
Charities and Fraud
by malcolm robson

Malcolm Robson advises charities and not-for-profits to review their anti-fraud policies.
Charities and other not-for-profit organisations are not immune from fraud, the effect of which can be devastating, both to their finances and to their reputation.

In a recent survey on fraud in the charitable sector conducted by the Fraud Advisory Panel (www.fraudadvisorypanel.org) 7% of respondent charities reported that they had been the victim of fraud in the last 2 years. Theft of cash or cheques accounted for over 50% of the frauds. Whilst only 2% of victims lost over £100,000, in 40% of cases the fraudster was an employee of the charity.

Charities and not-for-profit organisations should review their anti-fraud policy and arrangements on a regular basis. In extreme cases, the damage fraud does can be fatal to the existence of an organisation, particularly where the fraud has arisen from lack of proper internal or external controls and processes.

When you discover fraud

You will need to investigate fully and gather all relevant evidence of the suspected fraud at the earliest possible opportunity. Care needs to be taken to exclude the involvement in the investigation of anyone – whether an employee or external adviser – who may be suspected of being party to the fraud. You should seek professional advice as early as possible.

Certain legal steps, if taken promptly and without notice to the fraudsters, can be very effective in preserving or recovering stolen funds or other assets of the fraudsters. These include applying to the court for: 

1. an order freezing assets held by the fraudsters or others on their behalf; 

2. a search order, enabling premises connected to the fraudsters to be searched and any relevant materials/evidence to be seized or copied; and 

3. a disclosure order, which can be sought to establish the whereabouts of relevant assets; 

and in some cases a combination of all three. 

The above measures are not inexpensive, but are unusually very effective in tracing and freezing relevant assets. Trustees of course have an obligation to preserve trust assets and may be duty bound to take action, unless it is considered that any such action could not be justified on economic or risk grounds. 

Our Dispute Resolution department has secured significant recoveries in recent years (several in excess of £1m) for charity clients who have been unfortunate enough to become embroiled in fraudulent activities. 
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