
AS THE U.S. CATHOLIC CHURCH BATTLES THE
mostsordid scandal in its history, it is fighting to preserve its
moral and spiritual authority as the largest nongovernmental
institution in An erican life. Yet even as it does so, another
catastrophe looms—one that is not about sex abuse and
priests but about money and management. The fierce scruti
ny that is piercing the Church's veil
of secrecy over s«jx is also beginning
to reveal the lar|:ely hidden state of f • I I
its finances. As the institution's legal I Mm
and moral crisis h'uilds, so too do the I
threats to its ecoaomic foundation—
a foundation already under enormous
strain- "If there is anything that is TTI "
kept more secret in the Church than |l .I .1 I \
sex, it is finance," says former priest MJ V-./ ^
and activist A.W. Richard Sipe. ___

The cascade or legal claims may ^ | ¥ 1
just be starting. Plaintiffs' la^vyers I 1-^
say as much as {;i billion in settle- L_J j J |
ments, many of them secret, has al
ready been paid since the first big y—X "y •
sex-abuse case surfaced in Louisiana I I ^ '
in 1985. And mor; payouts, sparked \ /
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helped manage such crises as Three Mile Island. "The Church
has been hit by a truck and permitted the truck to back over it
several times," he says. "The quickest wayto dealwith a crisis
is to teU it all and tell it fast." Instead, the Church's hierarchy
helped fuel the crisis by dealing with abusive priests in-house,
often reassigning them to new parishes, and by insisting that

victims sign confidentiality agree—
ments before receiving settlements.

B I 1 Now, a groundswell is building
for radical reforms—among them

B i optional celibacy, changes in the
strict dogma about sex, and the or-

_ __ dination of women. At the same
I \ 1 /| I f « time, there is a groviing call for
I i y I I I I more financial disclosure and cor-

-i." AA V-/ porate-style discipline for the bil-
« —^ ^ lions on the Church's books. "The

1 V Church consists of the people, so
I the people ought to know what is

JL 1 going on," says William B. Friend,
Bishop of the Diocese of Shreve-

n TTTT' port, La., who worked in bankingI I 1-^ before becoming a priest.
1 1 1 J Indeed, because the Church de-
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by mcensed Junes are llilhillfickC! Pends nearly entirely on contributions
ture Cases filed to date "are just the LltJgcll from parishioners, Lperts say such
"if-l-n '?n"®' "11 T'l ^^0 necessary before donorsmultibdimn-dollar problem before f y, ^ -m f Vl n c Q V 'hat the practice of

en s, says Roder^k MacLeish Jr., a 110 111 1 H 0 S 0 X covering up sex-suit settlements fund-
Boston attorney who has represented . ed mth the collection plate has ended.
more than 100 victims in the past q « q y, J „ 1 f o f Y1 Already, Catholics give half as much
decade. Church att.>rne^te,rass such SCanQa.. tlireaten as Protestants as apercentage of in-
sums^ exaggerated. But they con- eome. And a Mar. 27 Gallup poll
cede that because much of Its insur- jj n found that 30% of Catholics are now
Ttf •' f 9- L.O. batflOilC thinking of cutting off contributions,ed, the Ch^ch mcreasmgly wiU be " ^^ To regain parishioners' confidence,
forced to seU tod ;md other a®ets to the Church should start acting likepay claims. Ultimately, some dioceses OnUrCll alrGaQV "™rporation, says R. Scott Appleby,
might be pushed into bankruptcy," li, ± 1. u, yA J

warns PatnckScMtz, dean at the 1 , , . the Study of American Catholicism

LwTs? pL • beset by systemic Notre pame. "T^e way to restoreJ m *J V mtegrity," he argues, "is to becomeh turn, that poa« a^™g threat perfectly transparent financially, toto the mynad ^ works the Church llnailCial DrOO eiTlS Anancial reports, and to be-
performs m its vast network of AlAlO-lIVviai piUUlClllO come exemplary in best practices."
schools. coUeges hospitals, and Chan- If you do this, adds Bishop Friend,

BY William C. SYMONDS -the money comesm.- _

In turn, that pos<s a growing threat p, ,
to the myriad good works the Church TlTlQH PI Q |
performs in its vast network of AlllcHLv/ldi
schools, coUeges, hospitals, and chari
ties. If the scandal »ruts into donations, PV WtT TTAAyl
as many fear, "thj.t would create a ILiUlALW
whole new class of -victims—the kids

