DETECTING
corruption, bid rigging, collusive
bidding and fraud
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Presenter
Presentation Notes
In this section of the presentation, we will briefly discuss methods to detect corruption, bid rigging and fraud.


Detection methods
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Complaints
Discovery of a “red flag”

Due diligence background
checks on bidders and
other entities

“Proactive,” automated
fraud detection programs

Voluntary Disclosure and
Amnesty Programs


Presenter
Presentation Notes
The most common detection methods are:
Complaints from losing bidders and other parties;
Discovery of a red flag;
Due diligence background checks on bidders and other firms and individuals involved in a project; 
“Proactive,” automated fraud detection programs, and finally
Voluntary disclosure and amnesty programs, in which contractors and consultants voluntarily disclose wrongdoing, in anticipation of lenient treatment. 
Each of the above detection methods is discussed in more detail ahead. 


Detection methods by schemes

= BRIBES are most readily detected by complaints and by
inference from bid rigging schemes

= BID RIGGING can best be detected by complaints from losing
bidders and careful examination of bidding documents

= COLLUSIVE BIDDING can most easily be detected by close
examination of bids and bid patterns, the use of fraud
detection software and complaints from excluded bidders

= FRAUD can best be detected by complaints from
beneficiaries, close inspection of goods and works and by
scrutinizing claims and supporting documents for
discrepancies
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Presentation Notes
Different detection methods are most effective against different schemes, as set out in this slide.  


Detection methods: COMPLAINTS

e Most serious corruption and fraud cases are detected by
complaints and reports, so they should be treated seriously

e Encourage and facilitate complaints by:
— Setting up confidential hotlines

— Making “fraud awareness” presentations that explain how
to report

— Circulating confidential questionnaires to contractors

e Overcome the powerful disincentives to report (fear of
reprisals, sense of futility, distrust of authorities) by promptly
acknowledging and following up on reports and taking
appropriate action
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As we noted before, most serious corruption and fraud cases are detected by complaints or reports, so they should be treated seriously,    
It also is important to establish systems to encourage and facilitate complaints by, for example:
Setting up confidential hotlines, accessible to staff, contractors and stakeholders by phone, email and regular mail, and by   
Making fraud awareness presentations to donor and project staff that describe the risk and impact of corruption and fraud and explain how to report concerns, and by 
Circulating confidential questionnaires to contractors and consultants, asking if they have been the subject of bribe demands and if so, how to report them.  
Be sure to acknowledge and promptly follow up on complaints and reports, otherwise people will stop reporting.



Detection methods: RED FLAGS

e Know the red flags for each scheme

e Look for a pattern of red flags
rather than focusing on just one

e |f a significant red flag or a pattern
is found, carefully scrutinize the
suspect transaction and call for
additional tests, inspections or
documents as needed

e Refer the matter to the appropriate

office for further review or in- flzl:ﬁ’]ﬁﬁﬁufﬂﬁﬁﬁ

depth investigation
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To detect corruption and fraud through red flags,  
Be familiar with the primary red flags for each scheme, and be able to match the red flag to the potential scheme or schemes; 
Look for a pattern of red flags, rather than focusing on just one indicator.  that is, if you see a red flag of a possible scheme, look for other red flags of the scheme before drawing any conclusions;
if you find a significant red flag or a pattern of red flags, carefully scrutinize the suspect transaction and call for additional tests, inspections or documents as needed to try to resolve the problem, and, if you are unable to do so. 
Refer the matter to the appropriate office for further review or in-depth investigation. 



Detection methods: DUE DILIGENCE
background checks on bidders, etc.

Check the following sources of

information for firms and

individuals involved in your

project:

o List of debarred or suspended
firms

* Results of prior audits and
iInvestigations

e General information sources
on the internet

 Media reports

o Compliance sites
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 The next detection method is to do due diligence background checks on bidders and other parties involved in a project.  This can identify potentially fraudulent transactions and companies, such as firms in which project or government officials hold undisclosed interests. 
The primary sources of information for due diligence checks are set out here:
Lists of firms and individuals debarred or suspended by donors, governments and other organizations, many of which are available on-line;
Results of prior audits and investigations that might identify fraud concerns; 
General information sources on the internet, which include business registries and directories and other useful sources of information, accessible through Google and other popular web search engines; 
Media reports, including free and subscription internet sites, and finally
Compliance sites which compile a large amount of information on larger companies that can be used to identify potential corrupt relationships and other compliance concerns. 



