary results @fuption in construction
sector and gave some examples to non-monetaryslessé as loss of lives due to
corruptly constructed buildings, loss of naturatawces due to unnecessary
projects and environmental damages due to congtngcthat do not comply with
the related rules and the regulations. Most thee titihe indirect results of
corruption are not considered thoroughly due toirti@ponderable nature.
However, countries like Turkey, which has seisniycactive strike-slip fault
zones, should give enough importance to the caompgsue in order to prevent

unfavorable indirect consequences.

Henry (2009) stated that it was forecasted th&0h5, 80% of the money spent
on infrastructure projects would be spent in depiglg countries and according to
United Nations (UN), in 2020 most of the major estiwould be located in those
developing countries. According to Henry (2009) eymeg trends might raise
potential corrupt actions especially in these dgwelg countries; because in



developing countries there would not be enoughuress to meet the demand for
construction projects. Thus, global consortiumi(jeentures) will be formed in
order to support engineering, procurement and oactsdn works in developing
countries and these newly established firms andartimms will create their own
way of doing business, which will create lots otertainties. As a result, these

uncertainties would create a great potential forug practices.

In conclusion, corruption is a major problem fonstiuction sector in the current
situation due to both the monetary and non-mone&sylts. Moreover, it seems
that corruption will keep being an important issmehe coming years due to the

above-mentioned possible growth scenarios.

2.2. Parties in Corruption and Potentially Corrupted Acts

Corruption is a form of agreement between two partvho agree to act in a
corrupted manner. For the construction/enginedningnesses, Jong et al. (2009)
categorized the parties that may take part in poediact. These potential parties
were government officials, owners of the companiesponsible technical staff,
material and equipment suppliers, investors, lenderd regulatory/permitting

agencies.

According to Jong et al. (2009) and, Sohail andilC#2008), the types of

corrupted acts are listed below:

« Kickback and bribery,

* Embezzlement,

e Front companies,

» Bid rigging and collusion,
* Fraud,

* Conflicts of interests.



2.3. Precautions Against Corruption

2.3.1. Methods For Preventing Corruption

Transparency and accountability are two importambjects that should be
considered while doing business in the constructamstor.

Jong et al. (2009) recommended creating more opent@nsparent decision
making processes from procurement phase till cotople These transparent
processes should be performed by all parties imebla the construction project.
Moreover, transparency point of view should be aelddy the owners of the
project (governmental or private), regulators, amgrs, contractors,

subcontractors, material and equipment supplietsyders and lenders.

Besides, Sohail and Cavill (2008) mentioned theartgnce of accountability and

listed the benefits of greater accountability wiriéenbating with corruption:

» Forces service providers to explain their actions,

* Reduces the corruption incidences with the help reducing the
bureaucratic procedures and clearly identifyingrégponsibilities,

» Changes the tolerance level of citizens to poofityuservices; therefore,
demand for high quality services increases,

» Creates punishments for the ones who behaved inign@aperformed

ineffectively.

As a result, in order to develop a transparent @pen business structure in
construction sector governments, organizations aodstruction companies
should constitute legislations, anti-corruption gmams and specific codes of

business conducts.



2.3.2. International Conventions

Countries have been trying to develop legislatidmsimprove existing anti
corruption precautions. Besides, multinational argations are also trying to
make countries develop anti-corruption programsysjaetc. There are some
important multinational conventions which were ammged by organizations in
order to reinforce the fight against corruption amibery. The following list

shows some of the most important conventions:

* United Nations Convention against Corruption,

e Organization for Economic Cooperation and Developm¢OECD)
Convention on Combating Bribery of Foreign Publidfi€dals in
International Business Transactions,

* Inter-American Convention against Bribery,

* Council of Europe Conventions against Corruption,

* European Union Conventions against Bribery and @xion,

e African Union Convention on Preventing and Comlzatdorruption,

« OECD / Asian Development Bank Anti Corruption Acti®lan for the

Asia and the Pacific.

United Nations Convention against Corruption (20@83he most noteworthy one
as it covered all of the 140 member countries. €havention requests the

following items from the member countries:

* Development of anti corruption policies,

e Establishment of transparent public processes,

e Criminalization of the acts both in public and @ate sector such as money
laundering, bribery, influencing authorities, abas@ower and expanding
the notion of liability of legal persons,

» Establishment of an independent anti-corruptiomayge



* Development of cooperation on international andonat levels.

OECD Anti-Bribery Convention (2000) was the firatarnational anti-corruption
instrument which established compulsory standavdsiember countries in order

to accuse bribery of foreign public officials inemnational business transactions.

In 2005, G8 countries demonstrated their supportO&CD Anti-Bribery
Convention by stating the phrasReduce bribery by the private sector by
rigorously enforcing laws against the bribery ofdign public officials, including
prosecuting those engaged in bribery; strengtheminir-bribery requirements for
those applying for export credits and credit gudesms, and continuing our
support for peer review, in line with the OECD Centfon; encouraging
companies to adopt anti-bribery compliance prograand report solicitations of
bribery; and by committing to co-operate with Afiicgovernments to ensure the
prosecution of those engaged in bribery and bribécgation.” in Glenagles

Communiqué

Some countries developed specific local regulatioreder to prevent corruption
and bribery. Foreign Corruption Practice Act (197@gveloped by US
government is one of the leading practices. Thispachibits bribing foreign

government officials by US companies or their sdiasies.

National Code of Practice, which is another exaniptepreventing corruption,
was adopted for construction sector by Federal 8State governments of
Australia in 1997. The code defined the rules flonast all parties which have
roles in construction business. Moreover, accordinthe code; all the parties in
construction business have to obey the rules difing the code in order
participate in governmental projects. Hartley (2086@mmarized the main rules

that need to be fulfilled by all parties in Austaal



* “Business relationships and contracts must refleastt cooperation,
equity, honesty, and high standards of behayior”

* “Principles of ethical behavior must be adheredatoall times and at all
levels”,

* “Bidding processes must be honest and fair”

* “Anticompetitive behavior or any other practice whidenies participants

legitimate business opportunities are unacceptable”

Hartley (2009) mentioned that not being in compi@mmvith the rules have some
consequences varying from verbal warning up to udification from tenders

depending on the level of wrongdoing.
2.3.3. Precautions Developed By Federations, Institutionand Organizations
2.3.3.1. International Federation of Consulting Engineers

International Federation of Consulting EngineertD(E)*® developed Business
Integrity Management System (BIMSvhich is an internal system within the
firm to prevent corrupt behavior and to encouragegrity. According to Jong et
al. (2009), this system helps the constructionaseghile fighting with corruption
as the system tries to constitute uniform, trarespaaind accountable practices.

Code of ethics developed by FIDIC is also an imgripreventive measure of
corruption. According to the code; consulting emginshould not offer or accept
any kind of remuneration which seeks to influenelecion process or seeks to
affect the fairness of the engineer. Moreover, oliimgy engineer should be

totally open to any legitimately constituted invgative body.

3FIDIC is the International Federation of ConsultiEngineers representing globally the
consulting engineering industry.

“ BIMS was developed by Engeli and Pieth in 200®ehalf of FIDIC.



2.3.3.2. World Economic Forum

World Economic Forum (WEE)Partnering against Corruption Initiative (PACI)
was formally initiated by CEOs from different induss to develop anti-

corruption procedures. The initiative issued PA@hé&lples for engineering and
construction sector in 2004 in order to provideramework for good business

practices and risk management strategies for caongteribery.

2.3.3.3. The World Federation of Engineering Organizations

The World Federation of Engineering OrganizatiodéFEOY established the
Anti-Corruption Standing Committee to constitutesiagle tone for engineers
about anti-corruption.

2.3.3.4. Global Infrastructure Anti Corruption Centre

Global Infrastructure Anti Corruption Centre (GIALGrovides anti-corruption
services such as planning and implementation of-camntuption measures,
assessment and certification of anti corruption suess, anti corruption
compliance monitoring, anti corruption training aartti corruption advice.

2.3.3.5. Civil Engineering Institutions and Associations

American Society of Civil Engineers (ASCE) and Thinited Kingdom

® WEF is an independent international organizatiommitted to improving the state of the world
by engaging business, political, academic and d#aeters of society to shape global, regional and
industry agendas (www.weforum.org)

® WFEO is an international, non-governmental orgaiiin representing the engineering
profession worldwide and in existing structure st riepresenting more than 18M engineers
(www.wfeo.net)

" GIACC is an independent nonprofit organizationvides resources and services for the purpose

of preventing corruption in the infrastructure, styoction and engineering sectors
(www.giaccentre.org)
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Institution of Civil Engineers have published safarodes of business conducts
and ethical conducts in order to develop anti-quram procedures and to inform

engineers about best ethical practices.
2.3.3.6. International Federation of Accountants

In 2002, the International Auditing and Assurancen8ards Board of the
International Federation of Accountants (IFA@sued International Standards on
Auditing (ISA)Y’ No:240: The Auditors’ Responsibility to Consideraéd in an
Audit of Financial Statements. Those standards ndefiexpected fraud

considerations from auditors.
2.4. Corruption Problem in Turkey

Tl consolidates different sources of informationdapublishes Corruption

Perceptions Index (CPI) to exhibit perceived lewélcorruption in different

countries. According to the current index that \wasiched on 26 October 2010,
Turkey had a score of 4.4 (10 for highly clean dnébr highly corrupt) and

ranked as 5Bleast corrupt countgmong 178 countries.

According to the index, Turkey, like other develupicountries, maintains
corruption risk. Melgar et al. (2009) emphasized tlevastating results of high
level of perceived corruption and stated that Heyel of perceived corruption
may generate a “culture of distrust”. Moreover, tife level of perceived
corruption increases, people may start to see smmeiptive actions as usual

such as giving and taking gifts seeking to affetisions of others.

8IFAC is an independent standard-setting board. IEl@elops international standards on ethics,
auditing and assurance, education and public sactmunting.

®International Standard on Auditing defines the déads for financial audit.
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2.4.1. Turkey's Legal Status Against Corruption

There are some local laws, regulations and de@gamst corruption in Turkey.

These statements were listed below:

New Turkish Penal Code,

Public Procurement Act,

The Act on Prevention of Money Laundering,

The Act on Civil Servants,

The Act on Declaration of Properties, CombatindBry and Corruption,
The Act on the Right to Access to Information,

The Act on Combating Organizations Pursuing lll&din.

The most important local law against corruptiothis Law No: 5237, article 252

in Turkish Penal Code which has been issued inrotdepenalize domestic

bribery acts.

Most of the existing anti-corruption laws and othretated legislations have

evolved in the last decade, mostly due to the efiéconventions mentioned in

Chapter 2.5. Below list shows some milestones irkdyis legal history against

corruption (Republic of Turkey Ministry of Financé&inancial Crimes

Investigation Board, 2008).

April 1990: Ratification of Law No 3628; concernirtige declaration of
assets and combating bribery and corruption,

February 2000: Ratification of Law No 4518; accepta of the OECD
Convention on combating bribery of foreign publidfiaals in
international business transactions,

March, 2001: Acceptance of a Judgment on the aapmsmunautaire on
undertaking a National Programme of Coordinatiod @bservation. This
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step showed that anti-corruptive actions were pizedd by government,

* May 2001: Formation of a working committee for etfee management
and fight against corruption,

« January 2002: Acceptance of the action plan ofeasing transparency in
Turkey and developing effective management in thélip sector by
Cabinet Members,

* November 2002: Explanation of the Priority Actioraf® of fighting
against corruption by 8Cabinet Members,

« January 2003: Ratification of Law No 4782; Amendigrtain Laws for
the Prevention of Bribing Foreign Public Officiais International
Commercial Transactions according to OECD’s AniibBry Convention
which has been ratified by all of the OECD courstiiecluding Turkey,

* April 2003: Ratification of Law No 4852, Special Waof the European
Council against corruption,

 December 2003: Signing the United Nations Agreemeawgainst
Corruption,

e June 2005: Ratification of the amendments in Law #tB82 and
establishment of Law No 5377 which stipulates bwbaf foreign public
officials,

» January 2004: Ratification of Law No 5065; Endoreatrof the European
Council Criminal Law related to corruption,

* August 2006: Ratification of Law No 5506; accep&ant “United Nations
Fight against Corruption Agreement” by Cabinet Mensh

* February 2009: Amendment of Labor Law 4857, in oraestrengthen
measures to protect whistleblowers in the privatetas from retaliation

and retribution.
OECD’s Anti Bribery Convention is an important nslene for cross border

business deals of Turkish construction contractbex;ause subsequent to this

convention Turkey established the laws numbered24@B8d 5377 against
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international bribery. These laws are the firstoglonstruments in Turkish Penal
Code to fight corruption in cross-border businesalsl The law numbered 5377
is focused on bribery of foreign public officialadaimposing criminal penalties
on those who give offer or promise any bribes teiffn public officials. These

potential wrongdoings are followed by Financial figs Investigation Board

(MASAK) which is formerly established to combat Wwitmoney laundering.

However, in the current structure it is also resiole for fighting with

international bribery.

Turkish construction companies should give higlerdton to this international
anti-bribery law due to their huge overseas businegume. According to the
publication of Turkish Contractors Association (2RO Turkish contractors
performed almost 5000 projects in 70 different ¢des and total volume of
business was almost USD 130B between the years &932008. Moreover, in
2008 total monetary value of new international ¢amtion projects was USD
23B.

Above mentioned conventions and declarations redetile urgency of adopting
anti-corruption precautions by Turkish constructioompanies, because these
companies not only have a huge business volume botthe local and
international market, but also have continuous timahips with local and

international governmental entities.
2.5. International Surveys Related to Internal Fraud andCorruption
Some surveys are reviewed in order to draw thesstatl picture of the effects of

internal fraud and corruption on the constructientgr. Moreover, the results of

these surveys which may affect the constructiotosere also discussed.

14



2.5.1. Report to The Nations on Occupational Fraud and Abae Performed

By Association of Certified Fraud Examiners

Association of Certified Fraud Examiners (ACEE)ublishes Report to Nations
on Occupational Fraud and Abuse to analyze evesduaternal fraud cases. The
latest report was published in 2010 by using tliermation about 1843 different
occupational fraud cases observed by Certified draxaminer§ (CFE) from

different countries.

When overall picture of the fraud cases are revikwels observed that internal
fraud cases caused considerable losses. In 32.4%heofases, average loss
amount is more than USD 0.5M. Besides, the medighenloss amount caused
by all internal fraud cases is around USD 160K. &baer, it was observed that
the loss amount exceeded the USD 1K level in 75%@®tases.

In the report, it was indicated that three maineg/pf occupational fraud
attempted by fraudsters are asset misappropriattomuption and financial
statement fraud.

According to the survey, asset misappropriatiorealgtg or misusing the
organization’s resources) is the most frequentidnast costly type of occupational
fraud. Almost 86% of the fraud cases were asseappi®priation and median of
loss amount related to asset misappropriation waid WU35K.

One other common type of occupational fraud types warruption which is
defined as scheme involving the usage of personfilence in business
transactions in order to obtain a personal bengéitording to the survey, almost

one-third of the cases involved corruption and medf the loss amount was

19 ACFE is the World's largest anti fraud organizatio

X CFE is a designation awarded by the AssociatioBesfified Fraud Examiners.
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USD 250K.

The last type of fraud is financial statement frawflich involves misstating the
organizations’ financial information to obtain dj@ benefit, was the least
frequent but most costly type of occupational frakthancial statement fraud
occurred in almost 5% of the cases; however, tlased almost USD 4,100K

median loss.
2.5.2. Ernst and Young's 11" Global Fraud Survey

Ernst and Young® (EY) 11" Global Fraud Survey was conducted between 2009
and 2010 including 1,409 interviews in 36 countrigavid Stulb, Global Leader
of Fraud Investigation and Dispute Services of EYagted that most of the
interviewees were selected from CFOs, internal tabdads, legal heads and

compliance heads in order to identify differenksi@ssociated with fraud.

According to the results of the survey, Turkish pames are under the risk of
being subject to internal fraud. 18% of the resmurs from the Middle East and
Africa Region, where Turkey is included, experigheesignificant internal fraud

case in the last two years.

75% of the survey respondents mentioned that dosnpanies have carried out at
least one fraud risk assessment. However, 60%eofdimaining population of the
respondents stated that their companies have neaered out a fraud risk
assessment and 40% of the remaining populatiorptatéhat they did not know

what the fraud risk assessment process is.

The survey showed that 30% of the CFOs in the regioluding Turkey strongly

agree that board of directors should understantddisaess thoroughly in order to

12EY is one of the largest professional servicasdiin the world and one of the Big Four auditors
(along with PricewaterhouseCoopers, Deloitte antiKip.
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be an effective safeguard against fraud, briberg aorruption. Boards of
directors’ previous demands from CFOs were usedadsess the board of
directors’ ability to prevent corruption and intatfraud. According to the results,
47% of CFOs in the region including Turkey wereigrssd to review existing
anti-fraud and corruption controls, 38% of the CR@3e assigned to assess the
fraud risks and only 24% of the CFOs were assigneestablish whistleblower

hotlines by board of directors.

Compliance issues were another main topic witha ghrvey. Most significant
compliance issues are listed in the below table.

Table 1: Most significant compliance issues

% of total

number of
Compliance issue respondents
Data security 45
Unethical business conduct 37
Competition law 31
Health and safety 28
Environmental 27
Labor 24

It is observed that most of the compliance issosg by the respondents should
be considered by construction companies as thegctaffonstruction business

directly.
Respondents also identified the most effective wayprevent corruption and

internal fraud. Internal controls, audits and tiegs are identified as the most

effective ways to mitigate corruption and interfralud risk. Below table shows
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the list of effective prevention methods.

Table 2: Most effective fraud prevention methods

% of total

number of
Prevention method respondents
Internal control 74
Internal audit 65
Management reviews 53
Internal education and anti fraud policy 51
External audit 45
Whistle-blowing 42
Regular rotation of personnel 31

If a fraud case occurs, it is very important toedetit as soon as possible.
Respondents selected the best mechanisms to dieteds sooner. Below table

depicts these.

