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Abstract

This teaching case analyzes how weak internal controls and concentrated financial authority enabled a
business manager at a United Methodist Church to misappropriate more than $1.3 million over a seven-
year period. The case highlights the consequences of concentrated financial authority and the
importance of segregated duties, monitoring activities, and fraud prevention. Students analyze the
situation using the Fraud Triangle, Fraud Diamond, and the COSO Internal Control Framework to
strengthen their understanding of internal control design, fraud risk, and responsibilities in nonprofit
environments. Classroom testing demonstrates strong student engagement and development of critical
thinking and risk assessment skills.

I. The Case
Introduction

How can $1.3 million disappear without anyone noticing? That is the question church leaders were forced to
confront after uncovering a massive shortfall in their accounts. When people think about organizations vulnerable to
fraud, a church is rarely at the top of the list. Churches are widely associated with integrity, ethical conduct, and
strong moral values. They foster trust, compassion, and service within their communities, leading many to assume
that those handling church finances do so with honesty and accountability. It is also commonly believed that small
and mid-sized congregations lack the financial resources that would attract someone looking to commit fraud.

However, fraud can occur in any organization, including nonprofit and religious institutions. In fact, these
environments can be particularly vulnerable because financial responsibilities are often concentrated among a very
small number of trusted business managers, and personal relationships may replace formal oversight. When
excessive trust exists without adequate internal controls, opportunities for wrongdoing can develop and persist
undetected for long periods of time.

This case examines an embezzlement scheme at a United Methodist Church where a business manager exploited
weak internal controls and a culture of trust to misappropriate a substantial amount of money over several years. The
purpose of this case is not simply to study fraud theory, but to place you in a realistic decision-making environment
in which information is incomplete and ambiguous, just as it often is in real-world professional settings.
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Organizational Setting

The setting for this case is a United Methodist Church located in a small southern city within a larger metropolitan
statistical area (MSA). The church’s identity has been intentionally anonymized, as church leadership declined to
participate in interviews or provide internal documentation. The events presented in this case were reconstructed
using archival sources, including court filings, media reports, and an FBI affidavit supporting a search warrant.

United Methodist Church Structure and Governance

The United Methodist Church provides governance direction and organizational guidance through its primary
governing document, The Book of Discipline (2016). This document outlines administrative structures, committee
responsibilities, financial policies, and internal control expectations. Local churches are required to maintain a
committee-based structure with defined roles such as Treasurer, Finance Committee, Financial Secretary, and
Business Manager. The Book of Discipline recommends strong internal controls including segregation of duties,
monthly bank reconciliations, annual audits (internal or external), transparent financial reporting, conflict-of-interest
compliance, and whistleblower protections.

Role of the Business Manager

Within the United Methodist Church structure, the business manager plays a central operational role, responsible for
day-to-day financial functions such as issuing checks, maintaining accounting records, processing payroll, managing
online banking access, and preparing financial reports for church leadership. Because this position controls multiple
financial responsibilities that should typically be divided among separate individuals, it carries a high level of trust
and authority. In environments where personal trust supersedes formal oversight, such concentrated control creates
substantial vulnerability. As demonstrated in this case, that vulnerability can be exploited with significant financial
and organizational consequences.

The Fraud Event

In January 2014, the victim organization hired a business manager to oversee the church’s daily financial operations,
entrusting them with significant responsibility for managing accounting processes and administrative functions.
According to court documents and media reports, the business manager was responsible for issuing checks,
managing the church’s expenses and receipts, controlling and use of the church credit card, and controlling the
church’s bank accounts. The bank accounts included a main operating account for current operating needs and a
brokerage account for invested cash. The business manager had sole access to all on-line banking services. In
addition, the business manager was responsible for managing the local church mail, including the receipt, review,
and distribution of the local church’s credit card statements. Finally, the business manager maintained the local
church’s accounting records which included recording donations, issuing receipts, processing payroll, handling
payroll taxes, and preparing and distributing the local church’s periodic financial reports and financial statements.

Because of the job responsibilities assigned to the church business manager and the extent of access to sensitive
information, this job is considered a position of trust. A position of trust means that the job or position is one “in
which one has a lot of responsibility and power.” (Merriam-Webster, n.d.). The high degree of trust assigned to the
position means that violations of that trust can result in both financial and psychological harm to the organization.

Investigators approximate that the business manager began committing fraud during July 2014 and continued until
their dismissal in October 2021. Media reports noted that the business manager embezzled an estimated $1.3 million
in local church funds (estimated by authorities are closer to $1.5 million). The Federal Bureau of Investigation (FBI)
reported that the business manager used four different techniques or strategies to acquire the local church’s funds.
First, the business manager embezzled funds by incurring unauthorized expenses that were not in support of the
local church’s operations. Second, the business manager embezzled funds from the local church by making false
claims. Next, the business manager embezzled funds from the local church through tax negligence. Finally, the
business manager embezzled funds by exploiting a personal business.
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While the frauds occurred over a seven-year period, the activity escalated over the period 2019 to 2021. The initial
escalation started with a phony medical issue resulting in a fictitious financial hardship. The business manager met
with the local church pastor claiming that they were suffering from cancer and receiving treatments. The business
manager asked for and received financial assistance from the church in the amount of $3,500 based on their
misrepresentation. They followed this up with two additional checks they wrote to themselves by fraudulently
claiming that church members had donated securities that were deposited into the brokerage account and transferred
into the operating account. The two checks were for $5,150 and $2,875. The documentation was marked as “medical
bills — reimburse pass thru”.

