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Abstract

Revenue manipulation is one of the main challenges in the construction industry, which
is influenced by the fact that economic decisions made by stakeholders are based on financial
statements. Revenue recognition in this sector is often complicated by long-term contracts,
diverse revenue recognition methods and volatile markets. In this context, the role of auditors is

critical in ensuring the accuracy, transparency and reliability of financial statements.

The purpose of the study was to assess the practice of Georgian audit firms in the process
of identifying revenue manipulation in construction companies. Within the framework of the
study, special attention was paid to the experience of the audit firm Nexia Georgia. Based on the
purpose, the research question was formulated as follows: How effective is the practice of
Georgian audit firms in the process of identifying revenue manipulation in construction

companies?

The study is based on a mixed research design, which involves the use of both qualitative
and quantitative methods in the research process. The qualitative research focused on sharing the
experiences and opinions of the representative of “Nexia Georgia”, which was achieved through
an interview with the Director of Financial Audit of “Nexia Georgia”. As for the quantitative
method, a questionnaire was created that focused on sharing the experiences of auditors employed

in other audit companies.

The results of the study showed that Georgian auditors have a theoretical understanding
of the concept of manipulation, defining it as a deliberate action aimed at distorting financial
statements. During the study, it was revealed that detecting financial manipulations in the
construction sector remains a serious challenge for Georgian audit companies, which is mainly
related to the overestimation of the percentage of completion and premature recognition of
revenues. These manipulations allow companies to demonstrate better financial results (e.g.,
achieving profit targets, attracting investors), which is associated with reputational risks. Auditors
consider analytical procedures and examination of documentary evidence, as well as requesting

information from third parties, to be the most effective procedures. Nevertheless, the effectiveness
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of the audit is significantly hampered by factors such as limited communication from the client,
incomplete documentation, time constraints, and incorrect assessment of the company's risks at
the planning stage. The most difficult manipulation to detect was the overestimation of the
percentage of completion, which is related to the undocumented logic of budgets and forecast
data presented by management. Auditors are aware of the negative impact of not considering the
specific risks of the construction sector on the quality of the audit, although the frequency of

specialized training is low.

Based on the results of the study, Georgian audit firms can improve their practices by
implementing more detailed and specific audit procedures, using technological tools (data
analytics, artificial intelligence), and strengthening the regulatory environment. In this regard,
the need for the involvement of construction experts and the need for periodic specialized training

on risks specific to the construction sector were identified.

The work will be important for investors and financial institutions to better assess the real
situation of the company and avoid risky investments, which will contribute to the creation of a
healthy economic environment in Georgia. The study will also help construction companies
increase the transparency of financial reporting and strengthen trust by improving internal

control systems.

Key search words: Revenue manipulation, construction sector, financial reporting, audit

procedures, internal control.
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