Table 3: Best mechanisms to detect frauds sooner

% of total

number of
Prevention method respondents
Stronger internal audit 71
More robust segregation of duties 59
Stronger compliance 52
Additional board/audit committee oversight 40
Stronger legal function 30
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2.5.3. EY’s European Fraud Survey, 2009

European Fraud Survey (2009) is another surveyuiad by Ernst and Young.
This survey was performed in January and Februd®@@ 2vith the participation of
2,246 employees from 22 countries. In European dri@urvey of EY, David
Stulb indicated that the survey was aimed to meaparception of fraud risk, to
understand the respondents’ ways of thinking iatieh to fraudulent acts under
some circumstances like financial crisis and toeaévmanagements’ perceived

depth of commitment to fraud risk mitigation.

55% of the respondents expected an increase indp®rate fraud cases for the
coming years, whereas the expectation percentatie eéspondents from Turkey
was 67%. This high expectation level showed theomamce of the fraud risk in

Turkey.

The respondents were anticipating greater fraukl because of distrust to the
management of the companies that they are working3®% of them stated that
the managements did not focus on anti-fraud prestiand 33% of them
mentioned directly that they did not trust to thenagement.

Despite the increased fraud risk, the survey indatahat 44% of the respondents
said that the efforts of the companies to combmidrwere increased. Similarly,
46% of the respondents from Turkey also mentiored their companies had

increased efforts against fraud.

On the other hand, 16% of the respondents did ela\e that their company was
under increased risk of fraud, 57% believed thatrtprocesses and procedures
were adequate, 45% of such individuals believed tha risk areas were
sufficiently covered and 40% of them believe tHairt companies have strong

culture of integrity/honesty.
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Information on companies’ methods to prevent fresualso an important outcome
obtained from EY’s survey. Common fraud preventiogthods of the companies

are listed below:

Table 4: Fraud prevention methods used by the compa

% of total

number of
Anti-fraud measure respondents
Internal auditing 68
External auditing 54
Stronger controls/scrutiny of expenditures 51
Code of conduct 49
Human Resources/Legal counsel 38
Legal due diligence 28
Anti-fraud training 24
Person with a position of confidentiality 24
Whistle-blowing hotline 21
Web-based hotline 12

Survey also questioned the tolerance level towarusthical behavior during
economic crisis. Some respondents admitted that the@y make payments to
employers or may manipulate financial statementsonder to sustain their
business. Below table shows the acts which weredtacceptable during an

economical crisis.
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Table 5: Justifiable actions in order to survivesmess

Type of action % of total % of total
number of number of
respondents | respondents
from Turkey
Cash payments to win/retain business 25 53
Personal presents to win/retain business 24 49
Entertainment to win/retain business 19 32
Misstating company’s financial performance 8 10
None of the above 41 18

It is observed that respondents from Turkey wereentigely to justify improper

acts during an economic crisis according to oveespondents.

2.5.4. Pricewaterhousecoopers's Engineering and Construcih Part of

Global Economic Crime Survey, 2010

Pricewaterhousecooper§’{PWC) Engineering and Construction part of Global
Economic Crime Survey (2010) was conducted acr@&<salntries with the
participation of 226 respondents. These responses wollected between July

2009 and March 2010.

One of the main outcomes of the survey was thestygfeeconomical crimes

occurred in the engineering and construction sed¢toe most frequent ones were:

* Asset misappropriation (64%),
* Bribery and corruption (47%),
e Accounting fraud (38%).

13 PWC is one of the largest professional servicessfiin the world and one of the Big Four

auditors (along with EY, Deloitte and KPMG).
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Second main outcome was the identification of thetdrs which increase the
incentives/pressures to commit fraud. Almost hélthe respondents stated that
internal fraud would occur under hardly achievdbiancial targets. 40% of them
mentioned that fear of losing their jobs was alsotler resource which would

cause pressure to commit fraud.

Another main outcome was the collateral damageechby fraudulent activity.
The survey results showed that internal fraud casféscted morale of the

employees, damage the business relationships pothten of the company.

The last outcome was the profile of internal fraadsIn Engineering and
Construction sector, in 45% of the cases, fraudstea member of Middle
Management; in 34% of the cases, is a member abrjwtaff and in 21% of the

cases is a member of senior executives.

2.5.5. Kroll's Global Fraud Survey

Kroll** commissioned Economist Intelligence Unito carry out Global Fraud
Survey for 2010. More than 800 senior executivetigigated to the survey and it

was conducted between July and August 2010.

Survey results revealed the importance of the fratmblem for construction
sector. The results showed that almost 84% of thneegors had been affected by

fraud.

According to the survey, the most common typesitdrnal fraud in construction

sector were:

1 Kroll is one of the world’s leading risk consuliicompanies.

!> The Economist Intelligence Unit is an independsmirce for economic and business research,
forecasting and analysis
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Table 6: Types of internal fraud in constructi@t®r

% of total

number of
Type of internal fraud respondents
Management conflict of interest 28
Theft of physical assets or stock 26
Information theft, loss or attack 21
Corruption and bribery 18
Vendor, supplier or procurement fraud 16

The survey demonstrated the main areas that coegpamiested on in order to

prevent internal fraud. Below table shows thoseasre

Table 7: Areas those companies invest in order¢évent fraud

% of total number of
Prevention area respondents
Financial controls 65
Staff training 61
IT security 60
Management controls 56
Physical asset security 56
Reputation monitoring 54
Due diligence 53
IP and trademark monitoring program 53
Risk management systems 51
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2.5.6. KPMG’s Global Construction Survey, 2010

KPMG's'® Global Construction Survey was conducted in 201ih whe

participation of 140 engineering and constructiompanies around the world.

According to the survey, 46% of the contractorgestahat they did not have

appropriate anti-corruption procedures and policies

2.5.7. KPMG’s Global Construction Survey, 2005

KPMG’s Global Construction Survey was conductethmfirst half of 2005 with
the participation of 25 leading organizations, whigere selected from top 50

global construction companies announced by therteeging News Record.

According to the survey, 29% of the constructiormpanies faced with an
internal fraud case. The fraud cases ranged frawirgpact ones to most serious

ones such as procurement fraud, fraudulent inteemarting and embezzlement.

Last outcome was that 8% of construction compamese not confident in

detecting and preventing fraud.

1 KPMG is one of the largest professional serviégasd in the world and one of the Big Four
auditors (along with EY, Deloitte and PWC)
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CHAPTER 3

INTERNAL FRAUD AND CORRUPTION

In this chapter the following subjects will be dissed:

» Definition of fraud,

» Definition of corruption,

e The differences between fraud and corruption,
« The main reasons for perpetrating fraud,

* The profile of the fraudster,

* Most common fraud types,

* Most common fraud prevention methods.

3.1. The Definition and Description of Fraud

According to Oxford Dictionary, the meaning of fchis “false representation by
means of a statement or conduct, in order to gaimaderial advantage” This
wrongdoing not only provides material advantag&dadster but also causes loss
to the victim party. Fraud Examiners Mandalf ACFE (2008) defined fraud in a
broader sense by sayinffdud encompasses a range of irregularities aneggl
acts characterized by intentional deception or epsesentation, which an
individual knows to be false or does not believebéotrue”. Both definitions

emphasize three important points while definingidra

* Misrepresentation of facts or avoiding obligations,

' Fraud Examiners Manual, published by ACFE, is thebal standards for the anti-fraud
profession.
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» Causing loss to another party,

e Gaining illegal or unethical financial advantage.
3.2. Definition of Corruption

In Oxford Reference Dictionary, corruption is expkd as‘The use of bribery to

influence the actions of a public official. Morengeally, corruption refers to

obtaining private gains from public office througbribes, extortion, and

embezzlement of public fundsThe definition of Oxford Reference Dictionary
mainly emphasizes the actions against public @fisciHowever, The Chartered
Institute of Public Finance and Accountancy of Ukfided corruption in a

broader sense by stating that corruption is oftgrgiving, soliciting or accepting

of an inducement or reward, which may influence #ution of any person

contrary to the proper conduct of his/her dutiespbgviding direct benefit to

him/her or to anyone close to him/her. In conclasmorruption is an act which is
perpetrated by individuals that work for publicmivate sectors, want to enrich
themselves and/or the ones close to them by migubkm authority assigned to
them.

3.3. Main Differences between Fraud and Corruption

There are some conceptual differences betweennaltéraud and corruption.
According to Asian Organization of Supreme Audétitutions (ASOSAH® these

differences are related to:

+ Parties included in the scheme,
+ Scheme method,
* Intentions of perpetrator,

* Results of wrongdoing.

18 ASOSAI is one of the regional groups of the in&iwnal organization of supreme audit
institutions.
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Below table illustrates the differences betweearmal fraud and corruption:

Table 8: Main conceptual differences between frand corruption

responsibility or

misrepresentation of some facts

Fraud Corruption
Parties There are two parties included inThere are at least two parties:
included a Fraud Scheme: » Person/people who offers bribe
» Fraudster » Party/parties accepting the bribe
* Victim
Scheme Deliberate omission of Misuse of an authority

D

Intentions of

Providing personal benefit by

Providing personal benefit by providing

included affecting the victim negatively | illegal rights to briber

parties

Results of Results with the loss of victim | Misuse of authority does not always cau
wrongdoing | and illegal gain of fraudster loss to the organization that provided the

authorization to the corrupted officer

se

In conclusion, in fraud and corruption schemesyugmied individuals do not

consider negative consequences of their actiorlg,aam to obtain illegal benefit

by their unfavorable actions.

3.4. Why People Commit Fraud

Cressey (1953) (as cited in Lou and Wang, 2009exqert on the sociology of

crime, interviewed with fraudsters in the lllindsate Penitentiary at Joliet, USA,

in order to understand the factors that lead inldigls to trust violation. His study

revealed three main reasons that drive peopleataltrent acts. These reasons are

non-shareable financial pressure, certain oppdrsnito violate trust and

justification of the improper situations.
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The reasons that drive people to perpetrate fraeick \@dopted by the Auditing
Standards Board of the American Institute of CexdifPublic Accountants under
Statement on Auditing Standards (SAS) No: 99: Qimrsition of Fraud in a
Financial Statement Audit and embodied within the fraud triangle theory.
According to the theory the reasons for perpetgatraud are financial pressure,

rationalization and opportunity.

Figure 1: Fraud triangle
The components of fraud triangle occur in eachearety fraud case if any of the
abovementioned components do not exist, the frisluddecreases considerably.
The components of fraud triangle are discussedlioving parts.
3.4.1. Financial Pressure

Perceived financial pressure is one of the threenehts that picture the fraud

triangle theory. According to the fraud triangleohny one may commit fraud, if

19 SAS 99 is an auditing statement issued by the thggiStandards Board of the American
Institute of Certified Public Accountants
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he/she perceives non-shareable financial pressoude balieves that the only
solution is the violation of the individuals’ finaial trust. In other words,

potential fraudster has a driving need for adda@lancome for various purposes
and believes that he/she would be unable to comapenisese costs with his/her

legitimate income.

These driving needs may occur due to living beylegidimate means and cost of
living such as expensive meals, clothing, jeweinyernational trips, unexpected
medical expenses, accumulated credit card deldt,thiggon expenses of children,
etc. Besides, illicit activities such as drug atidit, gambling, extramarital

relationships, etc., may also lead to the finangiaksure.

In conclusion, anyone may attempt a fraudulendaetto unexpected changes in

needs or trying to keep up an irrecoverable lijgest

3.4.2. Rationalization (Justification)

Another component of fraud triangle is rationali@at Fraudster tries to find a
way to justify his/her improper acts. Cendrowskakt(2007) stated that there are
three types of perceptions. First one is not admitthe wrongdoing as a crime,
second one is believing that the idea that he/slsergdes more and the last one is
feeling revenge against the company. There are somoaymous statements of
fraudsters to rationalize their wrongdoing such as:

e Everyone else was doing it,

e The company could afford it,

e | needed the money,

e Itwas just aloan... | would have repaid it,
» | felt used and wanted revenge,

* | meant no harm and did no harm,
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* | did it to keep the business afloat,
e Bribery is the norm in this type of business,

* What | did was entirely appropriate for someonennposition.

Cendrowski et al. (2007) also mentioned that ugdedludsters begin with smaller
amounts because it is easier to justify smaller wariteo However, sense of
magnitude changes and greater amounts start tedmessnall by the fraudster.

3.4.3. Opportunity

Fraudster sometimes discovers weaknesses in cqmooesses/procedures and
turns these weaknesses into opportunities to comnauit. Below list shows some

critical weaknesses in control processes/procedures

* Ineffective monitoring of management,
» Ineffective accounting system,

« Ineffective information technologies systems.
These weaknesses typically rise from poorly deslgnecontrol
processes/procedures such as poor applicationgoégagtion of duties principle
and poor enforcement of controls.
3.5. Fraudster’s Profile
According to Fraud Examiners Manual of ACFE (200&judster is a person who
“knows that it could result in some unauthorizednéi® to him or her, to
organization, or to another person, and can be pegied by persons outside

and inside the organization”

In 1939, Seidman identified the potential fraudst&r.. generally a man-though
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fraud is by no means exclusively a masculine madtioim-about thirty-six,

married, has children, owns a car, participatesoctial and communal work, and
is of wholesome convivial habits. He has been éenctbmpany's employ over five
years and, ironically enough, has advanced to aitjpos of trust by honest
endeavor and commendable merit. The de-faultes lseywhere and occupies

any position, from watchman to president.”

The cases held in Association of Certified Fraudraxers’ Report to the Nations
on Occupational fraud and Abuse (2010) revealegénsonal characteristics of a
fraudster:

* An employee or manager (42% and 41% of the caspgcavely),

« Male; (67% of the cases, in Europe 82% of the gases

* Between the ages of 31 and 45 (55% of the cases),

» Has five years of experience in victim organizat{46% of the cases),
* Has a graduate or post graduate degree (52% cates),

* Is a member of;

Accounting department (22% of the cases),

Operations department (18% of the cases),

Sales department (14% of the cases),

Executive/upper management (14% of the cases),

Customer services (7% of the cases),

O O O O o o

Purchasing department (6% of the cases).
* Does not have a criminal background (86 % of tree=sh

* Previous employment contracts were not termina@28éo(of the cases).

In conclusion, fraud perpetrator is mostly a managean employee, is a male, is
between the ages of 31 and 45, has one to fivesyehrexperience in the
organization, has a graduate or post graduate €@ has never been convicted

or charged with a crime before. Moreover, he igliikto work for one of the
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following departments; accounting, operations, saleexecutive/upper

management, customer services or purchasing.

3.6. Internal and External Indicators of Fraud Risks

There are some internal and external circumstatiatsnay indicate existence of
fraud in the company. Internal indicators are ezlato the company control

structure and behaviors of employees. Externatatdrs are related to the market
characteristics in which the company operates. Bdtthese indicators are also
called as “Red Flags”.

3.6.1. Internal Indicators of Fraud Risks - Company Structure

Characteristics of procedures/processes appliddeirompany and/or the ethical

culture of the company may indicate an existendeanid risks.

Organization structure, delegation of authoritied athical structure may trigger
fraudulent actions. Some structural red flags diggdl by the companies are listed
below (Coenen (2008), Farrager and Nelder (20049, @hartered Institute of
Management Accountants’ Fraud Risk Management -uiflegto good practice
booklet (2001)):

* Not having a reliable control framework,

* Absence of policies such as anti-fraud, code oin@ss conduct, etc.

» Lack of management supervision,

e Concentration of duties in certain individuals K&t segregation of duties
and inadequate staffing,

» Lax rules regarding authorization of transactions,

e Lack of competitive bids,

* Limited or no supporting documentation for transat,
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Inadequate delivery proofing,
Sole sourcing of specific contractors and vendorsbioth national and

international projects.

3.6.2. Internal Indicators of Fraud Risks — Employee Behaiors

There are some certain behaviors that may inditatesomeone is included in a

fraudulent act. These certain behaviors are aldedcRed Flags.

Some of the red flags displayed by potential fréeds are listed below

(Association of Certified Fraud Examiners’ Reportlie Nations on Occupational
fraud and Abuse (2010), Wells (2003), Farragereldier (2001)):

Living beyond financial means,

Unexplained increase in wealth,

Close relationship with vendors,

Experiencing financial difficulties,

Unwillingness to share duties,

Addiction problems,

Extraordinary medical expenses,

Significant, regular cash expenses for entertairiraed/or travel,
Refusal to take vacations,

Complained about inadequate pay,

Short vacations and unexplained working hours.

Moreover, human resources structure and employleéores may also indicate

fraud risk. According to the Chartered Institute Management Accountants’

Fraud Risk Management — A guide to good practiceklad (2001), the most

common situations which may end up with internalitt are:
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» Strained relationships between employees,
« Low employee morale and satisfaction,

* High turnover in the key positions of the company.

3.6.3. External Indicators — Market Conditions

There are some issues which are not directly rklateh the company or its
employees; however, may put the company under friagkdSome of the external
indicators are listed below (Chartered Institute Mnagement Accountants’
Fraud Risk Management — A guide to good practiakiad, 2009):

* Introducing a new regulatory authority includingwndealth/safety or
environmental legislations,

» Bureaucratic obstacles,

» Competitive market conditions and decreasing pabiiity levels within
the organization,

» High pressure from the shareholders to meet tHenpeance targets.

In conclusion, presence of any of the abovementidmehaviors and properties
does not mean that internal fraud actually existeiwthe company. However, if
companies encounter any of abovementioned ind&atbey should be more
curious to seek for fraudulent acts.

3.7. Types of Internal Fraud

Anyone who seeks an illegal financial gain may ipgrate in a fraudulent act
regardless of the magnitude of loss of the victamtips. For instance; siphoning
off a bank by the bank owners causes significantadges to lots of individuals,
on the other hand damage caused by an employdsfethwork expense report
is less damaging. However, both examples are astest fraudulent acts.
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There are different types of internal frauds; hoerethe aim of this study is to
understand the most common types of employee sabhdmes against employers
in the construction sector. In order to identifg imost common employee fraud
schemes; previous studies, surveys and experientesdividuals in the

construction sector are used.

Main fraud types discussed in the following pants: dinancial statement fraud,

asset misappropriation and kickback/bribery.