A majority of the funds embezzled from the church were for purchases related to the business manager’s other
business and for personal expenses. The remaining frauds took the form of one of three types. The business manager
fraudulently used the local church’s credit card for unauthorized expenses. The business manager also fraudulently
issued checks to themself for unauthorized personal expenses. Finally, the business manager fraudulently used local
church funds to purchase an asset and later misappropriated the asset for personal use. In addition, the business
manager underpaid the local church’s payroll taxes and embezzled the cash not used to pay those taxes.

According to an affidavit supporting a search warrant filed by the FBI in April 2022, investigators uncovered
evidence showing that the business manager had initiated hundreds of unauthorized financial transactions over the
course of seven years, involving church credit cards, reimbursement checks, and payroll-related activity. To conceal
the credit card purchases, the business manager used online payment applications and an interstate Telecheck
service to avoid a formal check request requiring two signatures. Unauthorized reimbursements by check were made
using altered invoices and falsified check requests for church related expenses that they claimed to have paid
personally. The checks would be mixed in with legitimate check requests to mask their existence and avoid
questions by the treasurer or finance committee.

The escalation of activity occurring during the years 2019 to 2021 included over 100 unauthorized purchases for the
business manager’s business with an estimated total of over $61,000. This was in addition to the personal expenses
channeled through the local church’s operating account. The business manager rented a storage unit to hold the
items being purchased for resale, again using the local church’s credit card. The affidavit and bill of information
alluded to the belief that the business manager purchased a jet ski or other type of watercraft using local church
funds and paid the insurance using the local church’s credit card. Finally, the business manager purchased a John
Deere lawnmower costing over $8,000 using local church funds for their own personal use.

Discovery and Outcome

The fraud at the United Methodist Church came to light when a member of the finance committee reviewed the
pastor’s discretionary account and noticed an unusual increase in activity. The committee member approached the
pastor, who stated he had no knowledge of the transactions and agreed to speak with the business manager. When
questioned about the activity, the business manager admitted to embezzling the funds. This admission prompted
church leadership to contact law enforcement, initiating a formal investigation.

Following a criminal investigation, the business manager was charged and later entered a guilty plea as part of a
negotiated agreement. The outcome of the criminal case was as follows (United States v. David Michael Apps,
2023, Feb. 006):

1. Charge: One count of wire fraud, which requires proof of a scheme to defraud and the use of interstate wire
communications to further the scheme (18 U.S.C. § 1343).
Sentence: 54 months in federal prison.
Supervision: Three years of supervised release following incarceration.
Restitution: Court-ordered restitution of $1.08 million to the church.
Forfeiture: $4,200 in cash seized by the United States government.

“nhwn
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The outcome reflects both the severity of the offense and the substantial financial harm inflicted on the victim
organization.

Because this case is drawn from an actual event, direct interviews with church leadership were not available. This
limitation mirrors the inherent challenges of real-world fraud examinations, where perpetrators conceal their actions,
and investigators, auditors, and organizational stakeholders must reconstruct events using incomplete records,
professional judgment, and established analytical frameworks (Hermanson et al., 2025).

I1. Fraud Analysis and Frameworks
The Fraud Triangle and Fraud Diamond

Grasping fraud requires examining the conditions that allow an individual to engage in deceptive behavior. The
Fraud Triangle, introduced by Donald Cressey (1953), is one of the most widely used frameworks for analyzing why
fraud occurs. It identifies three essential elements present in nearly all fraud cases. These elements are pressure
(motive), opportunity, and rationalization. Pressure is typically financial and arises when individuals face personal
or professional obligations they believe they cannot meet legitimately. Examples include debt, addiction, lifestyle
expectations, or job-related performance demands. Opportunity emerges when weaknesses or gaps in internal
controls allow individuals to exploit their access, such as inadequate supervision, poor segregation of duties, or
ineffective oversight. Rationalization reflects the internal justification that allows a perpetrator to see their behavior
as acceptable. Fraudsters may believe they deserve the money, that they are “just borrowing,” or that the
organization will not miss the funds.

Building on this model, Wolfe and Hermanson (2004) proposed the Fraud Diamond, adding capability, which are
the personal traits or skills necessary to exploit control weaknesses, such as intelligence, confidence, and authority.
Capability helps explain how complex, long-term fraud schemes are sustained and concealed over time. Table 1
provides a comparison of the Fraud Triangle and Fraud Diamond.

