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Many organizations depend on their audi-
tors to ferret out fraud. But the purpose of 
an audit isn’t to look for fraud. Rather, it’s 

to see if financial statements have been presented 
fairly. As Table 1 shows, an external audit is low on 
the list of ways fraud is usually uncovered.1

Although discovering fraud isn’t their main ob-
jective, auditors do keep an eye out for warning 
signs of financial misconduct, such as the follow-
ing:

-
porting grows out of a culture of greed, entitle-
ment, and excessive risk-taking.

rely on the judgment of management. 

signs include irregular meetings and members 
with little financial experience.

Control by one person or a small group of indi-
viduals contributes to the risk of fraud.

nonprofits.

of terminations or resignations of key people.

nonprofit would experience continual financial 
success with no financial “droughts.” This could 
be a sign that managers are manipulating num-
bers.

be so concentrated on fraudulent activity that 
they completely ignore comments from employ-
ees.2 

A survey by the Association of Certified Fraud 
Examiners traced many frauds to a lack of good 
internal controls. Table 2 summarizes the control 
problems that led to fraud in the organizations 
studied.

The same survey noted common behaviors of 
employees who perpetrate fraud, as shown in Table 
3. One of the best ways to uncover fraud is to be 
alert for these red flags. 

It’s also important to understand the most com-
mon types of fraud in nonprofit organizations so 
you can keep a watchful eye. These are:

submits invoices for payment by fictitious ven-
dors or for fictitious goods or services, personal 
purchases, or inflated amounts.

How to Prevent, Deter, 
and Uncover Fraud

Recent studies shine a light on ways to keep fraud from your door.
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The purpose of an audit 
isn’t to look for fraud.

Table 1. How Fraud Is Usually Detected
 Initial Detection of
Detection Method Occupational Fraud
Tip 40.2%
Management Review 15.4%
Internal Audit 13.9%
By Accident 8.3%
Account Reconciliation 6.1%
Document Reconciliation 5.2%
External Audit 4.6%
Surveillance/Monitoring 2.6%
Notified by Police 1.8%
Confession 1.0%
Information Technology Controls 0.8%

Table 2:  How Control Problems Contribute to 
Fraud

Control Weaknesses Applicable Percentage
Lack of Internal Controls 37.8%
Override of Existing Internal Controls 19.2%
Lack of Management Review 17.9%
Poor Tone at the Top 8.4%
Lack of Competent Personnel 
   in Oversight Roles 6.9%
Lack of Independent Checks/Audits 5.6%
Lack of Employee Fraud Education 1.9%
Lack of Clear Lines of Authority 1.9%
Lack of Reporting Mechanism 0.6%
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cash from one bill and covers the shortage with 
receipts from another check. Or the employee 
collects cash from accounts that were deemed 
to be uncollectible and were written off.

-
es the organization’s check or steals a check 
issued to some other payee.

to someone who doesn’t exist and then cashes 
the check.

petty cash.

inflates expenses or submits false expense 
claims.

recorded; no entry is ever made on the books.
-

sponsible for both collecting and depositing 
cash receipts, that employee can steal cash and 
destroy or alter the cash receipt documenta-
tion. 

For fraud to be effective, there must be a cover-
up. Therefore, it’s critical to be aware of situations 
that indicate someone is trying to cover up fraud. 
Factors that should make you suspicious include:

-
ance

payments.

How to Prevent Fraud
Better than uncovering fraud is to keep it from 

happening in the first place. You can prevent fraud 
in your organization3 in three key ways:

1. Maintain a Positive, Open, Ethical Culture.
First, set the right tone. Here’s how:

principles. Periodically evaluate employees’ 
compliance with this code.

environment. Research proves that when em-
ployees feel positive about their employer, 
there’s less fraud.