3.7.1. Financial Statement Fraud

In Fraud Examiners Manual of ACFE (2008), financsthtement fraud is
identified as“deliberate misrepresentation of the financial carmh” of the
company by “intentional misstatement and omission of the antsuir

disclosures”

Financial statement fraud is not a common intefreaid type. However, the

magnitude of the damage caused by financial statefm@ud is generally much

more significant than the other types of intermalifl. According to Association

of Certified Fraud Examiners’ Report to the Nati@mrs Occupational fraud and

Abuse (2010), median of the loss amount causedniaydial statement fraud is

USD 4,100K. Moreover, financial statement fraudoatseates other damages
such as loss of reputation, potential fines andisattons.

Fraudster aims to manipulate the financial stafubecompany in order to show
that the predetermined targets were achieved edped the company offers

performance based bonuses.

Sometimes financial statement fraud is appliedrtavipe illegal advantages for
the company. For instance, companies may misreprésar financial conditions
in order to finance their company or to be ablapply to tenders.
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In construction contracts, especially in governrakerdeals, contractors may
understate revenues and/or overstate expenseguesteexcess payment over the
amount of the work performed. For instance, in qgbgs fee contracts, costs are
overstated in order to charge excessively and nmplgum contracts, overstated

costs may be used for bargaining to increase the kum amount.

3.7.2. Asset Misappropriation

According to Black's Law Dictionary, misapproprati is “the act of
misappropriating or turning to a wrong purpose; wg appropriation, a term
that doesn't necessarily mean peculation, althoiiginay mean that. The term
may also embrace the taking and using of anoth@operty for sole purpose of
capitalizing unfairly on good will and reputatiot property owner"Black’'s Law
Dictionary’s definition is a broad definition whichclearly identifies
misappropriation. However, asset misappropriatsosimply misusing company’s

assets for personal purposes or stealing the desetthe company’s premises.

Fraudster may use both tangible and intangibletssé¢he company for personal
purposes. Using vehicles, computers, office suppdird equipments are some
examples for misusing tangible assets. On the dthed, sharing expertise of the
company such as planning models, pricing modets, with competitors is a type

of intangible asset misappropriation.

Theft is the other type of asset misappropriatidmeft is the physical movement
of an asset belonging to the company to employemstrol. Stealing
cash/inventory or bringing away customer/vendoorimiation are some examples

of employee theft.

3.7.3. Kickback/Bribery

Tl defines kickback or bribery as offering, promigi giving, accepting or
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soliciting of an advantage as an inducement foaetion which is illegal or a
breach of trust. Besides, Jong et al. (2009) cheriaed the bribe or kickback
requesting individual as someone who has the ptoverake favorable decisions
for the ones who are seeking favorable decisioniskidack/bribery schemes
could be initiated either by the employee via aglon by the vendor via offering
valuable incentives such as money (onetime paymentommissions), gifts,

loans, etc.

Jong et al. (2009) mentioned that kickbacks/briaes not only demanded by
regulatory officials but also could be sought byntcactors’ empowered
employees or engineers from the sub-contractorsnaterial providers of the
contractors. Kickback reveals when a contractovemdor transfers a financial

benefit in order to influence a business deciskariager and Nelder, 2001).

If an employee is responsible from procurementshe/should obtain the best
price from the vendors on behalf of the companyweieer, in kickback/bribery
schemes employee accepts or secures acceptantiatdd or falsified invoices
of a particular vendor and shares the illegal beweth the vendor (Coenen,
2008). Invoices used in kickback/bribery schemesnaostly based on overstating
the prices of materials/services or consistingtitzts materials/services. Some

common methods used in kickback/bribery schemeksaee below.

» Overstating labor work hours,

» Overstating machinery usage hours,

» Charging for higher quality materials than providedthe project,

» Charging for higher quality machinery and equipmiain the ones used
in the project,

» Charging for services or materials that were ngvevided,

» Charging for the costs of counterfeit change orders

» Overstating the cost of the change orders.
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Kickback/bribery schemes may cause significantdes® the victim company
such as obtaining services/materials with higheegr(or not obtaining them at
all), obtaining inferior products or services iauiof the technical specifications
of the contract. Moreover, obtaining materials/gars which are not in line with
the specifications may cause penalties. When gsetoof the victim company are
considered, it is obvious that the damage on th&nvicompany is much more

significant than the illegal benefit obtained bg ttorrupt employee.

Durant (2005) stated that bribery issues duringcmement phase often go
undetected, uninvestigated and unpublicized. Thessees go undetected because
the issues include the parties who are respondibla the transactions, go
uninvestigated because contractors doubt whetlegrtiil be able to recover the
loss so they do not prefer to spend money for tmeestigation and go
unpublicized since the management of the contraldes not want the occurrence

of fraud to be known.

Vendor selection method has its own fraud riskswkiekback/bribery schemes
are considered. Main vendor selection methods hadrisks included in these
processes are discussed below.

3.7.3.1. Fraud Schemes in Vendor Selection through Negotiath (Single
Sourcing)

Single sourcing means using a sole source formupeotent through solicitation
of a proposal. In this type of procurement, no bigdprocess is applied; it is
based on the negotiations between empowered thiopeeg of the employer and
potential vendors. This type of procurement is moadre subject to the risk of

fraud compared to competitive bidding.

In single sourcing, the empowered employee/depanttimes the right to select the

vendor through negotiation and evaluation. Howewangle sourcing sustains

38



some internal fraud risks. For instance; vendor taedemployee/department may
establish a kickback/bribery scheme and the scheayebe used by the employee
to provide illegal gain and by vendor to providetemgls/services with higher

prices or with lower than the required quality.

Sometimes vendor pays kickback to the employee démlestablish a trade
relationship with the employer by providing matéyiar services with acceptable
prices. In this case, vendor uses kickback onlgstablish trade relationship, so it
may seem harmless for the company at the begintdogvever, in time, the
vendor may lose its incentives to provide matefsailvices with acceptable prices

and at the required quality.

There are several reasons for not being able tweptehis problem. It is costly to
establish a the procurement process in consideratith segregation of duties
principle. Therefore, in most of the companies, yges have a number of
responsibilities conflicting with each other whicteates significant fraud risk for

the company (Durant, 2005).

3.7.3.2. Fraud Schemes in Competitive Bidding Process

Competitive bidding is a process which is used ¢quae materials and/or
services which meet the needs (quality, quaniitye tlocation) of purchaser with
the best possible total cost. Thus, there is a etitign between the vendors to
provide specified materials and/or services. Ineorid avoid potential negative
influences of vendors throughout the bidding precéisere are predefined terms

and conditions of processes and procedures thdétsicire obliged to follow.

In bid rigging scheme, it is aimed to influence thsults of the bidding process in
favor of a particular vendor by using an authotitgt have rights on the bidding
process. For construction business, these aut®ian be contracting officials,
engineers and other technical staff, QA/QC repitasees or anyone else in the
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bidding process.

There are two main ways of bid rigging. These wanses as follows (Faraggher
and Nelder, 2001):

* Providing insider information that may be used ag@ance to win the
bidding process,

» Establishing pre-qualification factors or specificas according to a
particular vendor in order to make the vendor wie bidding or to

exclude its competitors.

Bid rigging can occur in any phase of the biddimgcess. These phases could be
categorized as pre-solicitation, solicitation-négfain and submission. The risks

related to these phases are discussed below.

3.7.3.2.1.Bid Rigging in Pre-solicitation Phase

In this phase, the types and specifications of naseand/or services that are

going to be procured are determined.

There are two main types of bid rigging schemesdha occur in this phase. One
of them is convincing the purchasing entity abdwe hecessity of a purchase,
which is also called need recognition schemes. §¢wnd type of scheme is
using the power to tailor the specifications anqurements according to a

particular vendor which is called specification ectes.

There are some red flags that may indicate theafidkd rigging scheme in pre-
solicitation phase. In case of existence of theofahg situations, the contractor
should pay attention (Chartered Institute of Mamaget Accountants’ Fraud Risk
Management — A guide to good practice booklet (206@rrager and Nelder
(2001)).
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Splitting the same work into pieces in order todwginternal controls,
Specifications and statements of work which onlgsswith the products
or capabilities of a specific single supplier,

Specifications and statements of work developea Ispecific contractor
or consultants who will be permitted to bid andfpen on the contract,
Specifications which are not consistent with simpast procurements, or
unusual - unreasonable specifications for the tgpematerials and/or
services being procured,

Specifications that do not make commercial sense,

Contracts that include special, but unnecessargifsgaions that only
particular vendor can meet,

Defining single brand name rather than definingegahdescription,
Defining vague specifications which may lead to enmroney claims,

Personal relationships between staff and vendors.

3.7.3.2.2.Bid Rigging in Solicitation-Negotiation Phase

Solicitation-Negotiation phase consists of biddimgpd contract awarding

processes. There are also some red flags thatdapaie that the bid was rigged.

These red flags are stated below (Chartered ltsstituUManagement Accountants’

Fraud Risk Management — A guide to good practiceklad (2001), Farrager and
Nelder (2001)).

Announcing limited time for submission of bids, téfre only the ones
who has advance information have adequate timprégaration,
Publishing bid solicitation during holidays, and bpshing vague
information about the time, place and date or ofteguirements for
submitting bids,

Failure to adequately publicize request for bids Wsing obscure

publications, and failure to inform potential corfmes,
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Short invitation list for tender and consistentdang of certain vendors
over others,

Unchanging list of preferred vendors,

Announcing flexible and nebulous evaluation craeri

Announcing changes to the bid specifications dftéropening,

Accepting late bids,

Accurate estimations of tender costs by certaiddmis],

Disqualification of suitable bidders from bids wotht apparent reasons
and sub-contracting to higher bidders,

Awarding contracts to vendors disproportionatehtrtsize,

Awarding the contract to a vendor with a poor perfance record,
Awarding the contract to a vendor who has goodticeiahips with an
employee or a relative of an employee,

Poor documentation of the contract award process,

Assisting the vendor while preparing the bid,

Referring a vendor to a specific third party asapert or consultant,
Indication of collusion between bidders such asatmg the bids by
submitting the lowest bid by exchanging the infotiorg

Falsification of vendor’s credentials, financialpeilities, qualifications,

work history, equipment or employees.

3.7.3.2.3.Bid Rigging in Submission Phase

Submission phase of the bid is the period afterrdivg the contract to a bidder.

In this phase, there are also some indicators @frigiging after the award of

contract such as:

Unexplained changes in the specifications and topes of work in the
contract shortly after its awarded,

Decrease in the limits of liability of vendor aftéwe award of the contract.
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3.7.3.3. Reasons for Not Preventing Kickback/Bribery Schemes

The most important reason of not being able to gmekickback/bribery schemes
is not having reliable purchasing and procurematities such as not obtaining
written proposals from multiple vendors. Being defint in applying segregation
of duties principle such as not being able to sspaparties that are responsible
from vendor selection and purchase order is anatgortant reason of not being

able to prevent kickback/bribery schemes (Durad®52.

3.7.4. Facilitation Payments

Argandofia (2005) described the use facilitatiompearyts asthe act and effect of
giving or receiving a thing of small value in ordé#rat a public official or
employee does or omits to do something, or doestér and more effectively or
more slowly and less effectively, circumventingoanfl or implicit rule about
what that official or employee ought to do or not tb the benefit of the person
who gives the thing of value or a third party, ®lhresolve a matter, expedite an
administrative process, secure the issuance oten$ie, permit or service, etc.,
but not to obtain or retain business, a contractsobusiness transaction or to
obtain a major competitive advantageSimilarly according to Anti-corruption
Code of Conduct of Asia Pacific Economic ConsortigfPEC), facilitation
payments are small unofficial payments made inrotdesecure or speed up the
standard process.

As a result, facilitation payments are small uradii payments or gifts made to
public officials or empowered employees of compsnreorder to speed up the

standard processes.

Some characteristics of facilitation payments agscdbed below (Argandofia,
2005):
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» Facilitation payment is made in order to expediteadministrative matter
or assure the issuance of a permit or license,

» Facilitation payment is received usually by a peillificer or a low level
employee who has minimal power,

* Total amount of the payment or the value of theigismall,

* Widespread especially in developing countries,

» If used as bribery, it is prohibited and criminabiz

» Paid privately.

The main difference between facilitation paymemtd bribery is that facilitation
payments are made to expedite the process of vhe&lpayer is entitled and the
payer does not request something illegal or immuaraereas bribe is used to

provide unmerited gains.

OECD Convention on Combating Bribery of Foreign IRulOfficials in
International Business Transactions prohibited ibgbforeign public officials.
However, according to Argandofia (2005), the offic@mmentaries of the
convention excludeSsmall facilitation payments”made in order td‘induce
public officials to perform their functions, suck esuing licenses or permits”
However, it is hard to differentiate the faciliati payment from bribery and
therefore, it is very important to be aware of tiadure of the payments called

facilitation payments to prevent unpleasant results

3.7.5. Ghost Employees

Someone who is on the payroll but does not actuatbyk is called a ghost
employee. Ghost employee is put on the payroll by employee who is
responsible from the payroll and the company startwake salary payments. In
most cases, ghost employee is a friend or relatfvihe fraudster. If the victim

company is making salary payments in cash fraudsi@y use the names of
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recently departed employees and make fictitiouarggdayments to their names

as well.

3.7.6. False Compensation Claims

After work accidents, dishonest employees may retgdssability payments and
more for fictitious injuries or they may work fonather full time job while they

are getting payments to rest and recover from ittervcompany.

3.8. Fraud Prevention

Fraud and misconduct may occur at various leveminorganization. In order to
prevent fraud, appropriate preventive and detectieehniques should be
developed and established. In the following partstr@ study, appropriate
preventive and detective approaches against irtéanal are discussed. Having
following preventive measures does not mean tlaidfris prevented certainly.
However, having the following preventive measurel elp the companies to
decrease internal fraud risk considerably.

With the help of the following measures; companigsy increase reliability of
financial statements, comply with laws/regulaticarsd decrease internal fraud

risk.

3.8.1. Segregation of Duties Principle

Segregation of duties principle stands for sepagabusiness functions that may
conflict. Some of the functions that should be eggted to different

employees/parties are:

» Purchasing and payment functions,

* Purchase order and vendor selection functions,
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* Vendor selection and accepting goods functions.

According to the Fraud Examiners Manual of ACFEQ@0 each company,
regardless of its size, should separate purchasmp payment processes and
functions. Especially for the purchasing functiditaud Examiners Manual of
ACFE (2008) highlighted the importance of havingseparate purchasing
department for the companies especially for thesomeich have enough human

resources.

3.8.2. Employee Selection

Employee selection is a proactive measure in otdeprevent potential fraud
risks. Wells (2003) recommended conducting backgpazthecks for any potential
employee, especially for prospective employees o€oanting, inventory

management and vendor selection.

Some important checks that should be applied béfoimeg a potential employee

are listed below:

+ Education and certificate verification,
» Past employment verification,
+ Personal references verification,

* Criminal conviction checks.
Moreover, after employee was hired, regular costsiould be carried on to

review the compliance of the employee to corpovataes and to code of conduct
of the company.
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3.8.3. Internal Audit

The 1IA’s Definition of Internal Auditing states dh “Internal auditing is an
independent, objective assurance and consultingyigctdesigned to add value
and improve an organization’s operations. It hedpsorganization accomplish its
objectives by bringing a systematic, disciplinegraach to evaluate and improve
the effectiveness of risk management, control,gowérnance processesGreen
and Calderon (1996) also mentioned the substamiialof internal audit in fraud
detection and fraud risk assessment. Substanéiatifrisk assessment processes

through internal audit are described below.

* Identifying company assets to protect: Identifying and prining the
assets of the company,

» Identifying the possible threats: Identifying pdsifraudulent acts such
as misappropriation of inventory and equipment, riging, conflicts of
interest, corruption, and financial statement fraud

» Determining probability of occurrencéssessing the likelihood of each
type of fraud in the organization and gathering alhilable empirical
evidences of fraud such as prior fraud incidentexplained losses, audit
findings, and complaints,

* Determining impact of los®etermining the impact of loss if incurred.

» Establishing necessary controls: Identifying thentoas that should be
applied in order to prevent potential fraud incices

* Periodic checks: Checking the appropriateness andtibning of the

controls periodically.

In order to provide control environment in place; Murdock (2008) stated,
internal auditor should be aware of the needs, dppiies and justifications
which may cause fraudulent acts. Moreover, inte@adlit should reveal the

significant changes in employee needs, effectienes internal controls,
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management's competence, consistency, objectivdlgcumentation, and

transparency to identify fraud risks. On the othand, internal auditors should
help management to establish anti-fraud prograresd@ programs should consist
of necessary steps such as deterrence, prevedaetettion, and investigation of

fraud.

3.8.4. Whistle-blowing

A broad definition of whistle-blowing is the disslare of wrongdoing by either
existing or former employees of the company andotie who blows the whistle
is accepted as the whistleblower. Australian Wakddwer Programs for Entities
defines the whistleblower dsa person being a director, manager, employee or
contractor of an entity who, whether anonymouslynot, makes, attempts to
make or wishes to make a report in connection v@fortable conduct and where
the whistleblower wishes to avail themselves otgmtmn against reprisals for
having made the report. A whistleblower may or nmpt wish to remain
anonymous’ Hauserman (1986) briefly explained whistleblovesr the person
who reports a real or perceived wrongdoing of hisher employer or super

ordinates.

Bayar (2003) stressed the importance of encouragamgl protecting
whistleblowers while combating corruption and menéd that whistleblowers
need to be protected from possible retaliationspbyviding them a secure

environment

According to Association of Certified Fraud ExamsieReport to the Nations on
Occupational fraud and Abuse (2010), more than 40%he respondents stated
that internal fraud is mostly detected by tipswhis also stated that previous
surveys by ACFE also revealed the importance o tihile detecting internal
fraud. Although tips are the most common way ofedetg fraud, many
companies do not implement fraud reporting systeosh as hotlines. These
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systems enable employees to blow whistle anonymjoastd make whistle-

blowing process more efficient.