Internal Control Analysis Using the COSO Framework

Evaluating a fraud case also requires understanding how strong internal controls help prevent and detect fraudulent
behavior. The Committee of Sponsoring Organizations (COSO) Internal Control Framework (2013) provides a
structured approach to designing and assessing systems intended to safeguard assets, ensure reliable reporting, and
support legal and ethical compliance. COSO identifies five interrelated components. The control environment
establishes the organization’s ethical tone, expectations, and accountability. A weak control environment, such as a
culture of unquestioned trust or lack of oversight, creates conditions where fraud can flourish. Risk assessment
involves identifying and evaluating the threats that could prevent the organization from achieving objectives,
including financial misstatement and asset misappropriation. Organizations that fail to routinely assess risk may
overlook vulnerabilities. Control activities refer to the policies and procedures designed to prevent, detect, and
correct errors or irregularities. These include segregation of duties, authorizations, account reconciliations, access
restrictions, and physical security measures. Information and communication ensure that relevant, accurate
information is shared across the organization so employees can fulfill responsibilities and report concerns. Effective
communication supports transparency, internal reporting, and ethical behavior. Finally, monitoring consists of
ongoing review and evaluation of internal controls to ensure they function as intended. Without consistent
monitoring, weaknesses may persist unnoticed and allow fraud to continue for extended periods. Table 2 shows the
components of the COSO framework, along with examples of each component.

Aside from understanding internal control systems and the COSO framework, it is also essential to recognize
specific internal control practices and the consequences that can occur when they are weak or absent. One of the
most fundamental controls is segregation of duties, which ensures that no single individual has full control over a
transaction from beginning to end. In practice, this means separating responsibilities for authorizing transactions,
recording them, and maintaining custody of the related assets. When these duties are combined in one role, the
opportunity for fraud increases significantly because an individual could both commit and conceal misconduct
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without detection. Similarly, controls such as required approvals, reconciliations, physical safeguarding of assets,
independent audits, and monitoring of system access all serve to prevent, detect, or deter fraud. When any of these
controls are weak or ignored, organizations face heightened risk of embezzlement, unauthorized payments,
manipulation of records, or theft of assets. Table 3 illustrates examples of internal controls with intended purposes
and possible fraud (when missing or weak control).

It is important to remember that fraud is intentionally concealed. Perpetrators actively work to hide their actions and
manipulate information, which means that investigators, auditors, and organizational leaders rarely have access to
complete information at the outset. As a result, evaluating a fraud case requires critical thinking, professional
skepticism, and the ability to apply knowledge of business operations, human behavior, and potential motivations.

II1. Requirements

1. Using the Fraud Triangle proposed by Cressey (1953) and the Fraud Diamond introduced by Wolfe and
Hermanson (2004), analyze the facts of the case. How do the elements of pressure, opportunity, and
rationalization (and capability, if applying the diamond) appear to be present in this situation? Provide specific
examples from the case to support your analysis.

2. Which element of the Fraud Triangle is most influenced by organizational controls? Explain.

3. Using the five components of the COSO Internal Control Framework (2013), analyze the facts presented in the
case. How do the components of control environment, risk assessment, control activities, information and
communication, and monitoring appear to function in this situation? Identify examples of control strengths or
weaknesses from the case that support your analysis.

4. Identify the internal control weakness that played the greatest role in allowing the business manager to
perpetrate and hide the fraud. Why was this weakness particularly damaging? Support your response with
examples from the case.

5. Consider potential improvements to the organization’s control structure. What internal controls would you
recommend addressing related to the weaknesses identified in this case? For each recommendation, describe
how the control should be implemented and why it would help prevent, detect, or deter fraud.

6. After the fraud was discovered, what steps should the church take to restore stakeholder trust and strengthen
governance? Include communication strategies.

IV. Learning Objectives

This case is designed to help students understand how the absence of effective internal controls significantly
increases the risk of fraud and can lead to substantial financial and reputational losses. In nonprofit organizations,
the consequences can be especially damaging, as financial misappropriation may directly reduce the organization’s
ability to fulfill its mission and serve its community. Because the case involves a nonprofit church in a local setting,
the scenario is intended to be relatable and meaningful.

After completing this case, students should be able to analyze the conditions that enabled the fraud using established
frameworks such as the Fraud Triangle or Fraud Diamond, identifying elements including pressure, opportunity,
rationalization, and capability. Students should also be able to evaluate the effectiveness of the church’s internal
controls using the COSO Internal Control Framework and determine where failures occurred. Building on this
analysis, students will apply internal control principles to recommend improvements that could have prevented or
detected the fraud. Below are the specific learning objectives for this case:

LO1: Analyze the conditions that enabled the fraud using the Fraud Triangle or Fraud Diamond frameworks.
Students will break down the fraud case to identify pressure, opportunity, rationalization, and capability, explaining
how each element contributed to the perpetrator’s actions. (Analyze)

LO2: Evaluate the effectiveness of the internal control systems in place at the church using the COSO Internal
Control Framework. Students will assess the five components of internal control, which include control
environment, risk assessment, control activities, information and communication, and monitoring, in order to
determine where significant failures occurred and how these weaknesses increased fraud risk. (Evaluate)
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LO3: Apply internal control principles to recommend improvements that could have prevented or detected the fraud.
Students will use their understanding of internal controls to propose actionable and realistic changes, describing how
each recommendation would function and why it would be effective in preventing, detecting, or deterring fraud.
(Apply)