I inour inner cities," worries David W.
I Smith, director offinance for the Arch-
S diocese of Boston.
0

^ Most appalling to many Catholics has been the insensitive
1way Church ofScialu have handled the crisis, putting the pro-
Stection ofwell over 1,000 of its priests above the interests of
jthe victims. On a scale of 1 to 10, "this is an 11," says former
=Hill & Knowlton Chairman Robert L. Dilenschneider, who has

pends nearly entirely on contributions
from parishioners, experts say such
reforms are necessary before donors
will be assured that the practice of
covering up sex-suit settlements fund
ed \vith the collection plate has ended.
Already, Catholics give half as much
as Protestants as a percentage of in
come. And a Mar. 27 Gallup poll
found that 30% of Catholics are now
thinking of cutting off contributions.

To regain parishioners' confidence,
the Church should start acting like
a corporation, says R. Scott Appleby,
director of the Cushwa Center for
the Study of American Catholicism

••1 perfectly transparent financially, to
3I*ODl0rriS financial reports, and to become exemplary in best practices."
P, ^ If you do this, adds Bishop Friend,
u. uYMONDS

The Church can ill afford diminished
contributions, operating as it does on

pfcjpHwJ donations. A common perception of
the Church is that it is an ancient
treasure chest with deep pockets, re

plete with opulent basilicas, a world-dass art collection, and tro
phy properties like New York's St. Patrick's Cathedi-al. Yet the
glittering holdings and the enormous reach of its institutions
mask serious, systemic operating problems.

For one thing, there is a startling lack of financial controls
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THE U. S. CATHOLIC CHURCH: HOWTT WORKS ^
TheRoman Catholic Church, nrith soirie S4 MILLION MEMBERS a?zrf

thousands ofaffiliated operations, is thelargest and most influeyitial
nongovernment organization in the U.S. But the Church is 7iot a unified

cqrporatimi: It is a decentralized organization with thousands of legally and
financially separate entities. Its 20,000 CATHOLIC CHURCHES raise some

$7.5 BILLION annually. Apriineronthe Church's hierarchy:

THE POPE

The Pope appoints the
bishops who run the
U.S. Church and sets
policies—including
rules on who may be
come a priest. The U.S.
is one of the wealthiest ,
Catholic countries and
a top contributor to.the
Vatican. Legally, the Vatican is a
sovereign state, beyond the reach of
U.s; law.

THE PAPAL NUNCIO

The Nuncio, who can-. .
not be an American, is
the Papal representa
tive to the U.S. Based

in Washington, he re
views all U.S. priests
nominated for bishop
before forwarding names to Rome for fi
nal approval.

Pope John Paul II
the Vatican

Archbishop
Gabriel Montalvo

THE U.S.

CONFERENCE OF
CATHOLIC BISHOPS

The Conference is a
kind of steering com
mittee for, the U.S. ,
Church, made uii'of the
375 U.S. bishops: With
a budget 6f:some $150 , , •
IVilLLIpN, it speaks for the U.S. Church
on policy matters such as abortion and .

.welfare and has com.riiltt^ees on every
thingfrom, worship to.^ policy. :

-The'Conferehce, funded- by the dioceses, •
does riot have any authority over therii/

n\
-r. 4^

These so-called

princes of the
Church have the
ultirhate power
over its future,
since they elect
the Pope. But the
U.S. has a small

role in the College
of Cardinals.

Cardinal Bernard
Law, Boston

DIOCESES

The key administrative unit of the
Church, it is comprised of many lo
cal parishes and headed by a bishop,
archbishop, or cardinal. Everything
from ordinations of priests to educa
tion is run at the diocesan level.
There are 194 IN THE U.S. Although
each diocese is a separate lega! enti-

•ty, abusive priests shuffled from
parish to parish may extend the trail
of liability.

PARISHES

the U.S. has some 20,000
PARISHES, and each individual
church depends on its members'
weekly donations, the major source
of funding. Congregations are grow
ing larger, averaging 3,000
MEMBERS, even as the number of
priests is falling, straining resources.
At the same time, the ranks of U.S.
Catholics are increasing with the ar
rival of new immigrants.; ^

' . • Data; Center for ^plied Research inthe/ '̂stolatea! . '
,. ' Ceorgetown University^ National Catholic Ediicationsl. Assn.: -

Catholic Health Assn.; U,S, Conference ofCatholic Bishops;
, Catholic Charities USA
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SCHOOLS

The Church is the largest operator of private
schools in the U.S., with over 2.6 MILLION
STUDENTS enrolled in its 6.900 elementary
schools and some 1,200 high schools
costing roughly $10 BILLION a year. Most of •
the elementary schools are attached to local

:parishes, w/hile iiigh schools are ofteri run by
a Catholic religious order, such as the Je- .
suits or Christian Brothers. Although tuition
has been rising sharply, schools still receive
large subsidies from the Church. .