Establishing anonymous reporting systems is the gagt, because employees
often avoid reporting which may result with theeidr of retaliation or negative
reactions. Therefore, using anonymous reportingesys is an effective way to

encourage employees to give tips.

There are some models around the world for protgatvhistleblowers. USA’s
Whistleblower Protection Act and False Claims Ad&outh Australian
Whistleblower Protection Act, The New South Walestécted Disclosures Act
and UN Convention against Corruption are examplesame governmental

models to protect whistleblowers.

According to Association of Certified Fraud ExamsieReport to the Nations on
Occupational fraud and Abuse (2010), implementatibfraud reporting hotlines
are positively correlated with the number of cadetected by a tip. 47% of the
fraud cases were detected by tips in the orgaoizsitusing hotlines. In contrast,
only 34% of cases were detected by tips in the rorgéions without hotlines.
This comparison illustrates the importance of amoows fraud reporting systems

while detecting fraud.

In order to establish a "whistle-blowing cultura"an organization, there are some

necessities listed below (Ravishankar, 2010):

» Policies for reporting illegal or unethical praetcshould be created,

« Commitment of top management should be demonsirated

« Commitment of the organization to ethical behawdbould be publicized
by memos, newsletters and speeches to the empjoyees

* Employees raising ethical issues should be rewarded
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» Allegations should be followed up all promptly athdroughly,

* Internal whistle-blowing system should be continsigassessed.

3.8.5. Code of Ethics and Code of Business Conduct

Establishing an ethical environment and settingggulvith codes of business

conducts are other important proactive measurpsetient internal fraud.

Several organizations and companies developed cofiethics and business
conducts according to their requirements. ASCE aesweloped Standards of
Professional Conduct of ASCE in order to guide nismbers. The Code of
Conduct for Engineers is an important part of tresadards. This code includes
seven fundamental standards, four of which arete@lao the prevention of

internal fraud and corruption.

* Engineers shall issue public statements only irolgjective and truthful
manner,

* Engineers shall act in professional matters fohesamployer or employer
as faithful agents or trustees, and shall avoidlicts of interest,

* Engineers shall build their professional reputatmnthe merit of their
services and shall not compete unfairly with others

» Engineers shall act in such a manner as to uphaldeahance the honor,

integrity, and dignity of the engineering professio

Only the companies which want to outline the betisviexpected from
employees and the proper procedures that shoudghfleed in the company try to
develop their own codes of business conduct. Howy@wery organization should
create and maintain a code of business conductdardo guide employees’
behaviors and to prevent fraudulent acts. Bierstakel. (2006) mentioned that

the fraud policies should be separate and distirmh the code of business
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conducts and also communicated clearly to the eyepn

Proper code of business conduct should prohibifat@wing actions:

* Accepting gratitude, expensive gifts or lavish eaiements from

vendors,
» Developing conflict of interest,
» Disclosing trade secrets to third parties,
« Falsifying documents such as attendance reponense reports, etc.,
* Related party transactions,

» Other illegal acts.
3.8.6. Periodic Vendor Contract Reviews
Periodic reviews on the contracts and previous Iondg/ reveal the possible
contract frauds. The red flags in different phasésxontracts were discussed

under Kickback/Briber¥ part.

There are some red flags that may indicate thatvdrelor is included in an
improper scheme. It is beneficial to be curioustfa vendors which are:

* Regularly being awarded,

* Regularly bidding last,

* Regularly bidding lowest,

» Having good relationships with key employees.

3.8.7. Periodic Job Rotations

Implementing a job rotation system limits fraud espre and may reveal prior

2 please refer to Part 3.8.3. Kickback/Bribery
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fraud attempts. Job rotation procedures are alseflogal for socialization and
creating cross trained employees (Gupta and Gosajatg 1991).

3.8.8. Internal Training

Fraud awareness trainings for employees, manageisea&ecutives are very

crucial for developing a fraud insight within thenspany.

There are some training projects developed by axgdons. One of them is the
Global Anticorruption Education and Training Prdjeghich was funded by
ASCE. This project focuses on eliminating fraudpéry, and corruption from

engineering and construction sector. Some topicgedaout by the project are:

« Corruption engineering and construction sector,

* Fraud and bribery engineering and constructiorosect
» The concepts of fighting corruption,

e Ethical dilemmas involving corruption,

* Anticorruption guidelines.
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CHAPTER 4

INTERNAL FRAUD QUESTIONNAIRE

This chapter illustrates the results of fraud syrwhich was implemented on
Turkish construction contractors. This survey wasplemented to Turkish

construction contractors in order to understankb¥ahg issues:

* Fraud awareness of construction companies,
« The proactive measures of the construction compdaiprevent fraud,
* The common fraud types that the construction conegaace with,

» The reactions of the construction companies afterd cases.

This survey was performed by using a questionndine. questionnaire consists
of twenty-four questions, seven of which aim tohgatinformation about the
respondent and the company. These seven quest®mesrg crucial to understand

the relationship between respondent profile andesuresults.

The questionnaire was distributed online via a pafpe. The survey was prepared
on a professional survey web site, www.surveymorday/s/odtu_tez_anketi.
This professional web site was also linked to Httpvw.metu.edu.tr/~e124069/
served by Middle East Technical University. Theutesswere collected by the
professional survey web site anonymously and aettteof the surveying period,
data including the results were extracted from pghefessional survey web site.

Please refer to Appendix A for the sample questaaen

The responses were collected anonymously. Howelver to the tense subject of
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the survey, some people avoided completing thetquesire.
4.1. Respondents’ Characteristics

The total number of attendants of the survey wadr8¢he following parts, main
characteristics of the survey respondents, the eomp that respondents are
working for (“the Company®' and respondents’ ideas are discussed by using

descriptive statistics on survey results.
4.1.1. Positions of Respondents

The questionnaire was mainly responded by the mesndddop management and
the members of construction teams (including ptojeanager, technical office
chief and site chief) of the companies. Followiagl¢ illustrates the distribution

of the roles of the respondents.

Table 9: Positions of the respondents

Paosition Number of | % of total number
respondents of respondents

Technical office chief 26 29.2
Owner / shareholder / member of board of directoprs 17 19.1
Site chief 14 15.7
Project manager 13 14.6
Administration manager / procurement manager 5 5.6
General manager / general coordinator 4 4.5
Internal auditor 4 4.5
Finance manager 3 3.4
Human resources manager 3 34

L In the following chapters, “the Company” or “thei@panies” stands for the companies that the
respondents are working for.
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Figure 2: Positions of the respondents
As depicted above, most of the respondents wera bperational functions and
few of them were from supporting functions.
4.1.2. Size/Volume of the Companies
In the second question, it was aimed to understia@dcize of the Companies by
asking the number of employees working in the headgrs of the Company.

Below table illustrates the number of employeeskimgy in the headquarters and

their respective percentages.

55



Table 10: Number of employees working in the headgts of the Companies’

Number of employees Number of % of total number of
respondents respondents

1-25 27 30.3

26-50 15 16.9

>51 47 52.8

% of total number of respondents
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Figure 3:Number of employees working in the headquartetseoCompanies

More than half of the companies had at least tiftg- employees in their

headquarters. Moreover, if the companies were gndwgecording to the number
of employees such as small companies (1-25), medioimpanies (26-50) and
large companies (>51), it is seen that most ofcipanies were medium and

large companies.

Another question was the average revenue of thepaoynfrom construction
projects in the last three years. This question alas asked to understand the
volume of the Company. Below table illustrates @@mpanies’ average annual
revenues and their respective percentages.
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Table 11: Annual average revenues of the CompdAesrage of last three

years)
Annual revenue of the Number of % of total
company (TL) respondents | number of
respondents
<15 M 32 36.0
15M-100M 19 21.3
>100 M 38 42.7
Total 89 100.0
% of total number of respondents
0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
>100 M

<15 M

15M-100 M

Annual revenue of the Company

Figure 4: Annual average revenues of the Companies

According to the above figure, it is seen that at¥)% of the Companies had an
average revenue of more than TL 100M from constracprojects in the last

three years.
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4.1.3. Type and Place of Contracts and Expertise Areas ¢hie Companies

There were some questions in the survey relatet thieé type and place of

contracts and expertise areas of companies.

First question was the main contract type perforiogdhe Companies. Below

table shows main contract types signed by the Carapa

Table 12: Main types of contracts signed by the Qanmres (in the last three

years)
Type of contract Number of % of total
respondents | number of
respondents
Main contractor 63 70.8
Sub-contractor 14 15.7
Joint venture 9 10.1
Main contractor (50%) - joint venture (50%) 2 2.2
Main contractor (50%) - sub-contractor (50% 1 1.1
Total 89 100.0

According to above, table it is seen that near§6 4 the Companies working as

main contractors.

Number of expertise areas was another questiomtieratand the number of
different fields that the Company was doing praggaat In order to be consistent

in the answers, the construction fields were pieddfas:

* Superstructures,

* |nfrastructures,
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* Industrial structures,
*« Mechanical works,

* Electrical works,

e Airports/seaports/railways,

» Dams/ Hydro-electric plants.

Below table shows the number of fields that the gany had projects in during

the last three years.

Table 13: Number of expertise areas of the Comganie

Total number of Number of | % of total number of
fields respondents respondents

1 39 43.8

2 32 36.0

>2 18 20.2

Nearly 80% of the Companies performed projects mast two different fields.

The last question was about whether the Companfornpeed a construction
project abroad in the last three years. Below tablews the number of the
Companies that performed construction projects abrand their respective

percentages.
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Table 14: The Companies that performed construgti@pects abroad

The Company carried out a | Number of | % of total number of

construction project abroad | respondents respondents
Yes 58 65.2
No 31 34.8

4.1.4. Fraud Risk Awareness of the Respondents

Several questions were asked to the respondemmisian to understand the fraud

risk awareness of the respondents about followirtjests:

* Are the construction companies under the risk adidf?
* Which level of employees is most likely to comnméud?
* Which prevention methods are the most effective?

« Which fraud types are likely to occur in the couastion sector?
The first question was whether the respondentsgthiothat the Companies that

they were working for were whether under the riskraud. Below table shows
the number of respondents who think the Compaoypdgr the risk of fraud.

Table 15: Respondents think the Companies are uhéatsk of fraud

Is your company under Number of | % of total number
the risk of fraud? respondents of respondents
Yes 38 42.7

No 51 57.3
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Is your company under the risk of fraud?
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Figure 5: Respondents think the companies are under thefigkud
Almost 40% of the respondents stated that theyghbthat the Companies that
they are working for are under the risk of fraud.
Second question was about the level of employeashwdire likely to commit

fraud. Below table shows the responses on the tdwaployees which are likely

to commit fraud.

Table 16: Level of management most likely to corfraud

Level of management most likely to Number of | % of total number of
commit fraud respondents respondents

Do not know 24 27.0
Middle Management 19 21.3
Junior Management 17 19.1
Senior Management 11 12.4
Blue Collared 9 10.1

Do not want to answer 9 10.1

Nearly 40% of the respondents selected either Middanagement (managers,
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etc.) or Junior Management (chiefs, etc.).

Effectiveness of the fraud prevention methods istlar subject which was
inquired to the survey respondents. A list of frgumevention methods was
prepared and respondents were asked to assigfeativeness level to each fraud
prevention method (‘Not at All Likely’, ‘Likely’ ad ‘Extremely Likely’). Below

table summarizes the effectiveness levels of eaahdf prevention method

according to the respondents.

Table 17: Effectiveness of fraud prevention methods

Fraud prevention method Likeliness to prevent fraud
Extremely Likely Not at all
likely likely
Internal audit 61 14 14
External audit 57 22 10
Implementing segregation of duties 57 18 14
principle
Management reviews — periodic reporting 45 29 15
Periodic rotation of employees 29 23 37
Internal training 28 26 35
Encouragement and protection of 25 16 48
whistleblowers and whistle-blowing
hotlines

Internal and external audits were selected as th&t effective fraud prevention
methods. Audits are followed by implementing segtiem of duties principle and

management reviews.

The last question was about the types of fraud lwhie most likely to occur in
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the construction sector. Similar to the previoussfiwn a list of fraud types was
distributed and respondents were asked to asdighniess of occurrence to each
fraud type (‘Not at All Likely’, ‘Likely’ and ‘Extemely Likely’). Below table

shows the likeliness of occurrence of each frape tyccording to respondents.

Table 18: Likeliness of occurrence of fraud types

Fraud type Likeliness to occur
Extremely Likely Not at all
likely likely
Invoices received for fictitious goods or 55 20 14
services, inflated invoices
Kickback/bribe taken by employees 54 21 14
Bid rigging 53 20 16
Reimbursement of fictitious or inflated 45 24 20
business expenses by employees
Misuse of an inventory or an asset of the 43 30 16
company
Data theft 39 24 26
Financial statement fraud 36 26 27
Inventory theft 29 23 37
Cash theft 25 18 46
Falsified working hours 21 23 45
Ghost employee 17 18 54

Most critical fraud types according to the resparidavere receiving invoices for

unreal transactions or receiving

kickback/bribery and bid rigging. It is seen thabsncritical fraud types are all

inflated

invoiceBhis

related with procurement and purchase processes.
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4.1.5. Wrongdoings on Behalf of The Company

Some questions were aimed to understand the ldsdito perform wrongdoings

on behalf of the Company.

One of them was that whether the Company permiitédion payments. Below

table shows the number of the Companies accepmilithtion payments.

Table 19: The Companies that permit facilitatiorypeents

Does your company Number of % of total
permit facilitation respondents | number of
payments? respondents
Yes 41 46.1
No 26 29.2

Do not know 16 18.0
Do not want to answer 6 6.7

Does your company permit facilitation payments?

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50¢

Yes

Do not know

Do not want to answer

No .

Figure 6: The Companies that permit facilitationypzents
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It can be observed that almost 46 % of the Compaatxepting facilitation
payments. This payment ratio is extremely high wpetential consequences of

such payments are considered.

Another question was regarding some wrongdoingh s8¢ making payments to
employers, giving presents to employers, orgaropatf entertainments for
employers or misrepresenting financial status ef tampany to the market and
asking whether these actions can be acceptablagdam economic crisis to
preserve the present work or gain new businessdewBable shows the number
and portion of the respondents who accept theallegts during an economic

crisis.

Table 20: Wrongdoings perceived as acceptable guasimeconomic crisis

Type of wrongdoing Is it acceptable?

Yes No Do not want

to answer

Giving presents to 27 59 3
employers
Organization of 25 61 3
entertainments for
employers
Misrepresenting financial 24 62 3
status of the company
Making payments to 21 65 3
employers

Almost 25% of the respondents stated that makingmeats to third parties or
falsifying financial figures of the Company werecaptable during an economic

crisis. Therefore, performing improper acts is atable for a considerable
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portion of respondents for the survival of the Camyp

4.1.6. Fraud Prevention Status of the Companies

Fraud prevention structures of the Companies weaé/aed by asking:

* The date of the latest fraud risk assessment,
* Fraud prevention methods of the Company,
» The control methods applied in vendor selection,

» The control methods applied in employee selection.
The first question was the date of latest fraull assessment project performed

by the Company. Below table shows the dates oftidtaud risk assessment

projects and their corresponding percentages.

Table 21: The soonest date of fraud risk assessametite Companies

The date of fraud risk Number of % of total
assessment Respondents| number of
respondents

Never 46 51.7

Do not know 29 32.6

< 6 months 9 10.1

6 months - 1 year 3 3.4

> 1 year 2 2.2
Total 89 100.0
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Figure 7: The soonest date of fraud risk assessmetite Companies

Almost 52% of the Companies have never performidw risk assessment and
33% of them do not know whether a fraud risk assess$ was applied or not. As
a result, almost 85% of the respondents have nperenced a fraud risk
assessment, whereas only 15% of the Companies rmedo a fraud risk

assessment.
Second question was related to the fraud prevemtmmthods used by the

Company. Below table illustrates the count of framevention methods used by

the Companies.
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Table 22: Fraud prevention methods used by the Gomep

Fraud prevention method Existence in the Company

Yes No Do not know
Internal audit 59 26 4
Code of business conducts 34 51 4
External audit 30 55 4
Legal counsel 20 65
Internal trainings (fraud 15 70 4
awareness, ethical rules,
etc.)
Periodical legal due 12 73 4
diligence
Whistle-blowing hotline 7 78 4

Code of Business Conduct

Fraud prevention methods used by the Companies
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100%
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M Yes
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m Do not
Know

Figure 8:Fraud prevention methods used by the Companies
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Internal audit was the most popular method usedhlyCompanies to prevent
fraud. This method was followed by written code lafsiness conducts and

external audits, which were used in almost 35%nef@Gompanies.

Following questions were related to the controlsrovendor selection/purchase
processes and employee selection. Vendor selegtiestions were about general
controls of the Company such as obtaining bids froaitiple vendors, having a
list of qualified vendors, etc. Below table showw® tcontrols over vendor

selection/purchase process.

Table 23: Controls applied during vendor selectpurthase process

Controls applied during Existence in the company
vendor selection Yes No Do not know
Using different parties for 69 13 7
purchase order and invoice

approval

Requirement to obtain bids 68 16 5
from multiple vendors

Having a list of 64 18 7
qualified/selected vendors

Using different parties for 56 29 4
purchase order and vendor

selection

Background checks for 55 25 9

potential vendors

Almost 60% of the Companies applied all criticalngler selection/purchase
process controls. This ratio is very important edesng the high risk of

procurement related fraud cases.
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Another question was about the internal controlsliap for employee selection
by the Company. Below table shows the controls\andications applied during

the employee selection process.

Table 24: Controls applied during employee selectio

Controls applied during Existence in the Company
employee selection Yes No Do not know
Past employment 53 29 7
verification

Reference verification 49 33 7
Criminal conviction check 39 43 7
Education and certificate 22 60 7
verification

More than 50% of the subject respondents stated faest employment
verification was performed in the Companies. ltseen that other employee

related checks are below 50%.