LO4: Construct a fraud risk assessment for a nonprofit or religious organization based on lessons learned from the
case. Students will use the case to identify the areas where nonprofit organizations are most vulnerable to fraud,
particularly when limited staffing and high trust create opportunities for misconduct. They will learn to organize
these risks into key categories such as cash handling, payroll, credit card usage, vendor payments, and governance
oversight. (Create)

LOS: Assess the ethical responsibilities associated with positions of trust within an organization. Students will
evaluate how ethical culture and individual accountability influence behavior, and discuss how breaches of trust can
impact stakeholders, community confidence, and organizational mission. (Evaluate)

V. Teaching Notes

The case is designed for use across a variety of accounting, auditing, fraud examination, information systems, and
nonprofit management courses. Instructors may adapt the material for lectures, discussions, or group activities
depending on course level and learning objectives. Core themes include fraud detection, internal controls, ethical
decision-making, and organizational governance.

A central instructional focus is identifying elements of fraud, such as unusual expenses, unauthorized transactions,
and inconsistencies in financial records (Wells, 2011). Students may consider how auditors or financial reviewers
might detect such issues and the role of professional skepticism in the audit process. Related to fraud detection is the
importance of internal controls, particularly segregation of duties, proper authorization, and independent review as
foundational mechanisms for reducing opportunities for misconduct (Cotton & Johnigan, 2023; National Council of
Nonprofits, n.d.). The case offers clear examples of how control weaknesses created openings for fraudulent
behavior.

The case also serves as a platform for discussing ethical responsibilities in financial stewardship. Students can
examine the ethical principles violated by the perpetrator and evaluate how ethical culture interacts with control
systems to support or undermine governance.

Instruction may also address financial reporting implications, including how fraud affects a nonprofit organization’s
statements and what communication strategies may be necessary to restore stakeholder trust. Legal consequences
such as criminal charges, restitution, and investigative processes offer additional dimensions for classroom
exploration.

A recommended instructional sequence begins with an introduction to fraud concepts and the Fraud Triangle or
Fraud Diamond, followed by analysis of internal control deficiencies and concluding with ethical considerations
related to trust and oversight. This structure helps students understand how both behavioral factors and
organizational systems shape fraud risk.

The case can be delivered in a single class session or across multiple meetings. Assignments may include individual
analysis, group discussion, written responses, or presentations, with online courses adapting these activities for
asynchronous formats.

To help students connect fraud theory to their own experiences, instructors may open with an accessible scenario,
such as academic cheating, to introduce concepts of motivation (pressure), opportunity, rationalization, and
capability. These discussions can then transition naturally into internal control principles, emphasizing how
organizations design controls to prevent or detect misconduct.

When analyzing the case, instructors should guide students toward system-level reasoning, encouraging them to use
evidence from the scenario rather than relying solely on moral judgments. Students may need reinforcement to
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correctly distinguish between weak and absent controls and to recognize that opportunity, not just pressure, is
heavily shaped by organizational design.

Evaluation should focus on appropriate application of fraud and control frameworks, use of case evidence, quality of
recommendations, and professional communication. Appendix A provides suggested solutions for instructor use
only, and Appendix B includes an assessment rubric aligned with the case learning objectives.

By moving from familiar experiences to conceptual frameworks and then to application in a realistic organizational
setting, this case supports critical thinking, professional judgment, and ethical awareness.

Classroom Validation

The case was implemented in two undergraduate courses at two different institutions to evaluate its effectiveness as
a teaching and learning tool. The first course was an introductory financial accounting class with 25 lower-division
business majors, and the second was an upper-division accounting information systems course enrolling 38
accounting majors. Students received the case and participated in guided discussion using the teaching notes. They
were asked to read the case and respond to the requirements. After submitting their responses, students completed an
online survey designed to measure engagement, perceived relevance, and learning outcomes. The survey included
nineteen items organized into categories addressing fraud awareness, internal controls and risk management, ethical
considerations and governance, application of case concepts, and basic demographic information. Survey questions
were developed by the authors, peer-reviewed by colleagues, and refined using generative Al to improve clarity and
alignment with learning objectives. Data were collected using secure digital tool and the results from both courses
were compared to evaluate the case across different academic levels.

Survey response rates were strong, with 72% participation in the introductory course and 92% participation in the
upper-division course. Students in both settings evaluated the case favorably, with a majority rating it as extremely
or very effective in supporting learning (61% in the introductory course; 80% in the upper-division course). More
than 77% of students in both groups reported feeling better prepared to assess financial risk after completing the
assignment. Students also recognized the risks associated with excessive trust and inadequate oversight, with most
respondents agreeing that the organization’s culture contributed to internal control failures. Validation results are
included in Appendix C.

