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Fraud: 

Misappropriation of assets 
and fraudulent reporting 
are real threats to nonprof-

its. The discovery and deterrence 
of fraud are vital to a nonprofit’s 
success.

the incidence of fraud

Nonprofit organizations lose an 
average of $100,000 a year to fraud.1 
With 43% of nonprofits operating 
on less than $100,000 a year, fraud 
risk running into six figures is  
intolerable. When fraud occurs, 
nonprofits also suffer devastation 
more significant and long-lasting 
than monetary damages — a tar-
nished reputation, loss of public 
trust, and alienation of donors.

Most Common types of fraud

Theft of Cash

The most widespread type of 
nonprofit fraud is theft of cash.2 
Some common cash-related frauds 
include:

Theft of deposits: A fraudster can 
divert deposits to a personally con-
trolled bank account with a name 
similar to that of your organization 

(such as an acronym based on your 
organization’s name). Because of 
high transaction volumes, banks 
can’t be relied on to detect minor 
variations between payee names 
and the name on a deposit account.  
Once a check is deposited into 
such an account, spending the 
money is no problem.

Counterfeit documents:  In this 
age of scanners and laser printers, 
be alert to the possibility that your 
organization’s bank statements may 
have been scanned by a dishonest 
client or employee and altered to 
show facts that don’t match reality.  
Take care to ensure that responses 
to bank confirmations are from  
legitimate bank sources.

Theft of Receivables 

Among the most common types 
of receivables fraud are:

Lapping:  A pledge payment can 
be stolen and covered up by apply-
ing a later payment to the original 
pledge.  Some organizations think 
such payments can’t be stolen  
because donors would complain if 
they didn’t receive the pledge gift 
they’ve been promised. However, 
such nonprofits often fail to  
control access to gift items, and a 
dishonest employee could easily 
steal a supply to send to donors 
whose pledge payments he or she 
has stolen.

False credits and write-offs:  
After stealing a pledge payment, a 
fraudster normally must write a 
journal entry or issue a credit 
memo to get the pledge receivable 
off the books. Most thieves who are 
caught aren’t discovered in the act 
of stealing. Rather, someone no-
tices their attempts to cover up 
their theft in the records. If your 
system automatically deletes un-
paid pledges after a few months, 
you’ve omitted an important con-
trol mechanism. With “unpaid” 
pledges automatically purged from 
the records, swindlers are much 
less likely to be caught.
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Theft of non-cash items: For  
example, an estate may give valu-
able antique furniture to a non-
profit organization. Somehow, some 
of the nicer pieces mysteriously 
find their way into the homes of 
employees.

Theft of cash received in direct-
contact solicitations:  If cash makes 
its way into a solicitor’s pocket, 
there’s usually no way for the  
nonprofit organization to know 
what was actually given and what 
was stolen. 

Investment Fraud

Some common types of invest-
ment fraud include:

Stealing investments or diverting 
income or gains:  A fraudster may 
instruct a broker to transfer a  
nonprofit organization’s invest-
ments to an account he or she con-
trols or to pay interest or dividend 
income to such an account. If these 
instructions come from a CEO or 
CFO, a broker may have little rea-
son to question their validity.

Borrowing securities for per-
sonal use: Such a fraud can be  
accomplished in ways similar to 
the above, except that the employee 
returns (or at least intends to re-
turn) the security.  If no one is pay-
ing attention, the loss of earnings 
during the “borrowing” may go  
unnoticed.

Recording phony investments 
to “window dress” the financial 
statements: If no one’s looking 
closely, such fictitious assets can 
go undetected for a long time. If 
anyone asks, the phantom “securi-
ties” are said to be in a possibly 
nonexistent safe-deposit box some-
where.

Misclassifications and misstate-
ments: Many securities aren’t  
actively traded on an organized ex-
change.  Determining the fair value 
of such securities is a matter of judg-
ment. A nonprofit organization’s 

management may be tempted to 
over or understate the value of 
such securities to portray the orga-
nization as stronger than it is or in 
greater need of support than it  
really is. 

Ways to prevent theft  
and fraudulent reporting

• Be aware of the above types of 
fraud. One of the best defenses 
against fraud is to pay attention. 

• Ensure that donor restrictions 
are recorded and enforced. Moni-
tor the use of funds according to 
those restrictions.

• Keep good records of funding 
sources, grantors, programs, and 
types of expenses.

• Establish controls over the 
purchase and donation of invest-
ments. Controls should focus on 
proper recording of ownership, 
prices, and fair values to safeguard 
the organization’s investments.

• Create controls over the  
recording of income and gains and 
losses. Such controls will help  
ensure that no one is diverting such 
income to their personal benefit.

• Maintain records of donor  
restrictions on securities given to 
your organization. Be sure these 
records are in readily accessible 
form. After the passage of years, it 
could become unclear how much 
money is in each fund and how 
much is available to support cur-
rent operations. Finding answers 
to those questions might require 
poring over years of incomplete 
and confusing records and prove  
to be a time-consuming and costly 
project.

• Be sure that board-of-directors’ 
designations are properly observed.  
As time passes and board composi-
tion changes, your organization 
needs to know what its board has 

done in the past and why. Other-
wise, management may violate 
poorly understood board instruc-
tions or be hamstrung by board 
designations the current board no 
longer regards as appropriate.

Organizational leaders must 
practice due diligence and remain 
vigilant in controlling fraud risks.  
Otherwise, the mission and credi-
bility of the organization may be 
compromised by the loss of vital 
resources.

Footnotes
1This estimate is from the Association of 

Certified Fraud Examiners (ACFE), www.
acfe.org.

2The ACFE cites that 93% of misappro-
priations involve cash.
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Your organization  
needs to know what  

its board has done in  
the past and why.

Your fraud prevention  
Survival Kit

For more on deterring fraud in 
your organization, see these 
Nonprofit World articles at www.
snpo.org/members:

• Common-Sense Approaches 
to Fraud Awareness, Prevention, 
& Detection (Vol. 15, No. 4)

• Protecting Your Organiza-
tion’s Assets: A Primer on Inter-
nal Control (Vol. 9, No. 2)

• Setting Up a Control System 
for Your Organization (Vol. 16, 
No. 3)

• Reduce Your Losses from 
Errors & Fraud (Vol. 16, No. 5)

• Protecting Your Organiza-
tion Against Financial Misuse 
(Vol. 17, No. 4)

• How to Conduct a Monthly 
Internal Financial Review (Vol. 
9, No. 6)

• Fraud: Discovery and Action 
(Vol. 25, No. 5)

• Who’s Minding the Store? 
(Vol. 23, No. 4)