4.1.7. Internal Fraud Cases and Responsive Actions

In the survey, one of the most critical subjects wee fraud cases experienced by
the Companies and their responsive actions. Fusstipn was a direct question
asking whether the Companies experienced any $anteynal fraud in the last
three years. Below table shows the number of thegamies that experienced

internal fraud during the specified period.
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Table 25: The Companies experienced internal freagks

The Company Number of % of total
experienced any sort of respondents | number of
internal fraud respondents
Yes 43 48.3
No 23 25.8
Do not know 15 16.9
Do not want to answer 8 9.0
Total 89 100.0

Has your company been a victim of any sort of interal fraud
in the last three years?

0% 10% 20% 30% 40% 50% 60%

Yes

No

Do not know

Do not want to answe

Figure 9: The Companies experienced internal fraages

Nearly 50% of the Companies experienced at leastimiernal fraud case in the
last three years.

Following question was the type of internal fraugperienced within the
Company. Below table illustrates the internal frayde and the number of the

Companies experienced this particular fraud type.
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Table 26: Types of fraud cases experienced by timep@nies

Internal fraud type Experienced by the Company
Yes No Do not know /
do not want to
answer
Invoices received for fictitious goods or 15 46 28
services, inflated invoices
Reimbursement of fictitious or inflated 15 46 28
business expenses by an employee
Kickback/bribe taken by employee 14 47 28
Cash theft 14 47 28
Misuse of an inventory or an asset of the 13 48 28
company
Inventory theft 13 48 28
Data theft 11 50 28
Falsified working hours 11 50 28
Bid rigging 8 53 28
Financial statement fraud 8 53 28
Ghost employee 6 55 28

28 respondents either stated that they did not koothiey preferred not to give a

response.

According to the remaining portion of the responidereceiving inflated invoices
or receiving invoices for fictitious materials/sees and reimbursement of
fictitious business expenses by employees are wloeiost common type of
internal fraud experienced by the Companies. Thgses of frauds were followed

by kickbacks/bribes taken by employees and cagh the

The last question was about the actions taken gy rttanagement after
experiencing an internal fraud by the Company. ®dlable lists actions taken by
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the Companies’ managements in response to the taaesk.

Table 27: Actions of the Companies after expermnaiternal fraud cases

Actions taken after experiencing internal Performed by the Company?
fraud Yes No Do not know /
Do not want
to answer
Dismissed the responsible employee 33 39 17
Warned the employee 12 60 17
Demanded restitution from the responsible 9 63 17
employee but did not covered the damage
Nothing 9 63 17
Prosecuted the responsible employee 6 66 17
Demanded restitution from the responsible 6 66 17

employee and covered the damage

Most of the Companies dismissed the employees ctiethfraud. This action
was followed by warning of the responsible emploggehe Company.

4.1.8. Important Results From The Fraud Awareness Survey

In this section, the critical results of the sunaeg discussed:

* 43% of the respondents stated that the Companesirater the risk of
fraud.

» 48% of the Companies experienced an internal freask. This result
highlights the importance of internal fraud for stmction sector.

* 46% of the respondents stated that the Companiasitpéacilitation

payments. The figure shows that construction conmegaallow making
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payments to facilitate bureaucratic processes.

Almost 25% of the respondents mentioned makingyallepayments or
falsifying financial statements in order to maintaxisting business or to
gain new businesses during economic crisis is daabbp In other words,
guarter of the respondents tend to justify inappabe actions if they think
there is a potential risk concerning the existesfddeir company.

52% of the Companies never performed a fraud ridessment; half of
the companies did not identify the internal fraigks through a fraud risk
assessment process.

Only 8% of the Companies had whistle-blowing h&tin 17% of the
Companies perform internal trainings to prevenudraand 38% of the
Companies had a code of business conduct. Thesksrelow that most
Companies did not have fraud prevention measurpkaae.

Only 62% of the Companies performed background lchéar potential
vendors.

Nearly half of the Companies did not perform baokad checks for their

employees.
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CHAPTER 5

STATISTICAL ANALYSES OF THE FRAUD SURVEY

Some statistical tests are used in order to rethealrelationships between the
variables. Fraud survey questionnaire consistslynosgualitative variables and
some quantitative variables. Thus, statisticaktestich fit for categorical data are
used to understand whether there is any associaétween variables or not. In

case of observation of any association, degreassafciations are also analyzed.

In statistical testing, two different testing medisoare applied. One of them is
Chi-square test which is used to understand whethene is any association
between two variables. In case of observation r@ationship between variables,

Kendall-tau Test is used to determine the strenfjthe relation.

Most of the statistical tests are calculated mdpwulbwever, in some complex

calculations SPSS (Statistical Package for Soanges) 17 software is used.

5.1. Chi-square test

Chi-square X test is also known as Pearson’s Chi-square Resirson's Chi-
square test (Chernoff and Lehmann, 1954) is usecstess two types of
comparisons: tests of goodness of fit and testad#pendence. Test of goodness
of fit is used to understand whether an observeduincy distribution differs
from a theoretical distribution. Test of indepenterassesses whether paired
observations on two variables, expressed in a mgeticy table (Table 28), are

independent of each other.
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In this study, the Chi-square test of independasagsed, since the aim of this

study is to understand associations between vasgahther than goodness of fit.

While applying Chi-square independence test, falhgysteps are followed:

1) Null hypothesis (k) is proposed. histates that there is no significant

association between the variables.

2) Contingency Table (Table 28) is prepared to recand analyze the
relation between two or more categorical variables.

Contingency table displays frequency distributidntlee variables in a

matrix format. In the matrix, observed values (CAnd expected values

(EV) are recorded in the corresponding rows androak.

Table 28: Contingency table

I. Variable
IIl. Variable | 1 (Observed Value) 1 (Expected Valye) 2 (Observal)Vy 2 (Expected Val.
1 Nll Nll N12 N12
2 N21 N21 N22 N22

3) Significance leveld) is determined.

4) Degree of Freedom (DF) is determined. DF is eqgoalr{l) x (c-1) in
which r is the number of rows and c is the numbeotumns.

DF= (r-1) x (c-1) 1)
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5) Ho rejection area is determined. By using the le¥alignificance ¢), DF,
critical value (Table 29)xfc) is determined. If*> > x°c, Ho hypothesis

will be rejected.

6) x> value is calculated by using the contingency tainel the below

formula:
oV, -EV, J
( ] ] ) (2)
Expected value of each cell on the contingencyetabktalculated by multiplying
corresponding sum of row and sum of column dividgdhe grand total.

Expected value (EV) Sumof rové(rra);(j_:fggl columric) 3)
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Table 29: Critical values of thg” (x°c) distribution

Area in the upper tail
DF | 0.99 | 0.95| 0.90{ 0.10 0.05 0.01
1 | 0.000| 0.004 0.016 2.706 3.841 6.635
2 | 0.020| 0.103 0.211 4.60%5 5.991 9.210
3 | 0.115| 0.352 0.584 6.251 7.815 11.345
4 |0.297| 0.711 1.064 7.779 9.488 13.277
5 | 0.554| 1.145 1.610 9.23¢ 11.0Y0 15.086
6 | 0.872] 1.635 2.204 10.645 12.592 16.812
7 | 1.239| 2.167 2.833 12.047 14.067 18.475
8 |1.646| 2.733 3.490 13.362 15.5p7 20.090
9 |2.088| 3.325 4.168 14.684 16.919 21.666
10 | 2.558| 3.940 4.86% 15.987 18.307 23.209
11 | 3.053| 4.575 5.578 17.275 19.6y5 24.125
12 | 3.571| 5.226 6.304 18.549 21.026 26.217
13 | 4.107| 5.892 7.042 19.812 22.362 27.688
14 | 4.660| 6.571] 7.790 21.064 23.685 29.141
15 | 5.229| 7.261 8.547 22.307 24.996 30.378

On the other hand, for 2X2 tables Fisher's exasttigeapplied by using SPSS 17
software. This test is used for the analysis oftiogency tables which has small
sizes of samples, mostly for 2X2 tables. Fishexacetest is accepted as an exact
test due to its ability to calculate the significanof the deviation from the null
hypothesis exactly. For larger samples, signifieamalues based on Pearson's

goodness-of-fit test and Fisher's exact test anest identical.
5.2. Kendall-tau Coefficients
There are several methods to determine associabehseen two variables.

Calculation of Kendall's taur) coefficient is one of the methods in which the

coefficient represents the rank correlation betweenmeasured quantities.
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Three different types of Kendall-tau coefficientssé Kendall-tau-a, Kendall-tau-
b and Kendall-tau-c. In this study Kendall-tau-b $quare tables and Kendall-tau-
c for rectangular tables were used while calcutptive strength of association of
the cross tabulations when both variables are medsat the ordinal level.

Kendall-tau-a was not used as it does not makedjustment for ties.
In Kendall-tau tests, coefficient values range freinto +1, where -1 means
complete negative association and +1 means comples#tive association

(Kruskal, 1958).

The formula of tau-b and tau-c were shown below.

Tau-b= P-Q @)
J(P+Q+TX)(P+Q+Ty)
Tau-c=2mP-Q) (5)
n*(m-1)
Where;

P: Number of concordant parts

Q: Number of discordant parts

Tx: Number of pairs tied on X but noton Y

Ty: Number of pairs tied on Y but not on X

m: Number of rows or columns whichever is smallest

n: Total number of cases

In this study, most of the data is not ordinal; eeer, in order to apply Kendall

tests, the data is classified with ordinal numbers.
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5.3. Testing the Relationships between Variables

By using the SPSS 17 software, all of the potemtssociations between variables
are tested. In the following sections, only someyontant associations are
discussed. In the first test, calculation methddse values, which are used in the

tests, are demonstrated however in other testssamiynary tables are used.

First analysis is about the relationship between rdspondents working for a
company that made construction projects abroad thedperception of those
respondents on the importance level of the periodanagement reviews to

prevent fraud.

EV is the first value to be calculated by usingriola 5. For instance, EV ofiN

is calculated by performing the following steps:

1) Multiply summation of row (1), 58, with summatiorf column (1),
which is 15. The result is 870.

2) Divide the result, 870, by grand total, 89, whishsummation of all
observed values (in this case, it is the numbeespondents). Based
on this calculation, EV of Nis9.775.

In order to determine the EVs of other cells, simdteps need to be performed.

Below table is obtained after calculating the E\eath cell.
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Table 30: Contingency table of the Companies peréat construction projects
abroad vs. importance level of management reviesgeraling to respondents

Believing management reviews are| Total
important to prevent fraud
Not at all Likely Extremely
likely likely
Working for a construction Yes | OV 14 18 26 58
company which performed EV 9.775 18.899 29.326 58.(
construction projects abroad | No oV 1 11 19 31
EV 5.225 10.101 15.674 31.0
Total 15 29 45 89

The above table is a 3x2 table and 0% (0/6) of EVower than 5; as a result,

Pearson Chi-square test can be applied.

Chi-square value is the sum of Chi-square valuesaoh cell. With the help of the
formula 5, all corresponding values can be caledlaCalculation of Chi-square

value for this particular case is shown below:

x%= (9.775-143/ 9.775 + (18.899-18) 18.899 + (29.326-26) 29.326 + (5.225-
1)? /5.225 + (10.101-1%) 10.101 + (15.674-18) 15.674 = 6.448

After calculating the chi square value, the hypsités offered:

Ho: There is no significant association between wakor a construction
company which performed projects abroad and belgthat management
reviews are important to prevent fraud

Chi-square Value= 6.448

Degree of Freedone (3-1) x (2-1) =3

Significance Level= 0.05 (chosen)
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Critical value (x°c) = 5.911 (found from Table 29)

X2 < x%c so there is enough evidence to rejeghkpothesis on 0.05 significance
level. Therefore, there is a relationship betweamkimg for a company making
construction projects abroad and believing that agament reviews are

important to prevent fraud.
In order to calculate the strength of the relatiopsKendall tests were applied.

Firstly, importance level of management review tevent fraud (according to
respondent) is categorized into 3 groups in whidbt‘at all likely’ is numbered

1, ‘Likely’ is numbered 2 and ‘Extremely Likely’ isumbered 3. Secondly, the
Company carried construction projects abroad indkethree years is grouped in
2 categories in which ‘Yes’ is numbered 1 and ‘N®’numbered 2. Observed

values are shown on rectangular cross table below:

Table 31: Cross tabular of the Companies perform@ustruction projects

abroad vs. importance level of management reviesgsraling to respondents

Importance level of managementf  Total
review to prevent fraud

according to respondent

1 2 3
Working for a construction company | 1 14 18 26 58
which performed construction 2 1 11 19 31
projects abroad
Total 15 29 45 89

In order to calculate Kendall-tau-b and Kendall-tanoefficients, below values

are calculated:
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P (Number of concordant parts) = 14 x (11+19) & 11® = 762

Q (Number of discordant parts) = 1 x (18+26) +126x= 330

Tx (Number of pairs tied only on X) = (14 x 1) #8(% 11) + (26 X19) = 706

Ty (Number of pairs tied only on Y) = (14 x18) #4P6) + (18x26) + (1x11) +
(1x19) + (11x19) = 1323

m (Number of rows or columns whichever is smalles?)

n (Total number of cases) = 89

Tau-b= 762-330 = 0207
J (762+ 330+ 706)(762+ 330+1323

Tau-c= 2220627339 _ o4
897(2-1)

Kendall coefficients and significance levels of dbecoefficients were also
calculated and verified by using SPSS 17 softw&elow table shows the
Kendall-tau coefficients and their significance disv In the table, asymptotic
standard error illustrates the error rate betweendall value and Approximately

T which is the t distribution with approximate sifigance.

Table 32: Kendall-tau tests for the Companies pentxl construction projects

abroad vs. importance level of management reviesgsraling to respondents

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.

Kendall's tau-b 0.207 0.090 2.253 0.024
Kendall's tau-c 0.218 0.097 2.253 0.024
# of valid cases 89

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtitihypothesis
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Kendall-tau-c coefficient is used since the cordgimgy table is rectangular.

Significance level of Kendall-tau-c coefficient 6024 and it is less than the

significance level of 0.05. Therefore, there is@ytoevidence to rejectgon the

0.05 significance level and a positive associalietween variables is identified.

Result of the analysis showed that respondents, wbiked for construction

companies doing business abroad, believe in theortapce of management

reviews more.

Below table shows other correlation analyses peréar between the variables

and expected associations between the variables.

Table 33: The variables and expected associations

No | Independent variable | Dependent Expected association
variable
1 Performing projects Thinking the The employees, who are working for

abroad

Company is under

the risk of fraud

companies performing projects abroad,
more likely to think that the Company is
under the risk of fraud due to diversified

structure of the Company

are

2 Annual revenue

Having code of

business conduct

The Companies which have higher
revenues are more likely to have code o

business conduct

f

3 Number of employees

Having code of

business conduct

The Companies which have higher
number of employees are more likely to

have code of business conduct

4 Number of employees

Getting external

audit services

The Companies which have higher
number of employees are more likely to

get external audit services
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Table 33: The variables and expected associatioostinued)

5 Annual revenue Having an interngl The Companies which have higher
audit function revenues are more likely to have interna
audit function
6 Number of employees| Having a list of | The Companies which have higher
qualified/selected | number of employees are more likely to
vendors have a list of qualified/selected vendors
7 Annual revenue Having a list of | The Companies which have higher
qualified/selected | revenues are more likely to have a list ot
vendors qualified/selected vendors
8 Annual revenue Having The Companies which have higher
requirement to revenues are more likely to have
obtain bids from requirement to obtain bids from multiple
multiple vendors | vendors
9 Number of employees| Having segregated he Companies which have higher
purchase order and number of employees are more likely to
vendor selection | have segregated purchase order and
functions vendor selection functions
10 | Number of employees| Verifying The Companies which have higher
education and number of employees are more likely to
certificate verify education and certificate
information of job | information of job applicants
applicants
11 | Internal Fraud Thinking the The employees, who witness fraud
Occurred Company is under | incidents, are more likely to think that thg
the risk of fraud Company is under the risk of fraud
12 | Annual revenue Internal Fraud The Companies which have higher
Occurred revenues are more likely to experience
internal fraud
13 | Number of expertise | Internal Fraud The Companies which have higher
areas Occurred number of expertise areas more likely to
experience internal fraud
14 | Performing projects Internal Fraud The Companies which perform projects

abroad

Occurred

abroad are more likely to experience

internal fraud

D
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Table 33: The variables and expected associatioostinued)

it

ly

1

D

(0]

15 | Having an internal Internal Fraud The Companies which have internal aud
audit function Occurred function are less likely to experience

internal fraud

16 | Checking the Internal Fraud The Companies which check the
references of job Occurred references of job applicants are less like
applicants to experience internal fraud

17 | Permitting/encouraging Internal Fraud The Companies which permit/encourage
facilitation payments | Occurred facilitation payments are more likely to

experience internal fraud

18 | Thinking “organizing | Internal Fraud The Companies which have employees
entertainments for Occurred thinking “organizing entertainments for
employers is employers are acceptable for the survivd
acceptable for the of the Company” are more likely to
survival of the experience internal fraud
Company”

19 | Thinking “giving Internal Fraud The Companies which have employees
presents to employers| Occurred thinking “giving presents to employers a
is acceptable for the acceptable for the survival of the
survival of the Company” are more likely to experience
Company” internal fraud

20 | Thinking “bribing Internal Fraud The Companies which have employees
employers is Occurred thinking “bribing employers is acceptable
acceptable for the for the survival of the Company” are mof
survival of the likely to experience internal fraud
Company”

21 | Permitting/encouraging Internal Fraud, The Companies which permit/encourage
facilitation payments | “misuse of facilitation payments are more likely to

inventory” experience misuse of inventory
occurred

22 | Permitting/encouraging Internal Fraud, The Companies which permit/encourage

facilitation payments

“cash theft”

occurred

facilitation payments are more likely to

experience cash theft
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Correlation Analysis 1

Ho: There is no significant association between wakfor a construction
company that performed construction projects aberatibelieving it is under the

risk of internal fraud.

Table 34: Contingency table of performing projemitsoad and thinking that the
Company is under fraud risk

Do you think that your Total
company under the risk of
internal fraud?

Yes (1) No (2)
Does your company Yes | OV 29 29 -
performed construction (1) EV 24.8 33.2
projects abroad in the last No oV 9 22
three years? 2 EV 13.2 17.8 3
Total 38 61 89

Table 35: Chi Square tests for correlation betwperforming projects abroad

and thinking that the Company is under fraud risk

Asymp. Sig. | Exact Sig. | Exact Sig.

