Church Fraud
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In the world of forensic accounting and fraud examinations we, who work in this field, tend to "grow up" in a hurry.  Most of us get to the point where we are not surprised by how and why people defraud others.  However, church fraud, especially when it is committed by the leaders in the church tends to shock even the most experienced investigators.  
The standard fraud theory suggests that people first have a desire, followed by a rationalization and then when the opportunity presents itself, they act.  There usually are warning signs along the way that signal the potential for fraud.  Those in the church who are in positions of responsibility need to be aware of these signs and be willing to take action in order to halt or mitigate fraud.  In addition, they should make sure that the church administration and organization reduces the "opportunities" for fraud. 
There are many good publications and articles available that provide concrete advice for ideal church administration and organization.  In addition to the standard observations in these publications, such as the "segregation of duties", it is my observation that their are some other factors at work that should be considered.  I offer these as my own personal observations from experience.  I have not seen much discussion of these factors in other publications related to church or affinity organization fraud and I think an examination of these factors is a necessary part of the prevention of church fraud. 
Tribalism.  Some churches and in particular some denominations have a tendency to engender tribalism.  There is a large overdose of “us against them” in their church body.   This can and does give cover to many perpetrators of fraud.
Authoritarian Leadership. The pastor in many churches is treated with entirely too much deference.  He is often given wide latitude on matters which he generally has no expertise.  This is particularly true when the pastor happens to be the best educated member of the congregation or when there is no other or weak ruling authority in the church.  If he has a charismatic personally it is all the more likely that a fraud will at some point be committed. 
Lack of Standards.  This occurs often when people determine that the church is “different” from other organizations and therefore the normal rules of accounting and management do not apply. 
Suspension of Judgment.   This occurs for two reasons.  One, as Christians we are taught to forgive, which is an important aspect of our belief.  However, many are ready to suspend judgment in the face of evidence as a means of preemptory forgiveness.  They will just overlook the problem and pray that the sinner will no longer sin by stealing.  The second reason is a little more complicated.  Often times the perpetrators of fraud will attempt to cover themselves by saying “God Told Me”. For example, “God told me that I do not have to issue a 1099-MISC or W-2 Form to Clergy.”  This is one that I have often heard. Or “I do not have to report as income “love” offerings.”  Those who do not suspend their judgment when they hear this kind of statement will rightfully ask themselves, well if the pastor is not going to comply with the tax law (in defiance of Romans 13:1) then I wonder what other financial chicanery is possible.  Those who are under the sway of the pastor and have suspended their judgment for whatever reason, will not even think about the ramifications of this type of inquiry. 
Tribal Based Hiring Practices.  It is critical to understand the need to supervise volunteers closely and with vigor, to eliminate those who pose a risk.  Also, all employees who are hired in positions where they have access to accounting or financial information should NOT be members of the church.  For a host of reasons, it is almost impossible to properly supervise a person who is an active member of the church.  In addition, if possible, the Governing Body of the Church should have someone who is NOT a member and who has the expertise to be able to serve on the Finance or Audit Committee.
In the realm of accounting, management and internal control over funds, a church is no different than any other organization.  Sound "business" practices apply and those who are committed to the integrity of the church funds will see to it that these methods are properly implemented thereby protecting the reputation and mission of their house of worship.
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