Open-ended responses further illustrate the impact of the assignment. Lower-division students emphasized the
emotional and ethical implications of the case, noting the dangers of concentrated authority and long-undetected
fraud. Some applicable quotes form the lower-division students are:

“The extended timeframe of seven years is eye-opening and shows how fraud can go unnoticed without proper
controls.”

“Don’t use trust as the only vetting process for placing someone in a high-level position.’
In contrast, upper-division students tended to focus on governance and systems-level analysis:

“Segregation of duties is essential because even without pressure or incentive, opportunity alone can lead to fraud.”
“Nonprofits still need strong internal controls; good intentions are not enough.”

Students also suggested potential enhancements, such as reviewing example documents or adding multimedia
components to deepen practical application. The classroom validation materials are included in Appendix D.

>

Although the evaluation was limited by a relatively small sample size and self-reported survey data, the results
provide meaningful qualitative and perceptual validation. Students found the case engaging, relevant, and realistic,
demonstrating increased understanding of fraud mechanisms, internal control failures, and ethical responsibilities
within nonprofit organizations.
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Table 1. Comparison of Fraud Triangle and Fraud Diamond

Model Originator Year Core Elements Primary Focus
Fraud Donald 1953 Pressure, Individual motivations for
Triangle Cressey Opportunity, committing fraud
Rationalization
Fraud Wolfe & 2004 Pressure, Adds personal traits and capacity
Diamond Hermanson Opportunity, to commit fraud
Rationalization,
Capability

Table 2. COSO Framework and Examples

Internal Control Components

Example

Control Environment

Establishing a code of conduct and ethical values
for all employees

Risk Assessment

Identifying potential financial fraud risks in a
quarterly review

Control Activities

Implementing approval processes for expense
reimbursements

Information & Communication

Sharing internal audit findings with management
and staff

Monitoring

Regular internal audits to ensure controls are
functioning as intended
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Table 3. Potential Fraud Risk if Absent or Ineffective Internal Control

Internal Control

Purpose

Possible Fraud if Missing or
Weak

Segregation of Duties

Prevents one person from having
control over all aspects of a
transaction

Embezzlement by processing
and approving fictitious
payments

Authorization and Approval
Processes

Ensures transactions are
reviewed and approved by
appropriate personnel

Unauthorized purchases or
payments

Reconciliation of Accounts

Detect errors or irregularities in
financial records

Concealment of theft or
manipulation of financial data

Physical Security of Assets

Protects cash, inventory, and
equipment from theft or misuse

Theft of inventory, cash, or
equipment

Access Controls (IT Systems)

Restricts access to systems and
data based on roles

Unauthorized data manipulation
or theft of sensitive information

Independent Internal Audits

Provides objective review of
controls and operations

Fraudulent activities going
undetected for extended periods

Vendor Management Controls

Ensures legitimacy and
performance of vendors

Payments to fictitious or related-
party vendors

Payroll Controls

Validates accuracy of employee
compensation

Ghost employees or inflated
hours worked

Expense Reimbursement
Policies

Ensures only valid business
expenses are reimbursed

Submission of fake or inflated
expense claims

Inventory Counts and Controls

Verifies actual inventory against
records

Inventory theft or misstatement
of inventory levels

Whistleblower Hotline Encourages reporting of Fraudulent activities continue
unethical behavior due to lack of reporting
mechanisms
System Audit Logs and Tracks user activity in systems Undetected unauthorized access
Monitoring or data manipulation
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Appendix A — Suggested Solutions

(Confidential — For Instructor Use Only,; Not to be Distributed to Students.)

1. Using the Fraud Triangle proposed by Cressey (1953) and the Fraud Diamond introduced by Wolfe and
Hermanson (2004), analyze the facts of the case. How do the elements of pressure, opportunity, and
rationalization (and capability, if applying the diamond) appear to be present in this situation? Provide specific
examples from the case to support your analysis.

In terms of opportunity, the business manager had access to key financial systems and processes with little
oversight or control, giving them the opportunity to commit fraud. This is a prong of the fraud triangle (and
diamond) that the organization directly controls. From the standpoint of pressure, the business manager
fabricated a financial hardship, claiming medical expenses related to cancer treatments, which may have
provided a rationalization for their fraudulent actions. Financial pressure from personal circumstances (real
or fabricated) likely played a role. Rationalization is usually more difficult to identify, but one might
assume that the business manager may have justified their actions by thinking they deserved additional
financial resources or by believing that the fraud was not causing significant harm to the church. Finally,
from a capability standpoint, the business manager’s role gave them the skill and knowledge to exploit
weak internal controls and cover their tracks, increasing their ability to commit fraud successfully over
several years.

2. Which element of the Fraud Triangle is most influenced by organizational controls? Explain.

Opportunity increases when an organization’s internal controls are weak, inconsistent, or easily overridden.
The business manager had sole access to online banking, handled incoming mail and credit card statements,
issued checks, processed payroll, and prepared financial reports, all without adequate oversight or
segregation of duties. These control weaknesses created an environment where the manager could commit
fraud, conceal it, and continue the scheme for years.