Sample sources of information for
due diligence background checks

e Aid agency information
e General info sources

e Public and court records
e Media reports

e Business reports

e Address and photo sites
e Compliance sites

27-37

Internal debarment lists

WWW.google.com

www.LexisNexis.com

www.factiva.com

www.dnb.com

WWW.maps.google.com

www.rdc.com
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Presentation Notes
Listed here are links to sample sources of information for due diligence checks.  Background checks on smaller, local companies that do not appear on the internet can be done by obtaining documents directly from government record centers, by inspecting listed business premises, by contacting the local Chamber of Commerce, and so on as the circumstances permit. 


http://www.google.com/�
http://www.lexisnexis.com/�
http://www.factiva.com/�
http://www.dnb.com/�
http://www.maps.google.com/�
http://www.rdc.com/�

“International corporate headquarters”

located by simple online due diligence checks
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© CASH DEPOT |jgatithll] oo omone
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Pictured here are photos of typical business fronts that are commonly used by shell companies and which can be identified by due diligence checks.  
The photo on the left is of a mail receiving office (commonly referred to as a “mail drop”). 
The photo on the right is of a check cashing and money transfer store. Such premises have been used as the supposed “international corporate headquarters” of bogus companies in several cases.


Detection methods: “PROACTIVE” fraud
detection programs

e Internal procurement and contracting databases can be queried
for red flags of corruption, bid rigging and fraud.

e Popular software and tools that can be used to find red flags, in
addition to the popular Microsoft Excel and Microsoft Access
programs, include:

— Excel + Active Data www.informationactive.com
— ACL www.acl.com
— |ldea www.audimation.com
— Picalo www.picalo.org
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This detection method involves automated queries of internal databases to find red flags of fraud, such as collusive bidding by contractors.  Specific examples of such tests can be seen on the next slide. 	 
The most popular software tools that can be used for this purpose are:.  
“Excel +Active Data” is an inexpensive program that improves the fraud detection capabilities of Excel; 
ACL and Idea are popular and relatively inexpensive audit programs that can be used to look for fraud, and 
Picalo is a powerful, open source program, designed exclusively for fraud detection that can be downloaded for free from the internet.  You can see more information on each of the programs at the listed websites.  


http://www.informationactive.com/�
http://www.acl.com/�
http://www.audimation.com/�
http://www.picalo.org/�

Sample proactive fraud detection tests for
indicators of collusive bidding

o Sequential bid securities submitted by different bidders
e Rotation of winning bidders

e Losing bidders become subcontractors

« Unusual bid patterns, e.g.,

 Fewer than 50% of the pre-qualified companies
submit bids

* Losing bids are identical, or an exact percentage
apart, etc.

e Line item bids are too high
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Automated, proactive fraud tests are not as complicated or difficult as they may sound.  This slide lists several relatively easy-to-conduct tests to detect red flags of collusive bidding.  The most important factor to the success of such efforts is the availability of and easy access to the necessary data.   


Detection methods: Voluntary Disclosure
Programs

Under a Voluntary Disclosure
Program, participants are
promised immunity from
administrative, civil and criminal
sanctions if they voluntarily
disclose wrongdoing and
Implement a compliance
program, among other

e requirements.
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The final detection method, Voluntary Disclosure or, amnesty programs, are becoming popular with large donor Organizations, such as the World Bank, which face significant corruption and fraud risks.  
Even though companies are assured of or expect leniency in exchange for participating in such programs, they generally will not do so unless they have a real, immediate fear of detection and sanctions.  Donors therefore should have strong audit and  investigative capabilities to induce firms to join the disclosure programs.  
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