UNIVERSITIES
I There are 230 Catholic colleges and univer-
; sities with a combined total of 670,000

STUDENTS, Most colleges are sponsored by a
.religious congregation, Wke the Jesuits, who

y have 28 colleges—including Georgetown
Boston College, and Holy Cross. Just ll'are

I sponsored by a diocese, and only Catholic
University in Washington is directly spon-
sored by the Church. There are few direct fi
nancial ties between most Catholic colleges
and the Church. Most are run by a lay board
of trustees. Like other private colleges tu
ition is the prima:7 source of revenue, though
some have sizable endowments, lilie Notre
Dame's $2.8 BILLION.

HEALTH CARE

The nonprofit health-care system includes
637 HOSPITALS, accounting for 17% of all
U.S. hospital admissions. The Church also
runs 122 home health-care agencies and
nearly 700 other service providers, including
assisted living, adalt day care, and senior
housing. The hospitals alone, have annual
expenses of$65 BILLION and account for
5% of U.S. health-care spending.

CHARITIES

Catholic Charities jsaconsists of 1,400
AGENCIES.that run soup kitchens, temporary -
shelters, child care, and refugee resettle-
jnent. In 1999, Catholic Charities had col-
lective. revenues of $2.34 BILLION. Most of
Jhat comes from state and local govern
ments and from program fees. The Church
iiiitttfrifnr -nfv—of income.
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and oversight—an omission that experts say has al
lowed bishops from California to Philadelphia to mis
use Church fwds. What's astounding to some is that
even though iiUions of-dollars are at stake, bishops
have ^ost free rein over ftmds and virtually no su
pervision. Moreover, some ofthe nation's largest dio-
ces^^ confronting worrisome structural problems-
including rising .
labor costs and
deteriorating IlMiVJ
school buildings
and churches, as ^lll>Tl*UliH*ii|'lti*ji|
well as its more tightfisted parishioner. The red ink is
already spilling. Boston's archdiocese is "facing a fi-
nanaal s^^," says financial director Smith, and will
ri^ a deficit ofabout $5 million this year. The Arch-
diocese of New York has a budget gap of about $20
miUion. In Chicago, which publishes perhaps the most
complete financial reports of any large U.S. archdio-
cese, the Chui-ch saw its operating deficit for parishes
^d^ools soar 63% last year, to $235 million. But it's
fai-^m insolvent, with $790 million in assets, most of
which is m real estate. .

Damage to the rest of the Church's empire is
also a concern. The U.S. Catholic Church is by far
the largest operator ofprivate schools, with 2.6 mil-

fI?" ooA^" '̂ f670,000 students attendtne ^60 Catholic colleges and universities. The na
tions Catholic hospitals account for 17% of all hos-
pi^ admissions, while Catholic Charities USA—which
collectively spends $2.3 billion annually—provides
everything from soup kitchens to child care to
refugee resettlement (table).

By no means would all ofthese institutions be vul-
nerable to billion-dollar legal settlements. Nor can
the Church be likened to a unified corporation or a
conglomerate. In the U.S., its members and assets
are divided along geographical lines into 194 dioceses «
ea^of which is legally separate (table). '

This fragmentation cuts two ways. It isone of the
Church s strongest defenses in the current legal 'I
fires^rm, makmg itall but impossible for plaintiffs to
go after the Church as a whole. The Vatican's bank 8?
accounts ^e also out ofreach: As a sovereign state ^2
It cannot be sued. Similarly, most ofthe Church's ed-
national, m^ical, and charitable agencies are walled
off. Although Boston College has a $1 biUion en- il
dowment, for example, it is ovvned by a lay board of Ss
trustees, with no ties to the Archdiocese of Boston, zi

But the financial web that ties together the SS
Church s massive network could be weakened if sS
nwre big jury awards and settlements materialize,
Chinches, dioceses, and even the Vatican have an es-
sentially s^biotic financial relationship—one that H
is largely hand-to-mouth and doesn't include large
cash reserves. Joseph Harris, financial officer for
the St Vincent de Paul Society in Seattle and a if
student of Church finances, estimates that the na-
tions nearly 20,000 parishes had revenues of $7.5 bil- M
lion m2000. About $6.5 billion went to cover direct
exper^es, and much ofthe remaining $I bilUon was
used to subsidize Catholic schools.