Strong internal controls, such as dual authorization of payments, independent bank reconciliations, rotation
of duties, and regular review of financial statements directly reduce opportunities for fraud by increasing
the likelihood that misconduct will be detected quickly. Because “opportunity” arises from organizational
structure and policies rather than personal motives or pressures, it is the Fraud Triangle component most
directly shaped and limited by management’s control system.

3. Using the five components of the COSO Internal Control Integrated Framework (2013), analyze the facts
presented in the case. How do the components of control environment, risk assessment, control activities,
information and communication, and monitoring appear to function in this situation? Identify examples of
control strengths or weaknesses from the case that support your analysis.

Several areas of the COSO framework are particularly weak in this case. In terms of the control
environment, the church lacked a strong culture of accountability, which allowed one person to dominate
financial operations without sufficient oversight. From a risk assessment perspective, it appears there was
no formal risk assessment in place to identify potential fraud risks, especially considering the high-trust
position held by the business manager. In terms of control activities, the church did not implement
necessary checks and balances, such as segregating duties or requiring multiple approvals for financial
transactions. This lack of control made it easy for the manager to misuse funds. Finally, ongoing
monitoring of financial activities was seemingly inadequate. Regular reviews of financial statements,
reconciliation of bank accounts, or internal audits could have detected anomalies earlier.

4. Identify the internal control weakness that played the greatest role in allowing the business manager to
perpetrate and hide the fraud. Why were these weaknesses particularly damaging? Support your response with
examples from the case.

The most damaging internal control weakness in this case was the lack of segregation of duties, which
allowed the business manager to control nearly every aspect of the church’s financial activity. Because the
same person handled authorization, recordkeeping, custody of assets, online banking access, and receipt of
financial statements, there was no independent oversight to prevent or detect misconduct.

This concentration of responsibilities enabled the manager to issue unauthorized reimbursement checks,
make personal credit card purchases, manipulate payroll taxes, and alter documentation without being
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questioned. For example, the manager received the credit card statements, prepared checks, and recorded
the transactions, allowing hundreds of unauthorized purchases and fraudulent reimbursements to go
unnoticed for seven years. Without segregation of duties, even basic financial safeguards failed, making
this weakness particularly damaging.

5. Consider potential improvements to the organization’s control structure. What internal controls would you
recommend addressing related to the weaknesses identified in this case? For each recommendation, describe
how the control should be implemented and why it would help prevent, detect, or deter fraud.

First, the organization needs to properly implement a segregation of duties, dividing the financial
responsibilities among different individuals so that no one person has full control over financial
transactions, from authorization to recording and reviewing. Next, consider implementation of regular
audits. These audits could be internal and/or external audits to review financial transactions regularly. In
addition, surprise audits could also help deter fraudulent behavior. One of the best internal controls that an
organization can employ is a dual-signature requirement, required for at least two authorized signatures for
issuing checks and approving major financial transactions. The organization should consider some limited
access to sensitive financial systems to prevent unauthorized transactions. Implement role-based access to
ensure that no single individual has access to all financial data. Finally, the organization needs to involve
others in the financial reporting process. Establishing a monthly financial report to the finance committee,
including reconciliations of bank accounts and credit card statements would be an excellent form of internal
control.

6. After the fraud was discovered, what steps should the church take to restore stakeholder trust and strengthen
governance? Include communication strategies.

After the fraud was discovered, the church should take immediate steps to demonstrate accountability and
transparency. This includes cooperating with law enforcement, engaging an independent forensic
accountant, and communicating openly—yet carefully—with members about what happened and what is
being done in response. Clear, factual updates through meetings or written statements help reduce
speculation and show that leadership is acting responsibly.

To strengthen governance and prevent future misconduct, the church should implement stronger internal
controls such as segregating financial duties, requiring dual authorization for payments, conducting
independent bank reconciliations, and adopting written financial policies and periodic audits.
Communicating these improvements to stakeholders is essential for rebuilding trust, as it signals that
meaningful changes are being made to protect church resources and ensure ethical stewardship going
forward.
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Appendix B — Assessment Rubric

(Confidential — For Instructor Use Only)
This rubric may be used to evaluate individual or group written submissions or oral presentations related to the case
requirements (Section III). Instructors should develop point values based on course level and weighting.

Evaluation Scale

91

5 — Excellent: Demonstrates comprehensive understanding; analysis is detailed, accurate, well-supported, and
clearly communicated
4 — Proficient: Demonstrates solid understanding; analysis is mostly accurate with adequate support and clarity

3 — Satisfactory: Demonstrates basic understanding; analysis is partially supported, limited in depth, or somewhat

general

2 — Developing: Demonstrates minimal understanding; major components missing, inaccurate, or poorly supported
1 — Inadequate: Demonstrates little or no understanding; response largely incorrect, incomplete, or irrelevant

