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Fraud Risk Assessment and Management

Fraud Impact Analysis

Anti-Money Laundering (AML)

Related terms: Know Your Customer, Suspicious Activity Report

Explanation: AML refers to the set of laws, regulations, and procedures designed to prevent criminals from
disguising illicit funds as legitimate revenue. In a fraud risk assessment, AML controls help identify
transactions that could be linked to fraud schemes such as embezzlement or procurement fraud. Example: a
supplier consistently receives payments just below the reporting threshold, triggering an AML review.
Practical application: organizations embed AML checks into payment gateways to flag unusual patterns.
Challenges: balancing thorough monitoring with customer privacy and avoiding false positives that strain
resources.

Beneficial Owner

Related terms: Ultimate Beneficial Owner, Ownership Transparency

Explanation: The beneficial owner is the natural person who ultimately owns or controls a legal entity,
regardless of the name on official documents. Identifying beneficial owners is crucial for fraud impact
analysis because hidden ownership can mask conflicts of interest or collusion. Example: a shell company
used to divert funds from a public contract is linked to a senior executive who is the real beneficiary.
Practical application: firms conduct ownership mapping during due-diligence to uncover hidden
relationships. Challenges: complex corporate structures and jurisdictions with weak disclosure requirements
can impede accurate identification.

Control Environment

Related terms: Tone at the Top, Governance Framework

Explanation: The control environment encompasses the attitudes, policies, and procedures that set the
foundation for internal control effectiveness. A strong control environment reduces the likelihood of fraud
by promoting ethical behavior and clear accountability. Example: a company that publicly commits to zero
tolerance for fraud establishes a robust control environment. Practical application: auditors assess board
oversight, code of conduct enforcement, and segregation of duties as part of the fraud impact analysis.
Challenges: cultural resistance and inconsistent enforcement can erode the intended controls.

Detective Controls

Related terms: Preventive Controls, Monitoring Mechanisms

Explanation: Detective controls are processes that identify fraud after it has occurred, allowing organizations
to respond quickly. They complement preventive controls by providing a safety net. Example: automated
exception reporting that highlights payments exceeding approved limits. Practical application: fraud impact
analysis incorporates the effectiveness of detective controls to estimate potential loss exposure. Challenges:
over-reliance on alerts can generate alert fatigue, and delayed detection may increase remediation costs.

Enterprise Risk Management (ERM)
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Related terms: Risk Appetite, Strategic Risk

Explanation: ERM is a holistic approach to identifying, assessing, and managing risks across an organization,
aligning risk decisions with business objectives. Fraud impact analysis is a component of ERM, ensuring that
fraud risk is considered alongside operational, financial, and reputational risks. Example: a multinational firm
integrates fraud scenario testing into its ERM dashboard. Practical application: risk owners allocate
resources based on the quantified impact of potential fraud events. Challenges: siloed risk functions and
inadequate data sharing can limit the effectiveness of ERM.

Fraud Impact Analysis

Related terms: Loss Estimation, Risk Quantification

Explanation: Fraud impact analysis evaluates the potential consequences of fraud incidents, including
financial loss, reputational damage, regulatory penalties, and operational disruption. It quantifies the
severity of identified fraud scenarios to prioritize mitigation efforts. Example: a procurement fraud scenario
predicts a direct loss of $2 million, plus indirect costs of brand erosion. Practical application: analysts use
historical loss data, scenario modeling, and Monte Carlo simulations to estimate exposure. Challenges: data
scarcity, difficulty in assigning monetary value to intangible impacts, and rapidly evolving fraud techniques
can affect accuracy.

Fraud Triangle

Related terms: Pressure, Opportunity, Rationalization

Explanation: The fraud triangle describes three elements that drive individuals to commit fraud: financial
pressure, perceived opportunity, and a rationalized justification. Understanding the triangle helps
investigators uncover root causes. Example: an employee under personal debt pressure discovers a weak
segregation of duties, rationalizing the theft as a temporary fix. Practical application: fraud impact analysis
incorporates assessments of each triangle component to gauge likelihood. Challenges: psychological factors
are difficult to measure, and cultural norms may obscure rationalization.

Forensic Accounting

Related terms: Financial Investigation, Evidence Preservation

Explanation: Forensic accounting involves applying accounting skills to investigate fraud, quantify losses,
and support legal proceedings. Practitioners reconstruct transaction histories, trace asset flows, and identify
irregularities. Example: a forensic accountant uncovers a series of fictitious vendor invoices used to siphon
funds. Practical application: findings feed directly into the fraud impact analysis, refining loss estimates and
identifying control gaps. Challenges: limited access to source data, time-sensitive investigations, and the
need for specialized expertise.