These pushes also support the dioceses' opera- >1
tions, which mturn funnel money to other needy s<
panshes, schools, or charitable programs. The dio- |l
ceses also send money up the hierarchy. They con-
tribute to the U.S. Conference of CathoUc Bishops
(USCCB) ^d also to the Holy See. "Rome doesn't 1?
usually offer to help distressed dioceses," says Bishop
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Joseph Galante of Dallas.
In f:ict, it's the reverse. •'-.^;

dioces<;s are the top two
contril'Ut^rs to the Holy

ported total revenues of

of defints, the Holy See
named then-Detroit Car-

dinal Edmund C. Szoka gM^S^^fcA W
the effective budget di-

Witliin two years, Szo-
ka had used management
basics IX) reverse 23 years
of deficits. He trimmed
overhead, boosted invest- ,
ment return, tripled con-
tributions from dioceses,
and even beg^ publish- FEELING THE PINCH I
ing a onsolidated balance I a a
sheet. Still, because the TflG Church 1^^^^
Vaticai, depends so heav- ig closing a lot
ily on U. S. contnbutions, °
a few financially crippling 01 itS SChOOlS. Bg
jury awarfs at the parish Wawick, Iji^
level c<>uld send a npple ' |B^ra
effect all the way to R. I., thC Aldrich ^H|||

-fi.' u . mansion may haveEve'i with so much at *'

stake, most bishops and tO gO On th0 biOCk
Cardinals have little ii-

nancial training and follow no Church-mandated accounting or
auditing procedures, though some have professional ad\ice as
well as boards of advisers. "Every bishop is responsible for
his own diocese—he doesn't have to send Rome a financial
statement," says Szoka. This leads to wide variation. In New
York, for instance, the late Cardinal John O'Connor, though
belove<l by his flock, had a reputation for being a terrible fi-

nancial administrator. He

was ill at ease with

wealthy donors who
could have pumped up
Church coffers. Yet he

loved t) bail out money-losing schools and parishes, and blew
through virtually the entire endowment.

Somo believe Pope John Paul H chose Cardinal Edward
Egan to succeed O'Connor in part because of Egan's strong
record as a money mastermind. Egan mopped up a financial
mess in the Archdiocese of Bridgeport and counts former
General Electric Chairman Jack Welch as a trusted adviser.

mansion may have
to go on the block

eiVIKG TO
CHURCH ASA
PERCEHTACE
OF IHCOME

MORMiW PROTlSIflKTS CSm0llCS:5,';.B0STDH'l<EW.Y0RK:itHICA60.'-J?- , 9«02

Dala-CatfioItaOTtisiNajioni'&s^f ChurciiPerspnne|'Aifrni^fe - -.r.

38 BusinessWeek / April 15, 2002

and*''othe^ 'properties '{11
the early '90s, even as

allegedly forced a priest to have sex with him in exchange for
covering up the priest's embezzlement of church funds. Only lat
er did the laity learn the bishop had also incurred enormous
losses thi-ough mismanagement, including offshore investments.
And in Ft. Lauderdale, local law enforcement authorities are
now investigating $800,000 in missing funds at a local Catholic
parish. Getting the financial documents "has not been easy,"
says a spokesman for the Archdiocese of Miami.

So far, many of the doors that could reveal a true picture of
the Church's finances remain tightly sealed. Kenneth Korotky,
chief financial officer of the usccb, says the U.S. Church has
not even attempted to prepare a consolidated financial state
ment Although Chicago, Detroit, Shreveport, and other dioceses
do disclose their numbers, some of the largest—^including New
York and Philadelphia—refuse to release financial reports to
their members. Chiles E. Zech, an economics professor at Vil-
lanova University, in Villanova, Pa., says 38% of Catholics
don't know how parish donations are being spent.

The same secrecy has obscured just how much the Church

ORpERSa®!^!

LAY PARISH $45,071LAY PARISH
ADMINISTRATORS



parish administrators—often hired to do work once done by
priests—are paid around $45,000, says Doyle. That's not to
mention the need to increase the notoriously low salaries paid
to teachers in most Catholic schools. But inner-city Catholic
schools are in no position to hike salaries. As it is, "affording tu
ition [of $2,300] is a big problem" for parents sending their kids
to McKinley Park Catholic School on Chicago's Southwest
Side, says the Reverend James Hyland. Enrollment in Chic^[o
as a whole dropped 3.4% in the current school year, the most in
a decade, leading the Archdiocese to announce it would close 16
elementary schools.