Case Requirements Rubric

Criteria /

Learning Excellent (5) Proficient (4) Satls{;l)c tory Developing (2) | Inadequate (1)
Objective
Thoroughly analyzes
Fraud Triansle |[PTESSUre, opportunity, Analyzes most ||[Addresses Minimal use of
/ Fraud g rationalization, and elements with |lelements framework: Framework not
Diamond capability using specific, reasonable generally with unclear ’ applied or
Analvsis accurate examples from the |[support and limited detail reasonin incorrect
y case; demonstrates strong  ||examples or examples &
application of theory
Clearly evaluates each Evaluates most ||Addresses Weak
COSO Internal ||COSO component with COSO components in application and Incorrect or no
Control strong evidence; identifies ||[components general terms n?irs)sin maior application of
Evaluation strengths/weaknesses accurately with ||with little com 0%1 enti COSO
convincingly some support ||evidence p
Identification of |[Identifies key weaknesses i(eileenvtelltr‘ites f)\(/iee;ll?ntlesZes Limited or Major
Internal with strong justification; weaknesses vaouely or inaccurate weaknesses
Control explains why weaknesses . Bucty weaknesses missed or
with adequate ||without clear ||. .
Weaknesses enabled fraud ) . identified unsupported
explanation explanation
Provides actionable, Provides Minimal or
Internal realistic recommendations ||Provides general or weak Recommendatio
directly tied to weaknesses; |lappropriate obvious . S
Control . . . _|[recommendatio ||ns unrealistic,
. ||strong reasoning recommendatio |[recommendatio
Recommendatio ) . . . ns not clearly ||absent, or
s demonstrating ns with partial ||ns with linked to unrelated
prevention/detection/deterre |[reasoning minimal weaknesses
nce concepts justification
Response
Use of Evidence ||Response uses detailed references case ||[Response uses Few case facts |[No factual
& Case facts from case effectively ||facts but not limited case referenced A
Integration to justify conclusions deeply support PP
integrated
Depfh of Demongtrates hlgh—'level Demonstrates [|[Demonstrates D;monstrates No reasoning
Critical evaluation, synthesis, and aoplied basic reasonin minimal evident
Thinking & insight; considers pp & reasoning
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Case Requirements Rubric |
Criteria / Satisfactor
Learning Excellent (5) Proficient (4) 3) y Developing (2) | Inadequate (1)
Objective
Professional implications beyond surface|[reasoning and ||with limited
Reasoning observations interpretation ||depth
Writing Quality |Clear, organized, and Mostly cle?ar Understandable
. . and organized ||but Hard to follow ([Unacceptable or
/ Professional  ||professional; correct . f . . .
. . with minor inconsistently ||or error-filled |[incomplete
Presentation grammar and terminology ||. .
issues organized
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Appendix C — Validation Results

Perceived Effectiveness of the Case

Group Extremely/Very Somewhat Effective Not Very Effective
Effective

IFA (Lower-Division) 61.1% (11/18) 27.8% (5/18) 5.6% (1/18)

AIS (Upper-Division) 80.0% (28/35) 20.0% (7/35) 0.0%

Preparedness to Assess Financial Risk

Group Yes No Not Sure
IFA 77.8% 5.6% 16.7%
AIS 77.1% 2.9% 20.0%

Governance Structure Enabling Fraud

Governance Issue IFA AIS

Lack of board oversight 50.0% 31.0%
Weak financial policies 22.2% 31.0%
Poorly defined roles 11.1% 20.0%
Failure to follow best practices 16.7% 17.0%

Culture of Trust Contributing to Oversight Failures

Response IFA AIS
Strongly Agree 55.6% 66.0%
Somewhat Agree 38.9% 26.0%
Neutral / Disagree 5.6% 9.0%
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The tables below include a sample of the comments from students in response to the open-ended questions included
in the survey. Those in the lower-division course are labeled as (IFA) and those in the upper-division course are
labeled (AIS).

Most Impactful Takeaways from the Case (IFA)

Response

1 | If you give too much power to a single role/person, prepare to get stabbed in the back eventually. Heck, the
Christian religion teaches that the origin of evil came from someone gifted with a high position who went on
a serious power trip.

2 | Don'’t use trust as the only vetting process for placing someone in a high-level position. They should prove
themselves to be in the role.

3 | The extended timeframe of 7 years is certainly eye-opening and serves as a reminder that fraud can take
place over a period of months or years, not just days or weeks.

4 | It's crucial to understand that inadequate internal controls and oversight can lead to fraudulent activities.
Even the most trustworthy employees might take advantage of weak systems. Therefore, implementing checks,
balances, and conducting regular audits is vital to safeguard against the misuse of funds.

Suggested Resources or Enhancements (IFA)

Response

1 | I would have been interested in seeing some of the fraudulent invoices created by the business manager, and
maybe also reviewing the minutes from the board meetings where the items were approved... why the board
wasn’t alerted earlier.

2 | Maybe a short documentary or podcast episode.

3 | A video walkthrough of fraud detection procedures in nonprofits would have helped reinforce the practical
application.

Most Impactful Takeaways from the Case (AIS)

Response

1 | Fraud can take place in any environment, and nonprofits/charities should still be wary of it despite how
good-natured their associates may seem.

2 | The most important takeaway is that no matter how much you trust someone, there must be some form of
oversight and segregation of duties.