Value | DF (2-sided) (2-sided) | (1-sided)
Pearson Chi-Square 3.630 1 0.057
Continuity Correctioh 2824 | 1 0.093
Likelihood Ratio 3.718 1 0.054
Fisher's Exact Test 0.073 0.045
Linear-by-Linear Association 3.589 1 0.058
# of valid cases 89

a. 0 cells (0.0%) have expected count less thaihé&minimum expected count is 13.24.

b. Computed only for a 2x2 table
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Significance Level (observed) = 0.073 (Fisher’'satxast) (Table 35)

Significance Level (chosen) = 0.05

Significance level of Fisher’'s exact test is 0.@vi3ich is more than the chosen
level of 0.05, however it is less than 0.1. Therefdhere is enough evidence to
reject Hon the 0.1 significance level. As a result, theran association between
working for a company which have construction petgeabroad and the thinking

that the Company is under the risk of internal drau
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 36: Kendall-tau tests for association betwperforming projects abroad

and thinking that the Company is under fraud risk

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.
Kendall's tau-b 0.202 0.101 1.985 0.047
Kendall's tau-c 0.190 0.096 1.985 0.047
# of valid cases 89

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedcsitthe contingency table is 2X2
square. Kendall-tau-b coefficient is 0.202 and sigmificance level of Kendall-
tau-b coefficient is 0.047 which is less than thgnificance level of 0.05.
Therefore, on the 0.05 significance level thera igositive association between

the variables.

Result 1:
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Respondents working for construction companies wiperform projects abroad

think that their company is under the risk of fraud

Correlation Analysis 2

Ho: There is no significant association between anraxanue of a company and

having code of business conduct.

Table 37: Contingency table of the annual reveniub® Company and having

code of business conduct

Does your company have Total
code of business conduct?
Yes (1) No (2)
What is the annual | <15 M ov 7 25 -
revenue of the (1) EV 12.8 19.2
company? 15M — 100M | OV 6 10 16
2 EV 6.4 9.6
> 100M ov 21 16
(3) EV 14.8 22.2 3
Total 34 51 85

Table 38: Chi Square tests for correlation betwdenannual revenue of the

Company and having code of business conduct

Value | DF | Asymp. Sig. (2-sided
Pearson Chi-Square 8.751 2 0.013
Likelihood Ratio 9.006 2 0.011
Linear-by-Linear Association 8.630 0.003
# of valid cases 85

a. 0 cells (,0%) have expected count less thamé&.mMinimum expected count

is 6.40.
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Significance Level (observed) = 0.013 (Pearson&thiare) (Table 38)

Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tesD.&l3 which is less than the
chosen level of 0.05. Therefore, there is enougtieence to reject klon the 0.05
significance level. It means that there is an astion between annual revenue of

the Company and having code of business conducbiostruction companies.
In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of K#é+tda tests.

Table 39: Kendall-tau tests for the annual reveotithe Company and having

code of business conduct

Value | Asymp. Std. Error® | Approx. T° | Approx. Sig.
Kendall's tau-b -0.305 0.095 -3.177 0.001
Kendall's tau-c -0.336 0.106 -3.177 0.001
# of valid cases 85

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.336dathe significance level of

Kendall-tau-c coefficient is 0.001 which is lesariithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.

Result 2:
The higher the company revenue, the more likethas the company has code of

business conduct.
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Correlation Analysis 3

Ho: There is no significant association between thmlmer of employees of a

company and having a code of business conduct.

Table 40: Contingency table of the number of eng#eyand having code of

business conduct

Does your company Total
have code of business
conduct?
Yes (1) No (2)
What Is The Number of | 1 - 25 ov 4 23
Employees Working At | (1) EV 10.8 16.2 27
The Central Office of 26 -50 | OV 5 8
Your Company? (2) EV 5.2 7.8 e
>51 ov 25 20
(3) EV 18.0 27.0 o
Total 34 51 85

Table 41: Chi Square tests for correlation betwdennumber of employees and

having code of business conduct

Value | DF | Asymp. Sig. (2-sided
Pearson Chi-Square 11.686 2 0.003
Likelihood Ratio 12.610 2 0.002
Linear-by-Linear Association 11.50( 0.001
# of valid cases 85

a. 0 cells (,0%) have expected count less tham&.minimum expected

count is 5.20.
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Significance Level (observed) = 0.003 (Pearson&zhiare) (Table 41)
Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tesD.B03 which is less than the
chosen level of 0.05. Therefore, there is enougtieence to reject klon the 0.05

significance level. It means that there is an dasson between the number of
employees working at the central office and hawnde of business conduct for

construction companies.
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 42: Kendall-tau tests for the number of erypds and having code of

business conduct

Value | Asymp. Std. Erro”® | Approx. T® | Approx. Sig.
Kendall's tau-b -0.351 0.090 -3.825 0.000
Kendall's tau-c -0.375 0.098 -3.825 0.000
# of valid cases 85

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.375dathe significance level of

Kendall-tau-c coefficient is 0.000 which is lesarnithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.
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Result 3:
The higher the number of employees is working atre¢ offices, the more likely

it is that a company has code of business conduct.

Correlation Analysis 4

Ho: There is no significant association between nurobemployees working at

central offices of a company and getting externitaservices.

Table 43: Contingency table of the number of engdeyand getting external

audit services

Does your company get|  Total
external audit services?
Yes (1) No (2)
What is the number of | 1-25 ov 3 24 07
employees working at (1) EV 9.5 17.5
the central office of 26-50 | OV 4 9
your company? () EV 4.6 8.4 e
>51 ov 23 22
(3) EV 15.9 29.1 4
Total 30 55 85
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Table 44: Chi Square tests for correlation betwdennumber of employees and
getting external audit services

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 11.960 2 0.003
Likelihood Ratio 13.126 2 0.001
Linear-by-Linear Association 11.819 1 0.001
# of valid cases 85

a. 1 cell (16.7%) has expected count less thamé& niinimum expected count is 4.59

Significance Level (observed) = 0.003 (Pearson&juare) (Table 44)
Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tesD.B03 which is less than the
chosen level of 0.05. Therefore, there is enougtieexe to reject FHon the 0.05

significance level. It means that there is an dasson between the number of
employees working at the central office and geteéx¢ernal audit service for a

company.
In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of K#é+tda tests.

Table 45: Kendall-tau tests for the number of erygés and getting external

audit services

Value | Asymp. Std. Erro” | Approx. T® | Approx. Sig.
Kendall's tau-b -0.358 0.087 -3.976 0.000
Kendall's tau-c -0.373 0.094 -3.976 0.000
# of valid cases 85

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiichypothesis
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In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.373dathe significance level of

Kendall-tau-c coefficient is 0.000 which is lesariithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.
Result 4:
The higher the number of employees, the more likely for a company to get

internal audit services.

Correlation Analysis 5

Ho: There is no significant association between thruahrevenue of a company

and having an internal audit function.

Table 46: Contingency table of the annual revenub® Company and having

internal audit function

Does your company Total
have internal audit
services?
Yes (1) No (2)
What is the annual | <15 M ov 17 15 -
revenue of the (1) EV 22.2 9.8
company? 15M — 100M | OV 11 5 T
2) EV 11.1 4.9
> 100M ov 31 6
(3) EV 25.7 11.3 3
Total 59 26 85
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Table 47: Chi Square tests for correlation betwdenannual revenue of the

Company and having internal audit function

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 7.601 2 0.022
Likelihood Ratio 7.770 2 0.021
Linear-by-Linear Association 7.511 ] 0.006
# of valid cases 85

a. 1 cell (16.7%) has expected count less thaimé riiinimum expected count is 4.89.

Significance Level (observed) = 0.022 (Pearson&juare) (Table 47)
Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tesD.@22 which is less than the
chosen level of 0.05. Therefore, there is enougtieexe to reject FHon the 0.05
significance level. It means that there is an astion between the annual

revenue of a company and having internal audittfanc
In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of K#é+ida tests.

Table 48: Kendall-tau tests for the annual reventithe Company and having

internal audit function

Value | Asymp. Std. Error® | Approx. T® | Approx. Sig.

Kendall's tau-b -0.284 0.096 -2.878 0.004
Kendall's tau-c -0.295 0.102 -2.878 0.004
# of valid cases 85

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis
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In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.295dathe significance level of

Kendall-tau-c coefficient is 0.004 which is lesariithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.
Result 5:
The higher the company revenue, the more likelisifor a company to get

external audit services.

Correlation Analysis 6

Ho: There is no significant association between thelmer of employees of a

company and having a list of qualified/selecteddaes.

Table 49: Contingency table of the number of eng#seyand having list of
qualified/selected vendors

Does your company have listf Total
of qualified/selected
vendors?
Yes (1) No (2)
What is the number of 1-25 | OV 15 11 o6
employees working at (2) EV 20.3 5.7
the central office of your | 26 — 50 | OV 11 1
company? %) EV 9.4 2.6 12
>51 ov 38 6
(3) EV 34.3 9.7 4
Total 64 18 82
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Table 50: Chi Square tests for correlation betwdennumber of employees and
having list of qualified/selected vendors

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 9.363 2 0.009
Likelihood Ratio 8.951 2 0.011
Linear-by-Linear Association  6.994 ] 0.008
# of valid cases 82

a. 1 cell (16.7%) has expected count less tham& riinimum expected count is
2.63.

Significance Level (observed) = 0.009 (Pearson&juare) (Table 50)

Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tes.B09 which is less than the
chosen level of 0.05. Therefore, there is enougtieexe to reject FHon the 0.05

significance level. It means that there is an dssion between the number of
employees working at the central office of the Camp and having list of a
qualified/selected vendors.

In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.
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Table 51: Kendall-tau tests for the number of erppés and having list of
qualified/selected vendors

Value | Asymp. Std. Erro” | Approx. T® | Approx. Sig.
Kendall's tau-b -0.269 0.108 -2.366 0.018
Kendall's tau-c -0.247 0.102 -2.366 0.018
# of valid cases 82

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.242dathe significance level of

Kendall-tau-c coefficient is 0.004 which is lesarnithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.
Result 6:
The higher the number of employees works at théraeaffice of the company,

the more likely it will be for the company to haaeualified/selected vendor list.

Correlation Analysis 7

Ho: There is no significant association between theauah revenue of the

company and having list of qualified/selected vasdo
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Table 52: Contingency table of the annual revenub® Company and having
list of qualified/selected vendors

Does your company have| Total
list of qualified/selected
vendors?
Yes (1) No (2)
What is the <15M ov 21 10 31
annual revenue of | (1) EV 24.2 6.8
the Company? 15M — 100M | OV 11 5
2) EV 12.5 35 16
> 100M ov 32 3
(3) EV 27.3 7.7 3
Total 64 18 82

Table 53: Chi Square tests for correlation betwdenannual revenue of the

Company and having list of qualified/selected veado

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 6.387 2 0.041
Likelihood Ratio 6.976 2 0.031
Linear-by-Linear Association 5.438 ] 0.020
# of valid cases 82

a. 1 cell (16.7%) has expected count less thamé&.ninimum expected count is 3.51.

Significance Level (observed) = 0.041 (Pearson&thiare) (Table 53)

Significance Level (chosen) = 0.05
Significance level of Pearson’s Chi-square tesd.B41 which is less than the

chosen level of 0.05. Therefore, there is enougtieence to reject Klon the 0.05

significance level. It means that there is an asson between the annual
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revenue of the Companies and having list of qualielected vendors.
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 54: Kendall-tau tests for the annual reventithe Company and having list

of qualified/selected vendors

Value | Asymp. Std. Erro”® | Approx. T® | Approx. Sig.
Kendall's tau-b -0.248 0.093 -2.518 0.012
Kendall's tau-c -0.231 0.092 -2.518 0.012
# of valid cases 82

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.231dathe significance level of

Kendall-tau-c coefficient is 0.012 which is lesarithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.
Result 7:
The higher the company revenue, the more likelyiit be for the company to

have qualified/selected vendor lists.

Correlation Analysis 8

Ho: There is no significant association between theuahrevenue of a company

and having requirements to obtain bids from mudtypggndors.
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Table 55: Contingency table of the annual revenub® Company and having

requirements to obtain bids from multiple vendors

Does your company have Total
requirements to obtain bids from
multiple vendors?
Yes (1) No (2)
What is the <15M ov 20 10 30
annual revenue | (1) EV 243 5.7
of the Company? | 15M — 100M | OV 15 3 18
2) EV 14.6 34
> 100M ov 33 3
(3) EV 29.1 6.9 %
Total 68 16 84

Table 56: Chi Square tests for correlation betwdenannual revenue of the

Company and having requirements to obtain bids fmouftiple vendors

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 6.717 2 0.035
Likelihood Ratio 6.738 2 0.034
Linear-by-Linear Association 6.480 1 0.011
# of valid cases 84

a. 1 cell (16.7%) has expected count less thamé&.nfinimum expected count is 3.43.

Significance Level (observed) = 0.035 (Pearson&thiare) (Table 56)

Significance Level (chosen) = 0.05
Significance level of Pearson’s Chi-square tesd.335 which is less than the

chosen level of 0.05. Therefore, there is enougtieence to reject klon the 0.05

significance level. It means that there is an asson between the annual
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revenue of the Companies and having list of qualielected vendors.
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 57: Kendall-tau tests for the annual reventithe Company and having

requirements to obtain bids from multiple vendors

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.
Kendall's tau-b -0.264 0.095 -2.563 0.010
Kendall's tau-c -0.235 0.092 -2.563 0.010
# of valid cases 84

a. Not assuming the null hypothesis
b. Using the asymptotic standard error @&sg the null hypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.235dathe significance level of

Kendall-tau-c coefficient is 0.012 which is lesarithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

the variables.
Result 8
The higher the company revenue, the more likelyiit be for the company to

have requirements to obtain bids from multiple \@sd

Correlation Analysis 9

Ho: There is no significant association between thelmer of employees of a

company and having segregated purchase order awldselection functions.
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Table 58: Contingency table of the annual revenub® Company and having

segregated purchase order and vendor selectiorntifume

Does company have Total
segregated purchase
order and vendor
selection functions?
Yes (1) No (2)
What is the number of | 1-25 ov 14 13 07
employees working at (1) EV 17.8 9.2
the central office of 26-50 | OV 6 7
your company? 2) EV 8.6 4.4 13
>51 ov 36 9
(3) EV 29.6 15.4 4
Total ov 56 29 85

Table 59: Chi Square tests for correlation betwdenannual revenue of the

Company and having segregated purchase order andoreselection functions

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 8.606 2 0.014
Likelihood Ratio 8.734 2 0.013
Linear-by-Linear Association 6.631 1 0.010
# of valid cases 85

a. 1 cell (16.7%) has expected count less thamé&.ninimum expected count is 4.44.

Significance Level (observed) = 0.014 (Pearson&thiare) (Table 59)

Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tesd.314 which is less than the
chosen level of 0.05. Therefore, there is enougtieence to reject Klon the 0.05
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significance level. It means that there is an dasson between the number of
employees working for the company and segregatibpurchase order and

vendor selection functions.
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 60: Kendall-tau tests for the annual reveotithe Company and having

segregated purchase order and vendor selectiorntifume

Value | Asymp. Std. Erro® | Approx. T° | Approx. Sig.
Kendall's tau-b -0.278 0.099 -2.769 0.006
Kendall's tau-c -0.288 0.104 -2.769 0.006
# of valid cases 85

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.288dathe significance level of

Kendall-tau-c coefficient is 0.006 which is lesarnithe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.
Result 9:
The higher the number of employees, the more likelyll be for the company to

segregate purchase order and vendor selectionduasct

Correlation Analysis 10

Ho: There is no significant association between thaler of employees working

105



for a company and, verification of education andifteate information of job

applicants

Table 61: Contingency table of the number of engdeyand verification of
education and certificate information of job applits

Does your company Total
verify education and
certificate information
of job applicants?
Yes (1) No (2)
What is the number of | 1-25 ov 5 21 o6
employees working at Q) EV 7.0 19.0
the central office of 26-50 | OV 1 13
your company? 2 EV 3.8 10.2 H
>51 ov 16 26
(3) EV 11.3 30.7 42
Total ov 22 60 82

Table 62: Chi Square tests for correlation betwdennumber of employees and

verification of education and certificate informati of job applicants

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 6.244 2 0.044
Likelihood Ratio 6.893 2 0.032
Linear-by-Linear Association  3.489 ] 0.062
# of valid cases 82

a. 1 cell (16.7%) has expected count less tham&.rminimum expected count is 3.51.

Significance Level (observed) = 0.044 (Pearson$zhiare) (Table 62)
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Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square tesD.34 which is less than the
chosen level of 0.05. Therefore, there is enougtieexe to reject FHon the 0.05
significance level. It means that there is an dasson between the number of
employees working for the company and verificatioh education/certificate

information of job applicants.
In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of K#é+tda tests.

Table 63: Kendall-tau tests for the number of erygés and verification of

education and certificate information of job appints

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.
Kendall's tau-b -0.209 0.101 -2.022 0.043
Kendall's tau-c -0.205 0.101 -2.022 0.043
# of valid cases 82

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-c coefficient is usedcsirthe contingency table is
rectangular. Kendall-tau-c coefficient is -0.205dathe significance level of

Kendall-tau-c coefficient is 0.043 which is lesarilthe significance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

variables.

Result 10:
The higher the number of employees, the more likelyll be for the company to
verify education/certificate information of job dmants.
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Correlation Analysis 11:

Ho: There is no significant association between expeing a fraud case and

believing that the company is under the risk otifta

Table 64: Contingency table of experiencing a fraade and thinking that the

Company is under fraud risk

Do you think that your Total

company is under the

risk of internal fraud?