Catholic charities could also be hurt. In Boston, Catholic
Charities—the No.2 pro\ider of sodal services after the state—
is ab-eady planning a 15% reduction in its central staff and is
bailing out of some of its programs. Mostly that's because of re
duced government funds, which provide 54% of its budget.
But in the wake of the abuse scandal, fund-raising could also
suffer. Health care won't be directly hit by the scandals, argues

the Reverend Michael D.

has paid out so far in settlements and how much more could
be on the line. Mark Chopko, general counsel at the USCCB,
says he "doesn't know the total volume of settlements" be
cause many were sealed but estimates that $350 million has
been paid to victims so far. But plaintiffs' lawyers insist the
amount is close to $1 billion. Moreover, the legal climate is

tilting against the
Church, warns law dean
Schiltz, who has defend-
ed both Protestant and

Catholic churches against
almost 500 sexual misconduct suits. Given the volume of
damning media coverage, SchDtz predicts legislators in some
states eventually will make it easier to sue the Church.

At the same time, the Church faces "an increasingly grim
insurance situation," adds Schiltz. What little coverage it
has is l)eing exhausted. In Boston, "we have paid out just less
than $-30 million in claims and expenses relating to miscon
duct," says Smith, the

ilarly, a:ler sex-abuse settlements and a scandal CARDINAL EGAN
involving its bishop, Santa Rosa was saddled .
with a ^16 million debt. It was forced to ax 50 of Tn6 HCW hG3,d
75 employees, sell land, and borrow from other of th©AfChdiO
dioceses. What's next? In Boston, there's specu- . at- i u
iation the Archdiocese might sell some prized 0fN6wY0rkh(
land to Boston College, which wants to expand, of fiSCS
And in Providence, lawyers are eyeing the dio- j. ...
cese's most opulent property—the Aldrich man- UlSCiplinG
sion in ^Varwick, R. I., where John D. Rockefeller
Jr. was married. is to

An additional strain on the entire Church is a mounting la- ops i
bor-cost crisis. For decades, the Church relied on an armyof cial
priests and nuns, paid next to nothing, to run its parishes and not i
schools. Now experts fear the abuse scandal will deal a fur- It
ther blo^v to the priesthood, since even fewer men will choose ry, t
this vocation—at least until the chastity rule is relaxed. Chm

Meanwhile, with the average priest now 60years old, "the and
number ofactive priests will shrink" as retirements pick up, moni
says BriiJi Froehle, head of the Centerfor Applied Research in W
the Apostolate. Add to that the decline in the ranks of nuns— Vati*
whose nambers have dropped from 174,000 in 1965 to less Pah
than half that now—and the Church will have to rely more on
lay workers, who arefar more costly. The median salary for a
diocesan priest is about $13,600, plus $16,000 in living expens
es, says Sister Ellen Doyle, executive director of the National For
Association of Church Personnel Administrators. In contrast,
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of the Archdiocese

of New York has a

record of fiscal

mo^^ toward mor^
GAN fill measiu-es to prevent further cases of sex

j abuse by priests—a subject the U.S. Bishops
%vill address at their June meeting.

idiOCeSe there are few signs the Bishops—or the
, , Pope, who has the ultimate say—are about to
Klias a heed the will of reformers. "I don't see a major
iSCal change coming in celibacy" right now, says Bish

op Galante. Nor does the Church appear to be
moving toward requirements for a more trans
parent system of financial reporting. "Our mission

is to preach the Gospel," says Cardinal Szoka, who xffges bish
ops to publish finances but dismisses American calls for finan
cial reforms as a result of "secularization." The Church "is
not an empire. It's not a financial entity. That's secular talk."

It's all a forceful reminder that, after 2,000 years of histo
ry, the Catholic Church isn't a democracy. But for the U.S.
Church, the stakes have never been this high. Further delays
and missteps may only increase the price it must pay—in
money, in prestige, and ultimately, in power.

With Michelle Conlin in New York, Gail Edmondson in
Vatican City, Ann Therese Palmer in Chicago, Christopher
Palmeri in Los Angeles, and Aixa M. Pascxial in Atlanta

For a Q&A with Cardinal Edmund C. Szol<a, the Vatican's top finance
man, see the Apr. 5 Daily Briefing at vmw.businessweek.com.
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