-
formance and achievement of goals.

opportunities. Have a clearly defined promotion 
system with adequate training programs.

than an autocratic one.

their suggestions and complaints quickly.
2. Evaluate & Minimize Risk.
Assess the risk of fraud. Then implement con-

trols to mitigate these risks. Some ways to do so:

vulnerable your organization is to fraud.

continued on page 24

Table 3:  Suspicious Employee Behaviors to 
Watch for

Behavioral Red Flags 
 of Perpetrators Percentage of Cases
Living Beyond Means 43.0%
Financial Difficulties 36.4%
Control Issues, Unwilling to 
   Share Duties 22.6%
Unusually Close Association with 
   Vendors/Customers 22.1%
Wheeler-dealer Attitude 19.2%
Divorce/Family Problems 17.6%
Irritability, Suspiciousness or 
   Defensiveness 14.1%
Addiction Problems 11.9%
Refusal to Take Vacations 10.2%
Past Employment-related Problems 9.3%
Complained about Inadequate Pay 7.9%
Excessive Pressure from within 
   Organization 7.5%
Past Legal Problems 6.3%
Instability in Life Circumstances 5.6%
Excessive Family/Peer Pressure 
   for Success 4.3%
Complained about Lack of Authority 4.6%
The sum of the percentages in the above table exceeds 100% due to 
the fact that many perpetrators displayed more than one 
behavioral red flag.

One of the best ways to 
uncover fraud is to be alert for 

these red flags.

You can prevent fraud in your 
organization in three key ways.

For fraud to be effective, 
there must be a cover-up.
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Make necessary changes to your policies and 
procedures. Reinforce your value system with 
further communication and training. Monitor 
vulnerable areas closely.

accountability. Require employees to rotate 
jobs and take regular vacations. Segregate peo-
ple’s duties. Authorize all transactions. Conduct 
regular performance reviews.

and perform criminal, credit, and reference 
checks.

3. Create an Oversight Process.
You can’t prevent fraud unless you have an over-

sight process in place. Ways to assure effective 
oversight include the following:

-
sonnel. Ensure that they understand what con-
stitutes fraud and are familiar with the organi-
zation’s fraud policies.

organization—for example, by conducting sur-
prise audits and other nonscheduled fraud 
checks. Doing so will send a message that you’re 
serious about minimizing fraud.

-
grams, including assistance with mental, legal, 
drug, and health problems.

that concern them. Conduct anonymous sur-
veys to assess staff morale.

-
vice if faced with an ethical dilemma and where 
to report fraud.

by performing regular self-assessments to be 
sure you’re behaving in an honest, ethical way. 

Frank Grippo, MBA, CPA, CFE (grippof@wpunj.edu) is 
associate professor of accounting at William Paterson 
University in Wayne, New Jersey.

Footnotes
1All tables are from a survey by the Association of Certified 

Fraud Examiners, summarized in the “Report to the Nation on 
Occupational Fraud and Abuse,” Austin, Texas.

2The American Institute of Certified Public Accountants 
(AICPA), in its Audit Risk Alert, identified these warning signs.

3These three elements are taken from a practice aid, “Man-
agement Anti-fraud Programs and Controls,” included as an 
exhibit to Statement on Auditing Standards (SAS) No. 99 Con-
sideration of Fraud in a Financial Statement Audit.

When employees feel positive 
about their employer, there 

is less fraud. 

Require employees to rotate jobs 
and take regular vacations.
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 Seeking a Fraud-Free Organization
Use these resources (www.snpo.org/members) 

to continue building an environment free of 
fraud:

(Vol. 28, No. 1)
-

cial Misuse (Vol. 17, No. 4)

Disaster (Vol. 22, No. 2)

Law (Vol. 25, No. 6)

Come (Vol. 13, No. 6)
 

(Vol. 24, No. 5)

Moving?
Let Us Know!
Send old AND new address, with mailing label if possible, 

to:

The Society for Nonprofit Organizations
P.O. Box 510354
Livonia, MI 48151

The post office WILL NOT forward copies of Nonprofit World.  

So let us know BEFORE you move so that you won’t miss 

any issues.


