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$Preventing	Embezzlement	
in	Your	Organization

These steps will make it easier to expose dishonest employees.

By William H. Devaney & Jeffrey S. Tenenbaum

“Control measures work only 
if someone is checking.”

Sadly, nonprofit organizations aren’t immune from 
employee embezzlement. Because nonprofits tend 
to be more trusting of their employees and have 
less stringent financial controls than their for-profit 

counterparts, they fall prey to embezzlement and other 
forms of employee fraud at an alarming rate. By way of 
recent example: 
A 10-year employee of a nonprofit organization, who 
worked her way up to CFO, used the organization’s credit 
card to charge $184,000 in personal expenses, including 
casino charges.
A long-time nonprofit CEO embezzled $549,024, using the 
organization’s credit cards and bank account for personal 
expenses such as foreign vacations, cosmetic surgery, and 
college tuition.
Nonprofits aren’t defenseless, however. There are several 
proactive steps you can take to prevent and detect employee 
embezzlement. 

Require Double Signatures, 
Authorizations, and Back-up 
Documentation
For expenditures over a predetermined amount, require 
two signatures on every check and two authorizations 
on every cash disbursement. Such layers of approval will 
make it far more difficult for embezzlers to steal from the 
organization.
If your staff is too small to implement a double authorization 
policy, consider having a volunteer officer or board director 
be the second signatory or authorization required. (Generally, 
an officer will be preferable to a director). 
Be sure that all check and cash disbursements are 
accompanied by an invoice or other document showing 
that the payment or disbursement is appropriate. If the size 
of your organization allows it, the invoice or disbursement 

request should be authorized by a manager who won’t be 
signing the check. 
Never pre-sign checks. 
With credit cards, require prior written approval for costs 
estimated to exceed a certain amount. The person using the 
card mustn’t be the same person authorizing its use.

Segregate Duties
Hand in hand with multiple authorizations goes the 
segregation of duties. At a minimum, a different person 
should be responsible for each of the following tasks:

•  authorizing payments
•  disbursing funds
•  reconciling bank statements and reviewing credit card 

statements. 
If you don’t have enough professional staff to segregate 
duties, a volunteer officer or board director should be tasked 
with reconciling the bank statement and reviewing credit 
card statements. 
Because embezzlement also can occur when funds are 
coming into an organization, no single individual should 
be responsible for receiving, depositing, recording, and 
reconciling the receipt of funds. 
By the same token, all contracts should be approved by a 
manager uninvolved and personally uninterested in the 
transaction (in other words, someone whose compensation 
won’t be affected by the transaction). Whenever possible, 
contracts should be the product of competitive and 
transparent bidding. 

Conduct Inventories
At least yearly, perform a fixed-asset inventory to ensure 
that no equipment or other goods are missing.

Carry Out Background Checks
Background checks on new employees and volunteer leaders 
can unearth things such as criminal records and prior 
instances of fraud. Background checks can also disclose 
heavy debt loads. Someone with a lot of debt may be more 
likely to succumb to fraud. 
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Use Audits & Board Oversight
Control measures work only if someone is checking. 
Managers should make certain that the measures are 
followed. Scheduling regular audits will help ensure that 
the measures are effective. 
Be sure to establish an audit committee on your board of 
directors – and make certain that this committee contains 
at least one accounting expert. That person should serve as 
the primary monitor of your anti-fraud measures. In lieu of 
an audit committee, smaller organizations should consider 
putting a CPA or other financially knowledgeable person on 
the board to serve a similar function. 

William Devaney, Esq. (whdevaney@venerable.com) 
and Jeffrey Tenenbaum, Esq. (Jstenenbaum@venerable.
com) are partners at Venable. Venable (venable.com) is a 
Baltimore-based law firm with offices across the country. 

Step in to Protect Your 
Organization
Minimize financial risks with these articles at 
NonprofitWorld.org:

Nonprofits without Audit Committees Risk Disaster 
(Vol. 22, No. 2)

Want to Avoid Fraud? Look to Your Board (Vol. 28, No. 5)

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

Trust: The Reason Screening Volunteers Is More Vital 
than Ever (Vol. 37, No. 3)

Get Ready for a Better Audit (Vol. 30, No. 2)

Protecting your Organization against Financial Misuse  
(Vol. 17, No. 4)

Need a CPA at Little Or No Cost? Five Ways to Find Help 
(Vol. 28, No. 2)

What to Do When an Employee Becomes a 
Cybercriminal (Vol. 39. No. 4)

Are You Breeding the Conditions for Fraud to Occur? 
(Vol. 39, No. 3)

Use Background Checks to Avoid Legal Pitfalls (Vol. 29, 
No. 1)

Can Your Organization Afford to Lose $100,000? 
Safeguards Every Nonprofit Needs to Implement (Vol. 
30, No. 3)

Setting the Stage for an Abuse-Free Organization (Vol. 
30, No. 6)

How to Find the Perfect Auditor (Vol. 22, No. 3)

•  Four Tips to Build Trust through Writing

•  Why on Earth Would a Major Donor Agree to Meet 
with You?

•  Bring Yourself Fully to Your Nonprofit Role

•  The Surprising Science of Meetings

•  What Type of Language Professional Do You Need?

•  The Deeper Way to Onboard New Employees

•  The Two Missing Parts of Team-Building

•  What Can You Learn from E-mail Lists?

•  Manage Change: These Are the Keys

•  Optimize Google Ads to Bring More Traffic to Your 
Website

•  Tools for Leading with Presence

•  Do You Have the Right People on Your Board?

 Plus much more!

Coming Up in Nonprofit World

“Nonprofits fall prey 
to embezzlement at an 

alarming rate.”
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