Yes (1) No (2)

Has your company Yes | OV 31 12 43
experienced a fraud (1) EV 20.8 22.2
case in the last three No ov 1 22
years? (2 EV 11.2 11.8 23
Total 32 34 66

Table 65: Chi Square tests for correlation betwegrperiencing a fraud case and

thinking that the Company is under fraud risk

Asymp. Sig. Exact Sig. Exact Sig.
Value | DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 27.834 1 0.000
Continuity Correctioh 24888 | 1 0.000
Likelihood Ratio 32.290 1 0.000
Fisher's Exact Test 0.000 0.000
Linear-by-Linear
Association 27.117 1 0.000
# of valid cases 66

a. 0 cells (,0%) have expected count less tham&.minimum expected count is 11.15.

b. Computed only for a 2x2 table
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Significance Level (observed) = 0.000 (Fisher'scexest) (Table 65)

Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.0800ich is less than the chosen
level of 0.05. Therefore, there is enough evidetweeject H on the 0.05
significance level. It means that there is an assion between experiencing a

fraud case and believing that the company is utigerisk of fraud.
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 66: Kendall-tau tests for experiencing a ftaase and thinking that the

Company is under fraud risk

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.
Kendall's tau-b 0.646 0.080 7.025 0.000
Kendall's tau-c 0.615 0.088 7.025 0.000
# of valid cases 66

a. Not assuming the null hypothesis
b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedsithe contingency table is square
shaped. Kendall-tau-b coefficient is 0.646 and digmificance level of Kendall-
tau-b coefficient is 0.000 which is less than thgni§icance level of 0.05.
Therefore, on the 0.05 significance level, theresti®ng positive association

between the variables.

Result 11:
The respondents who experienced fraud case are likehg to believe that the

company is under the risk of fraud.
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Correlation Analysis 12:

Ho: There is no significant association between a @z revenue and the

likelihood of a company to be victimized by any diof fraud.

Table 67: Contingency table of the annual revernud® Company and being

victim of internal fraud

Has your company Total
been the victim of any
sort of internal fraud in
the last three years?
Yes (1) No (2)
What is the <15M ov 15 12 07
annual revenue | (1) EV 17.6 9.4
of the Company? | 15M — 100M | OV 10 3 13
2) EV 8.5 45
> 100M ov 18 8
(3) EV 16.9 9.1 26
Total 43 23 66

Table 68: Chi Square tests for correlation betwdenannual revenue of the

Company and being victim of internal fraud

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 2.679 2 0.354
Likelihood Ratio 2.101 2 0.350
Linear-by-Linear Associatio 1.092 1 0.296
# of valid cases 66

a. 1 cell (16.7%) has expected count less tham& nfinimum expected count is 4.53
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Significance Level (observed) = 0.354 (Pearson &juare) (Table 68)
Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square te€1.854 which is greater than the

chosen level of 0.05.
Result 12:
There is not enough evidence to rejeet hypothesis on the 0.05 significance

level.

Correlation Analysis 13

Ho: There is no significant association between thahlwer of expertise areas of a

company and its likelihood of being a victim of aagd of fraud.

Table 69: Contingency table of the number of expedreas and being victim of

internal fraud

Has your company Total
been victim of any sort
of internal fraud in the
last three years?
Yes (1) No (2)
In how many different ov 18 14
_ 1(2) 32
expertise areas does EV 20.8 11.2
your company perform oV 14 8
. 2(2) 22
projects? EV 14.3 7.7
oV 11 1
>2 (3) 12
EV 7.8 4.2
Total ov 43 23 66
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Table 70: Chi Square tests for correlation betwdennumber of expertise areas
and being victim of internal fraud

Value | DF | Asymp. Sig. (2-sided)
Pearson Chi-Square 4.85% 2 0.088
Likelihood Ratio 5.753 2 0.056
Linear-by-Linear Association 4.158 1 0.041
# of valid cases 66

a. 1 cell (16.7%) has expected count less tham&.rinimum expected count is 4.18.

Significance Level (observed) = 0.088 (Pearson &juare) (Table 70)

Significance Level (chosen) = 0.05

Significance level of Pearson’s Chi-square te€1.@88 which is greater than the

chosen level of 0.05.
Result 13:
There is not enough evidence to reject hypothesis on the 0.05 significance

level.

Correlation Analysis 14

Ho: There is no significant association between pariiog projects abroad and

the likelihood of a company being a victim of angdof fraud.
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Table 71: Contingency table of performing projesitsoad and being victim of

internal fraud

Has your company been| Total

the victim of any sort of

internal fraud in the last

three years?
Yes (1) No (2)

Has your company Yes | OV 31 12 43
performed projects (1) EV 28.0 15.0
abroad in the last three | No oV 12 11
years? (2) EV 15.0 8.0 23
Total 43 23 66

Table 72: Chi Square tests for correlation betwperforming projects abroad

and being victim of internal fraud

Asymp. Sig. | Exact Sig. | Exact Sig.
Value | DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 2.619 1 0.106
Continuity Correctioh | 1.815 [ 1 0.178
Likelihood Ratio 2.579 1 0.108
Fisher's Exact Test 0.174 0.090
Linear-by-Linear
T 2.579 1 0.108
# of valid cases 66

a. 0 cells (,0%) have expected count less thamé.rinimum expected count is 8.02.

b. Computed only for a 2x2 table

Significance Level (observed) = 0.174 (Fisher'scexast) (Table 72)

Significance Level (chosen) = 0.05
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Significance level of Fisher's exact test is 0.Whch is less than the chosen level
of 0.05.

Result 14:
There is not enough evidence to rejegthypothesis on the 0.05 significance

level.

Correlation Analysis 15

Ho: There is no significant association between hauitgrnal audit services and

the likelihood of the company being a victim of dagd of fraud.

Table 73: Contingency table of having internal dwdirvices in place and being

victim of internal fraud

Has your company been| Total
victim of any sort of
internal fraud in the last

three years?

Yes No
Does your company Yes | OV 25 19 44
have internal audit EV 28.4 15.6 44.0
services? No oV 17 4 21
EV 13.6 7.4 21.0
Total 42 23 65
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Table 74: Chi Square tests for correlation betwhawing internal audit services

in place and being a victim of internal fraud

Asymp. Sig. | Exact Sig. | Exact Sig.
Value DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 3.621 0.057
Continuity Correctioh | 2.643 1 0.104
Likelihood Ratio 3.847 1 0.050
Fisher's Exact Test 0.095 0.050
Linear-by-Linear
Association 3.566 1 0.059
# of valid cases 65

a. 0 cells (,0%) have expected count less thamé&.minimum expected count is 7.43.

b. Computed only for a 2x2 table

Significance Level (observed) = 0.095 (Fisher'scexest) (Table 74)
Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.WMch is less than the chosen level
of 0.05.

Result 15:
There is not enough evidence to rejegthypothesis on the 0.05 significance

level.

Correlation Analysis 16

Ho: There is no significant association between cheghkhe references of job
applicants and the likelihood of the company beingctim of any kind of fraud.
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Table 75: Contingency table of checking the refeesrof job applicants and

being victim of internal fraud

Has your company been| Total
victim of any sort of
internal fraud in the last
three years?
Yes (1) No (2)
Does your company Yes | OV 19 17 36
check the references of | (1) EV 23.4 12.6
job applicants? No oV 22 5
2 |EV 17.6 9.4 27
Total 41 22 63

Table 76: Chi Square tests for correlation betwekeacking the references of job

applicants and being victim of internal fraud

Asymp. Sig. | Exact Sig. | Exact Sig.
Value | DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 5.593 1 0.018
Continuity Correctioh | 4.402| 1 0.036
Likelihood Ratio 5.846 1 0.016
Fisher's Exact Test ,032 ,017
Linear-by-Linear 5.505 1 ,019
Association
# of valid cases 63

a. 0 cells (,0%) have expected count less thamé.riinimum expected count is 9.43.

b. Computed only for a 2x2 table

Significance Level (observed) = 0.032 (Fisher'scexast) (Table 76)
Significance Level (chosen) = 0.05
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Significance level of Fisher's exact test is 0.08Rich is less than the chosen
level of 0.05. Therefore, there is enough evidetweaeject H on the 0.05
significance level. It means that there is an astioo between checking the
references of job applicants and likelihood of @@mpany being a victim of any
kind of fraud.

In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of Ké+ida tests.

Table 77: Kendall-tau tests for checking the refiees of job applicants and

being victim of internal fraud

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.

Kendall's tau-b -0.298 0.114 -2.555 0.011
Kendall's tau-c -0.281 0.110 -2.555 0.011
# of valid cases 63

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedtsithe contingency table is square
shaped. Kendall-tau-b coefficient is -0.298 and gigmificance level of Kendall-
tau-b coefficient is 0.011 which is less than thgni§icance level of 0.05.
Therefore, on the 0.05 significance level, thera isegative association between

the variables.
Result 16:

The Companies that check the references of jobicgpt are less likely to

experience fraud.
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Correlation Analysis 17

Ho: There is no significant association between pémmgiencouraging

facilitation payments and the likelihood of a compdeing a victim of any kind

of fraud.

Table 78: Contingency table of permitting/encouragiacilitation payments and

being victim of internal fraud

Has your company been| Total
victim of any sort of
internal fraud in the last

three years?

Yes (1) No (2)
Does your company Yes | OV 25 7 30
permit/encourage (1) EV 20.7 11.3
facilitation payments? No oV 8 11
(2) EV 12.3 6.7 19
Total 33 18 51

Table 79: Chi Square tests for correlation betwpermitting/encouraging

facilitation payments and being victim of interaud

Asymp. Sig. | Exact Sig. | Exact Sig.

Value | DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 6.773 1 0.009
Continuity Correctioh 5287 1 0.021
Likelihood Ratio 6.739 1 0.009
Fisher's Exact Test 0.015 0.0111
Linear-by-Linear Association 6.640 1 0.010
# of valid cases 51

a. 0 cells (,0%) have expected count less thamé&.minimum expected count is 6.71.

b. Computed only for a 2x2 table
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Significance Level (observed) = 0.015 (Fisher'scexest) (Table 79)
Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.04Bich is less than the chosen
level of 0.05. Therefore, there is enough evidetweeject H on the 0.05
significance level. It means that there is an assion between
permitting/encouraging facilitation payments and likelihood of the company to

being a victim of any kind of fraud.
In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of Ké+ida tests.

Table 80: Kendall-tau tests for permitting/encouragfacilitation payments and

being victim of internal fraud

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.

Kendall's tau-b 0.364 0.135 2.622 0.009
Kendall's tau-c 0.337 0.128 2.622 0.009
# of valid cases 51

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedsithe contingency table is square
shaped. Kendall-tau-b coefficient is 0.364 and digmificance level of Kendall-
tau-b coefficient is 0.009 which is less than thgnificance level of 0.05.
Therefore, on the 0.05 significance level, thera igositive association between

the variables.

Result 17:
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The companies which permit/encourage facilitatiayrpents are more likely to
experience fraud.

Correlation Analysis 18

Ho: There is no significant association between cagid “organizing
entertainment events for the employers” is accéptétxr the survival of the

company and the likelihood of the company beingcina of any kind of fraud.

Table 81: Contingency table of organizing entemaémts for employers for the

survival of your company and being victim of intdrfraud

Has your company been victim | Total
of any sort of internal fraud in
the last three years?
Yes (1) No (2)

Is organizing Yes | OV 17 4 01
entertainments for (1) EV 13.8 7.2
employers acceptable | No oV 25 18

for the survival of your | (2) EV 28.2 14.8 43
company?

Total 42 22 64

120



Table 82: Chi Square tests for correlation organgzentertainments for
employers for the survival of your company and @eictim of internal fraud

Asymp. Sig. | Exact Sig. | Exact Sig.
Value | DF (2-sided) (2-sided) | (1-sided)
Pearson Chi-Square 3.755 1 0.071
Continuity Correctioh 2322 1 0.128
Likelihood Ratio 3.45] 1 0.063
Fisher's Exact Test 0.095 0.0p1
Linear-by-Linear 3.204 1 0.073
Association
# of valid cases 64

a. 0 cells (,0%) have expected count less thamé&.minimum expected count is 7.22.
b. Computed only for a 2x2 table

Significance Level (observed) = 0.095 (Fisher'scexest) (Table 82)
Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.@8#ch is less than the chosen level
of 0.05.

Result 18:
There is not enough evidence to rejegthypothesis on the 0.05 significance

level.

Correlation Analysis 19

Ho: There is no significant association between casid “giving presents to
the employers” is acceptable for the survival aompany and the likelihood of

being a victim of any kind of fraud.
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Table 83: Contingency table of bribe employerstfa survival of the Company

and being victim of internal fraud

Has your company been| Total
victim of any sort of
internal fraud in the last
three years?
Yes (1) No (2)
Is giving presents to Yes | OV 18 2 20
employers acceptable | (1) EV 131 6.9
for the survival of your | No oV 24 20
company? 2 EV 28.9 15.1 44
Total 42 22 64

Table 84: Chi Square tests for correlation betwgeing presents to employers

for the survival of the Company and being victinméérnal fraud

Asymp. Sig. | Exact Sig. | Exact Sig.
Value | DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 7.662 1 0.006
Continuity Correctioh 6.171| 1 0.013
Likelihood Ratio 8.731 1 0.0038
Fisher's Exact Test 0.009 0.0p5
Linear-by-Linear 7.542 1 0.004
Association
# of valid cases 64

a. 0 cells (,0%) have expected count less thamé.riinimum expected count is 7.22.

b. Computed only for a 2x2 table

Significance Level (observed) = 0.009 (Fisher'scexast) (Table 84)
Significance Level (chosen) = 0.05
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Significance level of Fisher's exact test is 0.04bich is less than the chosen
level of 0.05. Therefore, there is enough evidetweaeject H on the 0.05

significance level. It means that there is an assioo between giving presents to
the employers in order to maintain the existenca obmpany acceptable and the

likelihood of the Company being a victim of any &iaf fraud.
In order to identify the degree of association lestw the variables, Kendall-tau

tests are applied. Below table shows the resulkeofiall-tau tests.

Table 85: Kendall-tau tests for giving presentemoployers for the survival of the

Company and being victim of internal fraud

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.
Kendall's tau-b 0.346 0.096 3.318 0.001
Kendall's tau-c 0.30% 0.092 3.318 0.001
# of valid cases 64

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedtsithe contingency table is square
shaped. Kendall-tau-b coefficient is 0.346 and digmificance level of Kendall-
tau-b coefficient is 0.001 which is less than thgnisicance level of 0.05.
Therefore, on the 0.05 significance level, thera igositive association between

the variables.

Result 19:
The companies which consider giving presents to dhmployers in order to
maintain the existence of a company is acceptaielermre likely to experience

fraud.
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Correlation Analysis 20

Ho: There is no significant association between casid “bribing employers is

acceptable for the survival of a company” is acaklg and the likelihood of a

company being a victim of any kind of fraud.

Table 86: Contingency table of bribing employernstfe survival of the Company

and being victim of internal fraud

Has your company been| Total
victim of any sort of
internal fraud in the last
three years?
Yes No
Is bribing employers Yes | OV 14 3 17
acceptable for the EV 11.2 5.8
survival of your No oV 28 19 47
company? EV 30.8 16.2
Total 42 22 64

Table 87: Chi Square tests for correlation bribgployers for the survival of

the Company and being victim of internal fraud

Exact
Asymp. Sig. | Exact Sig. | Sig. (1-
Value | DF (2-sided) (2-sided) sided)

Pearson Chi-Square 2.871 1 0.090
Continuity Correctioh 1.950| 1 0.163
Likelihood Ratio 3.101 0.078
Fisher's Exact Test 0.137 0.0
Linear-by-Linear Association  2.827 0.093
# of valid cases 64

a. 0 cells (,0%) have expected count less thamé&.minimum expected count is 5.84.

b. Computed only for a 2x2 table
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Significance Level (observed) = 0.137 (Fisher'scexast) (Table 87)

Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.98¥ch is greater than the chosen
level of 0.05.

Result 20:
There is not enough evidence to rejegthypothesis on the 0.05 significance

level.

Correlation Analysis 21

Ho: There
facilitation payments and likelihood of being atint of “misuse of inventory”

is no significant association between pemgitencouraging

fraud for a company.

Table 88: Contingency table of permitting/encouragiacilitation payments and
being victim of “Misuse of an Inventory”

Did “misuse of an Total
inventory” happen in your
company?
Yes (1) No (2)

Does your company Yes | OV 11 17 ’8
permit/encourage (1) EV 7.7 20.3
facilitation payments? No ov 2 17

2 |EV 5.3 13.7 19
Total 13 34 47
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Table 89: Chi Square tests for correlation permifiencouraging facilitation
payments and being victim of “Misuse of an Inveyitor

Asymp. Sig. | Exact Sig. | Exact Sig.

Value | DF (2-sided) (2-sided) | (1-sided)
Pearson Chi-Square 4679 1 0.031
Continuity Correctioh 3352 1 0.067
Likelihood Ratio 5.125 1 0.024
Fisher's Exact Test 0.046 0.080
Linear-by-Linear Association 4.579 1 0.032
# of valid cases 47

a. 0 cells (,0%) have expected count less tham&.minimum expected count is 5.26.
b. Computed only for a 2x2 table

Significance Level (observed) = 0.046 (Fisher'scexast) (Table 89)
Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.04Bich is less than the chosen
level of 0.05. Therefore, there is enough evidetweeject H on the 0.05

significance level. It means that there is an assoc between

permitting/encouraging facilitation payments andpexiencing “misuse of

inventory” fraud.

In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of Kéida tests.
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Table 90: Kendall-tau tests for permitting/encouragfacilitation payments and

being victim of “Misuse of an Inventory”

Value | Asymp. Std. Erro® | Approx. T° | Approx. Sig.
Kendall's tau-b 0.316 0.121 2.45%3 0.014
Kendall's tau-c 0.277 0.113 2.45%3 0.014
# of valid cases 47

a. Not assuming the null hypothesis

b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedsithe contingency table is square
shaped. Kendall-tau-b coefficient is 0.316 and digmificance level of Kendall-
tau-b coefficient is 0.014 which is less than thgnificance level of 0.05.
Therefore, on the 0.05 significance level, thera igositive association between

the variables.
Result 21:
The companies which permit/encourage facilitatiayrpents are more likely to

experience “misuse of inventory” fraud.

Correlation Analysis 22

Ho: There is no significant association between pémmgiencouraging

facilitation payments and likelihood of being atinc of “cash theft” fraud.