3 | It is essential to separate duties because even without incentive or pressure, it will be taken advantage of if
the opportunity is great enough.
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Suggested Resources or Enhancements (AIS)

Response

1 | Maybe using different cases in which similar events took place or events where something similar was likely
to occur but were stopped before it could occur to compare procedures to see where this church messed up.

2 | Perhaps some more material on the auditing process as well as insight into regulations for businesses
(specifically nonprofit businesses) would have given us a fair comparison of how the church in our case
operated compared to other businesses in the same realm.

3 | I would have liked more detail on how exactly they were passing off their personal expenses as business
expenses. Was the credit card the main player in that?
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Appendix D — Validation Material

Instructions: Please answer each question thoughtfully, as related to The Case of the Crooked Business Manager.

Section 1: Fraud Awareness

1. Prior to reading this case, how familiar were you with financial fraud in organizations?

- 1 - Not Familiar at All
- 2 - Not Very Familiar
- 3 - Neutral

- 4 - Somewhat Familiar
- 5 - Very Familiar

2. The fraud in this case study primarily involved:

- 1 - Misuse of donations
- 2 - Embezzlement through unauthorized transactions
- 3 - Payroll tax fraud

3. Which element of the Fraud Triangle (or Fraud Diamond) do you believe was most significant in enabling the
business manager’s fraud?

- 1 - Pressure

- 2 - Opportunity

- 3 - Rationalization

- 4 - Capability (Fraud Diamond)

4. Based on your knowledge, how common do you think fraud is in organizations?

- 1- Very Rare

-2 - Rare

- 3 - Neutral

- 4 - Somewhat Common
-5 - Very Common

Section 2: Internal Controls & Risk Management

5. What was the most significant internal control weakness that allowed the business manager to commit fraud?

- 1 - Lack of segregation of duties

- 2 - Infrequent audits and financial reviews
- 3 - Excessive trust and lack of oversight

- 4 - Poor financial reporting structure

6. Which of the following internal control improvements do you think would have best prevented this fraud?

- 1 - Regular external audits

- 2 - Mandatory dual approvals for financial transactions
- 3 - Segregation of duties

- 4 - Increased financial transparency with stakeholders

The Accounting Educators’ Journal, 2025



CPA The Case of the Crooked Business Manager 97
7. The fraud in this case escalated over time. What might have been an early red flag?

- 1 - Unexplained increases in personal expenses
- 2 - Excessive control over financial records by one individual
- 3 - Misclassified transactions in financial reports

Section 3: Ethical Considerations & Governance

8. Which governance structure flaw do you think played the biggest role in enabling fraud?

- 1 - Lack of board oversight

- 2 - Weak financial policies and procedures

- 3 - Poorly defined roles and responsibilities

- 4 - Failure to follow best practices in financial management

9. Do you think a church’s culture of trust contributed to a lack of oversight?

- 1 - Strongly Disagree

- 2 - Somewhat Disagree
- 3 - Neutral

- 4 - Somewhat Agree

- 5 - Strongly Agree

10. In your opinion, how should an organization balance trust and oversight in financial management?
- 1 - Trust should be prioritized over strict controls
- 2 - Oversight should be increased, even at the risk of reducing trust

- 3 - A balance should be struck with periodic audits and financial reviews
- 4 - No opinion

Section 4: Case Application & Learning Qutcomes

11. How effective was this case study in helping you understand fraud detection and prevention?

- 1 - Not Effective at All
- 2 - Not Very Effective
- 3 - Somewhat Effective
- 4 - Very Effective

- 5 - Extremely Effective

12. Do you feel more prepared to assess financial risk in an organization after working on this case?
-1-No
- 2 - Not Sure
-3-Yes

13. What was the most important takeaway from this case?

14. What additional resources or learning materials would have enhanced your understanding of this case?
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Section 5: Demographic/Personal Information

15. What year in school are you in currently?
- 1 — Freshman
- 2 — Sophomore
- 3 — Junior
- 4 — Senior
16. How old are you?
- 1 — Under 18 years old?
-2 —18 to 22 years old?
-3 -23to 29 years old?
-4 —30 to 39 years old?
- 5 —40 to 49 years old?
- 6 — 50 years old or older?
17. What is your identified gender?
- 1 —Male
-2 —Female

- 3 — Other: Please specify

- 4 — Prefer not to answer
18. What is your current college major?
- 1 — Management
- 2 — Accounting
- 3 — Finance and/or Economics
- 4 — Marketing
- 5 — Management Information Systems
- 6 — Logistics and Supply Chain Management

- 7 — Other: Please specify
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19. What is your race? (Select all that apply)

- 1 — White

- 2 — Black or African American

-3 — Asian

- 4 — Native American or Alaska Native

- 5 — Native Hawaiian or Other Pacific Islander

- 6 — Hispanic or Latino

- 7 — Other: Please specify

- 8 — Prefer not to respond

Thank you for completing this survey! Your feedback is valuable in improving future learning experiences related to
fraud, internal controls, and governance in organizations.
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