Governance, Risk, and Compliance (GRC)

Related terms: Integrated Framework, Policy Management

Explanation: GRC is an integrated approach that aligns governance, risk management, and compliance
activities to achieve organizational objectives. Fraud impact analysis is a risk component within GRC,
ensuring that fraud considerations are embedded in compliance monitoring. Example: a GRC platform
consolidates fraud incident reports with regulatory filing deadlines. Practical application: dashboards display
fraud exposure alongside other risk metrics, enabling senior management to allocate resources. Challenges:
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data silos, inconsistent terminology, and overlapping responsibilities can hinder integration.

Internal Audit

Related terms: Audit Scope, Control Testing

Explanation: Internal audit provides independent assurance that an organization’s risk management, control,
and governance processes are effective. Auditors assess fraud risk, test controls, and recommend
improvements. Example: an internal audit team performs a focused review of cash disbursement processes
after a fraud impact analysis highlights high exposure. Practical application: audit findings inform the
prioritization of remediation actions. Challenges: limited audit resources, evolving fraud tactics, and
potential resistance from business units.

Key Risk Indicator (KRI)

Related terms: Performance Metric, Threshold

Explanation: KRIs are quantifiable measures that signal increasing risk exposure, including fraud risk. They
enable early detection of emerging threats. Example: a sudden rise in vendor invoice exceptions serves as a
KRI for procurement fraud. Practical application: KRIs are embedded in dashboards used for ongoing fraud
impact monitoring. Challenges: selecting meaningful KRIs, avoiding information overload, and ensuring data
quality.

Loss Prevention

Related terms: Asset Protection, Risk Mitigation

Explanation: Loss prevention comprises strategies and actions aimed at reducing the frequency and severity
of fraud losses. It includes both preventive and detective measures. Example: implementing dual-approval
for high-value payments reduces the opportunity for unauthorized transfers. Practical application: loss
prevention initiatives are prioritized based on the potential impact identified in the fraud impact analysis.
Challenges: cost-benefit analysis, employee pushback, and dynamic fraud schemes.

Materiality Threshold

Related terms: Significant Amount, Reporting Limit

Explanation: The materiality threshold defines the monetary level at which a misstatement or loss is
considered significant for reporting and remediation. In fraud impact analysis, it determines which incidents
trigger formal investigation. Example: a company sets a $50,000 threshold for mandatory fraud reporting.
Practical application: incidents below the threshold may be handled through routine controls, while those
above require escalation. Challenges: thresholds that are too high may miss emerging fraud patterns; too
low can overwhelm resources.

Mitigation Strategy

Related terms: Control Enhancement, Risk Transfer

Explanation: A mitigation strategy outlines specific actions to reduce the likelihood or impact of identified
fraud risks. It may involve strengthening controls, outsourcing certain processes, or purchasing insurance.
Example: adopting automated invoice matching reduces the chance of duplicate payments. Practical
application: each mitigation is linked to a quantified reduction in potential loss within the fraud impact
analysis. Challenges: implementation costs, change management, and ensuring ongoing effectiveness.

Read online: https://learnuni.com/glossaries/5401782/fraud-impact- LearnUNI - 22 Jul 2026
analysis



LearnlUINI GLOSSARY

LEARNING SHOULD BE FREE

Operational Risk

Related terms: Process Failure, Business Continuity

Explanation: Operational risk arises from inadequate or failed internal processes, people, systems, or
external events. Fraud is a subset of operational risk, and its impact must be assessed alongside other
operational threats. Example: a system outage that disables transaction monitoring increases fraud
exposure. Practical application: operational risk frameworks incorporate fraud impact scores to prioritize
resource allocation. Challenges: distinguishing fraud-related operational failures from other causes and
measuring indirect effects.

Probability of Occurrence

Related terms: Likelihood, Risk Rating

Explanation: Probability of occurrence estimates how often a specific fraud scenario is expected to happen,
based on historical data, industry benchmarks, and expert judgment. It is a core component of fraud impact
analysis. Example: a high-value procurement fraud scenario may have a low probability (5%) but high
impact. Practical application: probabilities are combined with impact values to calculate risk scores.
Challenges: limited data, bias in expert assessments, and changing fraud tactics can affect reliability.

Qualitative Assessment

Related terms: Subjective Evaluation, Risk Narrative

Explanation: Qualitative assessment involves evaluating fraud risk using non-numeric criteria such as control
maturity, governance culture, and employee sentiment. It complements quantitative methods. Example:
interview feedback indicating a permissive attitude toward minor policy breaches suggests higher fraud risk.
Practical application: qualitative insights are documented in the fraud impact analysis to support risk
rankings. Challenges: consistency across assessors, potential for bias, and difficulty in translating narratives
into actionable metrics.