127



Table 91: Contingency table of permitting/encouragiacilitation payments and

being victim of “Cash Theft”

Did “cash theft” happen | Total
in your company?
Yes (1) No (2)

Does your company Yes | OV 12 16 08
permit/encourage (1) EV 7.7 20.3
facilitation payments? No oV 1 18

(2) EV 5.3 13.7 19
Total 13 34 47

Table 92: Chi Square tests for correlation betwpemmitting/encouraging

facilitation payments and being victim of “Cash Tthe

Asymp. Sig. | Exact Sig. | Exact Sig.
Value | DF (2-sided) (2-sided) (1-sided)
Pearson Chi-Square 7.995 1 0.005
Continuity Correctioh 6.227| 1 0.013
Likelihood Ratio 9.355 0.002
Fisher's Exact Test 0.0097 0.0p4
Linear-by-Linear 7.825 1 0.005
Association
# of valid cases 47

a. 0 cells (,0%) have expected count less thamé&.minimum expected count is 5.26.

b. Computed only for a 2x2 table

Significance Level (observed) = 0.007 (Fisher'scexest) (Table 92)

Significance Level (chosen) = 0.05

Significance level of Fisher's exact test is 0.00ich is less than the chosen

level of 0.05. Therefore, there is enough evidetweeject H on the 0.05
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significance level. It means that there is an assion between
permitting/encouraging facilitation payments angenencing cash theft.

In order to identify the degree of association lestw variables, Kendall-tau tests

are applied. Below table shows the results of K#é+ida tests.

Table 93: Kendall-tau tests for permitting/encouragfacilitation payments and

being victim of “Cash Theft”

Value | Asymp. Std. Erro® | Approx. T® | Approx. Sig.

Kendall's tau-b 0.412 0.104 3.45%7 0.001
Kendall's tau-c 0.362 0.105 3.45%7 0.001
# of valid cases 47

a. Not assuming the null hypothesis
b. Using the asymptotic standard error assumingtiiehypothesis

In this case, Kendall-tau-b coefficient is usedcsirthe contingency table is
square. Kendall-tau-b coefficient is 0.412 and sigmificance level of Kendall-
tau-b coefficient is 0.001 which is less than thgniéicance level of 0.05.
Therefore, on the 0.05 significance level, thera igositive association between
the variables.

Result 22:
The companies which permit/encourage facilitatiagmpents are more likely to
experience cash theft.

5.4. Correlation Analysis Summary

Summary of the results of correlation analysisdagicted in the following table:

129



Table 94: Correlation analysis summary

Independent | Dependent | Result Kendall's | Kendall's
variable variable (on 5% significance level) | tau-b tau-c
Performing Thinking Respondents working for | N/A N/A
projects the construction companies
abroad company is | which perform projects
under the abroad do not think that thejr
risk of fraud | company is under the risk of
fraud.
Annual Having code| The higher the company N/A 0.336
revenue of business | revenue, the more likely is
conduct that the company has code
of business conduct
Number of Having code| The higher the number of | N/A 0.375
employees of business | employees is working at
conduct central offices, the more
likely it is that a company
has code of business conduct
Number of Getting The higher the number of | N/A 0.373
employees external employees, the more likely |t
audit is for the company to get
services internal audit services
Annual Having an | The higher the company N/A 0.295
revenue internal revenue, the more likely it ig
audit for the company to get
function external audit services
Number of Having a list| The higher the number of | N/A 0.242
employees of employees works at the
qualified/sel | central office of the
ected company, the more likely it
vendors will be for the company to

have a qualified/selected

vendor list
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Table 94: Correlation analysis summary (continued)

7 | Annual Having a list of The higher the company N/A 0.231
revenue qualified/selected | revenue, the more likely it will
vendors be for the company to have
qualified/selected vendor lists
8 | Annual Having The higher the company N/A 0.235
revenue requirement to revenue, the more likely it will
obtain bids from be for the company to have
multiple vendors | requirements to obtain bids
from multiple vendors
9 Number of Having segregated| The higher the number of N/A 0.288
employees purchase order and employees, the more likely it
vendor selection | will be for the company to
functions segregate purchase order and
vendor selection functions
10 | Number of Verifying The higher the number of N/A 0.205
employees education and employees, the more likely it
certificate will be for the company to
information of job | verify education/certificate
applicants information of job applicants
11 | Internal Fraud| Thinking the The respondents who 0.646 | N/A
Occurred company is under | experienced fraud case are mare
the risk of fraud likely to believe that the
company is under the risk of
fraud
12 | Annual Internal Fraud No relationship identified N/A N/A
revenue Occurred
13 | Number of Internal Fraud No relationship identified N/A N/A
expertise areas Occurred
14 | Performing Internal Fraud No relationship identified N/A N/A
projects Occurred
abroad
15 | Having an Internal Fraud No relationship identified N/A N/A

internal audit

function

Occurred
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Table 94: Correlation analysis summary (continued)

16 | Checking the referencednternal | The companies that check the | 0.298 | N/A
of job applicants Fraud references of job applicants are
Occurred | less likely to experience fraud
17 | Permitting/encouraging Internal | The companies which 0.364 | N/A
facilitation payments | Fraud permit/encourage facilitation
Occurred | payments are more likely to
experience fraud
18 | Thinking “organizing | Internal | No relationship identified N/A N/A
entertainments for Fraud
employers is acceptableOccurred
for the survival of the
company”
19 | Thinking “giving Internal | The companies which consider 0.346 | N/A
presents to employers |sFraud giving presents to the employers
acceptable for the Occurred | in order to maintain the
survival of the existence of a company is
company” acceptable are more likely to
experience fraud
20 | Thinking “bribing Internal | No relationship identified N/A N/A
employers is acceptableFraud
for the survival of the | Occurred
company”
21 | Permitting/encouraging Internal | The companies which 0.316 | N/A
facilitation payments | Fraud, permit/encourage facilitation
“misuse | payments are more likely to
of experience “misuse of
inventory | inventory” fraud
occurred
22 | Permitting/encouraging Internal | The companies which 0.412 | N/A
facilitation payments | Fraud, permit/encourage facilitation
“cash payments are more likely to
theft” experience cash theft
occurred
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CHAPTER 6

RECOMMENDATION TO CONSTRUCTION PROFESSIONALS

The survey revealed that there are some improveoppurtunities which should
be considered by construction professionals in rotdemitigate internal fraud
risks. Main improvement opportunities are explaibetbw:

Setting an Efficient Governance Structure

Setting an efficient governance structure is onéhefimportant steps to mitigate
fraud risks. However, according to survey resudsslthan 40% of the respondents
stated that the companies that they are working Have code of business
conducts and also less than 20% of them mentiohad they have internal
trainings about fraud awareness, ethical rulesedtid in place.

However, governance should be established by prayidritten workflows, job
descriptions, clear organizational structure, cahpnsive policies and

procedures to reduce the likelihood of internalifta

Implementing Effective Internal Controls and Periodc Fraud Risk

Assessments

Internal controls should be implemented to ensume effectiveness and

efficiencies of operations and their compliancenvaws and regulations.

Almost 60% of the respondents stated that the carapdhey are working for try
to obey segregation of duties principle during \@ndelection and purchase
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processes and also likelihood of obeying the ppilecincreases when the number
of employees and revenues increase. However, dtleoEompanies should try to
be in compliance with segregation of duties prilecipm vendor selection and

purchase processes regardless its size and nuindmptoyees.

Survey results showed that past employment vetifioais the most common
method applied by the companies before hiring eyg#e. However, education
verification and criminal conviction checks shouldso be established as
preventive measures to mitigate fraud risks. Moeepwsurvey results also
revealed that likelihood of applying employee baokmd checks directly related
with the size of the companies. However, backgrazhetks should be performed

by the companies regardless its size.
More than half of the respondents stated that fraskl assessment had never
performed fraud risk assessment. However, peribdiead risks should be

performed to identify fraud risks and put contrm@gprevent those risks.

Internal and External Audits

Implementation of an independent internal and ealesiudit program would help

identifying new vulnerabilities, and measure thieefveness of existing controls.

Training of Employees

Employees should be trained about policies and guhoies related to fraud,

internal controls, code of conduct and ethic pekci

134



Establishing a Whistleblower Hotline

Whistleblower hotlines provide a confidential wayreporting for employees and
they benefits had been proven. However, surveytseshowed that they are used

by only less than 10% of the companies.

To be informed anonymously about vendor and customlated violations of

policies and procedures, companies should estabhstleblower hotlines.
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CHAPTER 7

CONCLUSION

Construction companies face more challenges inirdgalith the problem of
internal fraud and corruption compared to the camgs operating in other
sectors due to the nature of construction workswéi@r, dealing with this

problem is now an easy process as it needs erteaand resources.

In order to understand fraud awareness level oki$hrconstruction contractors
companies, a survey was applied to them. In theesuthe questions are related
to three main areas. One of them is the proactieasmres of the construction
companies to prevent fraud, the other one is thmanton fraud types that the
construction companies experience and the last isnthe reactions of the
construction companies after experiencing intefrzald incidents.

Almost half of the respondents stated that the aomgs that they are working for
experience internal fraud cases. The most commoys wé internal fraud are
receiving fictitious invoices for goods or servicednflating invoices,

reimbursement of fictitious or inflated businesspexses by an employee,

kickbacks/bribes taken by employees and cash theft.

Around 40% of the survey respondents believe tiaicbmpanies which they are
working for are under internal fraud risk. Besidesrrelation analysis showed
that the ones who already experienced an interaadfincident or working for

the construction companies which are doing constmigrojects abroad are more

likely to believe that the company is under intérfmaud risk.
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More than half of the respondents believe the igmme of internal audit,
external audit and implementation of segregatiordaties principle to prevent
fraud. Despite the fact that reports published bgFE demonstrated the
importance of encouragement and protection of \bkiwers and whistle-
blowing hotlines to prevent fraud, most of the @sgents do not mention the

importance of such services.

According to the respondents, fictitious invoiceseaived for goods or services,
inflated invoices, kickbacks/bribes taken by emplyand bid rigging are the
most likely ways of internal fraud in constructibaosiness. Inventory theft, cash
theft, falsified working hours and ghost employee mentioned as the less likely

types of internal fraud.

Survey results show that more than half of the camgs did not perform fraud
risk assessment. Moreover, only internal audit sgduas a fraud prevention
method by more than half of the companies. Othevgmtive measures such as
legal counsel, internal trainings, periodical leghle diligence and whistle-
blowing hotlines are used by only a small portidrthee companies. Correlation
tests show that the companies having internal dudittions are less likely to

experience internal fraud incidents.

Noteworthy amount of companies, especially the omdsch have higher
revenues and number of employees, have developedtises for vendor
selection procedures. It is observed that the nastheuch as using different
parties for purchase order and invoice approvatainolmg bids from multiple
vendors, having a list of qualified/selected versdand using different parties for

purchase order and vendor selection are used byohtiee companies.
For employee selection procedures, it is obserliatithe construction companies

mostly focus on past employment verifications aredemnence verifications.

However, criminal conviction checks and educatiod aertificate verifications
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are not common procedures. As a result of surtag, noted that the companies
checking the references of job applicants areliksly to experience fraud.

Considerable amount of respondents stated that dasy rationalize giving
presents to clients, organization of entertainmeatsclients, misrepresenting
financial status of the company and making paymentdients if they believe the
companies that they are working for has a survig&l However, it is monitored
that the companies are more likely to experientermal fraud incidences if the
culture of the company permits to rationalize wraagjons for the survival of the
company.

Facilitation payments could be another example ioongdoings. Although

facilitation payments comprise major corruptionksis nearly half of the

construction companies permit facilitation paymerntsis observed that the
companies which show tolerance to facilitation pagts and permit them are
more likely to experience internal fraud incidenc&scording to the Kendal Tau
tests, the fraud types, misuse of inventory anth tiasft, are more likely to occur
in companies which permit and encourage facilitapayments.
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APPENDIX A: Sample Questionnaire

This research is performed by Assoc. Prof. Dr. M@éndiiz and Oytun Onder
who is a graduate student in Construction Managénsaction of Civil

Engineering Department of Middle East Technical udnsity. The purposes of
this questionnaire are to understand the awareonés$urkish construction

companies against fraud, to understand presentcfiveameasures of Turkish
construction companies to prevent fraud, to undacscommon fraud types that
Turkish construction companies face with and finatl understand reactions of

Turkish construction companies after internal frenaidents.

This questionnaire will take 15 minutes at most. #We very grateful for your

time and your interest in our questionnaire.

Your answers and survey results will be used fadamic purposes and will be

kept anonymously.

If you want to ask any questions, you can contacus$ via correspondence

addresses depicted below.

Murat GUNDUZ Oytun ONDER

Assoc. Prof. Dr. Graduate Student

Phone: 0312 210 54 22 Phone: 0532 622 69 01
Fax: 03122105401 Fax: 0312441 74 86
E-mail: gunduzm@metu.edu.tr E-mail: oytunonder@igoan
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1) What is your position in the company?

2)

o Owner / Shareholder / Member of Board of Directors
o General Manager / General Coordinator

o Project Manager

o Site Chief

o Technical Office Chief

o Administration Manager / Procurement Manager

o Internal Audit Manager / Internal Auditor

o Other, please indicate

How many people are working in central office/sjolir company?

0l1l-25

026 -50
o >50

3) What is the average annual revenue of your comp&oyn

4)

construction projects in the last three years?n

0 < 15,000,000
o 15,000,000 - 100,000,000
o > 100,000,000

Please indicate the average number of projects lsimaously

conducted by your company in the last three years.
o1-3

0 4-6

0 >6
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5)

6)

7)

Please indicate most frequent type of contracts wexe/have been

conducted by your company in the last three years.

o Main Contractor

o Joint Venture

o Sub Contractor

o Main Contractor (50%) - Joint Venture (50%)
o Main Contractor (50%) - Sub Contractor (50%)

How many of the following types of the projects e#rave been
conducted by your company in the last three years?

1) Superstructure (Residential buildings, hospitaishools,
renovations, etc.)

i) Infrastructure (Roads, water supply, sewersypogrids,
telecommunications, etc.)

iii) Industrial (Medicine, petroleum, chemical, pemngeneration,
manufacturing, etc.)

iv) Mechanical Works (Plumbing, HVAC, etc.)

v) Electrical Works

vi) Airports, Seaports, Railways

vii) Dams, Hydro-electric Plants

ol
o2

o >3

Has your company carried out a construction pragecoad in the last

three years?

o Yes
o No
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8) Do you think that your company is under the risknvérnal fraud?

oYes

o No

9) Which level of the employees is closer to perpetnaternal fraud?

o Senior Management (Management Board, General Dire€CEO,
CFO, etc.).

o Middle Management (Managers, etc.)

o Junior Management (Chiefs, In Charges, etc.)

o Blue Collared (Workers)

o Do not know

o Do not want to answer

10)What types of preventive measures are likely tovgme internal fraud
in construction sector? (On a scale of 1 to 3, whkris "not at all

likely” and 3 is “extremely likely")

Implementing segregation of duties principle

Internal audit

Internal trainings

Management reviews - periodic reporting

External audit

Periodic rotation of employees

Encouragement and protection of whistleblowers and

whistle-blowing hotlines
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11)What types of internal frauds are likely to ocaurcbnstruction sector?
(On a scale of 1 to 3, where 1 is "not at all fRednd 3 is “extremely
likely™)

Financial statement fraud
Cash theft

Inventory theft
Data theft

Misuse of an inventory or an asset of the company

Invoices received for fictitious goods or services,

inflated invoices

Reimbursement of fictitious or inflated business

expenses by an employee

Bid rigging

Kickback/bribe taken by employee

Ghost employee

Falsified working hours

12)Does your company permit/encourage facilitationnpagts for non-

firm processes such as custom processes, licepteajon, etc.?

o Yes
o No
o Do not know

o Do not want to answer
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13)Which of the following actions can be acceptabl®ider to maintain

the company's survival during an economic crisis?

Yes| No Do not
want to

answer

—F

Making payments to employers to protec

the present work or win new businesses

Giving presents to employers to protect the

present work or win new businesses

Organization of entertainments for
employers to protect the present work or

win new businesses

Misrepresenting financial status of the

company to the market

14)When was the soonest fraud risk assessment prajgdted on your

company?

o < 6 months

© 6 months - 1 year
o> 1 year

o Never

o Do not know

15)Does your company have any of the following arduft measures in

place?

151



Yes| No | Do not know

Internal audit

External audit

Code of business conducts

Legal counsel

Periodical legal due diligence

Internal trainings (fraud

awareness, ethical rules, etc.)

Whistle-blowing hotline

16)Are background checks performed for potential ves®@o

o Yes
o No

o Do not know

17)Does the company have different parties for thegsses of purchase

order and vendor selection?

oYes
o No
o Do not know

18)Are the purchase invoices approved by the persaieprtment who

gave the purchase order?
o Yes

o No

o Do not know
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19)Does your company have any requirement for obtgirbids from

multiple vendors?

oYes
o No

o Do not know

20)Does your company have a list of qualified/selestenidors?
o Yes
o No

o Do not know

21)While hiring a new employee, which of the following

checks/verifications are applied by your company?

Yes| No | Do not know

Past employment verification

Criminal conviction checks

Reference checks

Education and certificate

verification

22)Has your company been a victim of any sort of ma¢fraud in the last

three years?

o Yes
o No
o Do not know

o Do not want to answer
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23)Please indicate which of the following/s has ocedrrin your

organization in the last three years?

Yes | No Do Do not
not want to

know answer

Financial statement fraud
Cash theft

Inventory theft

Data theft

Misuse of an inventory or an asset

of the company

Invoices received for fictitious
goods or services, inflated

invoices

Reimbursement of fictitious or
inflated business expenses by an

employee

Bid rigging
Kickback/bribe taken by

employee

Ghost employee

Falsified working hours
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24)If your company has faced with an internal frauavbat action/s did

you/management take?

Yes | No Do Do not
not want to

know answer

Nothing

Warned the employee

Dismissed the responsible

employee/s

Prosecuted the responsible

employee/s

Demanded restitution but did no

cover the damage

Demanded restitution and covered

the damage
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