Regulatory Penalty

Related terms: Enforcement Action, Compliance Violation

Explanation: A regulatory penalty is a monetary or non-monetary sanction imposed by a governing body for
non-compliance with laws or regulations, often including fraud-related statutes. The penalty component is
factored into the total impact of a fraud event. Example: a financial institution fined $10 million for
inadequate anti-fraud controls. Practical application: penalty estimates are incorporated into loss models
within the fraud impact analysis. Challenges: variability in enforcement severity across jurisdictions and
difficulty predicting future regulatory trends.

Risk Appetite

Related terms: Risk Tolerance, Strategic Alignment

Explanation: Risk appetite defines the amount and type of risk an organization is willing to accept in pursuit
of its objectives. It guides the level of controls and resources allocated to fraud prevention. Example: a firm
with a low risk appetite for financial fraud invests heavily in automated monitoring. Practical application:
fraud impact analysis results are compared against the defined appetite to determine acceptable exposure
levels. Challenges: communicating appetite across the enterprise and adjusting it as business conditions
evolve.
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Scenario Planning

Related terms: What-If Analysis, Stress Testing

Explanation: Scenario planning creates detailed narratives of potential fraud events to evaluate their impact
under varying conditions. It helps organizations anticipate complex, multi-vector attacks. Example: a
scenario where a cyber breach compromises vendor master data, enabling mass invoice fraud. Practical
application: each scenario is scored for likelihood and impact, feeding into the overall fraud impact analysis.
Challenges: ensuring scenarios are realistic, avoiding tunnel vision, and updating them as threats evolve.

Segregation of Duties (SoD)

Related terms: Control Separation, Conflict of Interest

Explanation: SoD is a control principle that distributes critical tasks among different individuals to prevent
any single person from executing a fraud-prone process end-to-end. Example: one employee initiates a
payment while another authorizes it. Practical application: SoD matrices are reviewed during fraud impact
analysis to identify gaps that increase exposure. Challenges: small organizations may lack sufficient staff,
and technology automation can inadvertently re-concentrate duties.

Threat Landscape

Related terms: Fraud Evolution, Adversary Capabilities

Explanation: The threat landscape describes the current and emerging fraud techniques, actors, and
motivations that organizations face. Understanding it informs the selection of relevant fraud scenarios.
Example: rise of deep-fake technology enabling synthetic identity fraud. Practical application: threat
intelligence feeds are incorporated into the fraud impact analysis to keep risk models current. Challenges:
rapid innovation, information overload, and differentiating credible threats from noise.

Undue Influence

Related terms: Conflict of Interest, Bribery

Explanation: Undue influence occurs when an individual's decision-making is improperly swayed by
personal or external interests, creating a fertile ground for fraud. Example: a procurement manager awards
contracts to a relative’s firm without competitive bidding. Practical application: control assessments examine
procurement approval processes for signs of undue influence, feeding into impact calculations. Challenges:
detecting subtle influence, cultural norms that tolerate nepotism, and limited whistleblower channels.

Value at Risk (VaR)

Related terms: Statistical Measure, Loss Distribution

Explanation: VaR quantifies the maximum expected loss over a specific time horizon at a given confidence
level. While traditionally used in market risk, VaR can be adapted to estimate potential fraud losses.
Example: a 95% VaR of $1 million indicates that fraud losses are unlikely to exceed that amount in a year.
Practical application: VaR provides a benchmark for setting loss prevention targets within the fraud impact
analysis. Challenges: assumptions about loss distribution, data scarcity, and the exclusion of low-probability,
high-impact events.

Whistleblower Program
Related terms: Reporting Hotline, Protection Policy
Explanation: A whistleblower program offers employees a confidential channel to report suspected fraud or
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misconduct, often with legal protections against retaliation. Example: an employee reports a colleague's
falsified expense claims through an anonymous portal. Practical application: reports are triaged and
incorporated into the fraud impact analysis to identify emerging patterns. Challenges: ensuring anonymity,
fostering trust, and managing the volume of reports without overwhelming investigators.

Zero-Tolerance Policy

Related terms: Strict Enforcement, Compliance Culture

Explanation: A zero-tolerance policy declares that any confirmed fraud will result in immediate disciplinary
action, up to termination. It signals organizational commitment to integrity and deters potential
perpetrators. Example: a company terminates an employee after uncovering a small but deliberate invoice
manipulation. Practical application: the policy is referenced in training and performance evaluations,
reinforcing controls identified in the fraud impact analysis. Challenges: balancing fairness with deterrence,
avoiding a climate of fear, and ensuring consistent application across all business units.
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