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Fraud Risk Assessment and Management

Fraud Prevention Strategies

Anti‑money Laundering (AML)
Related terms: Know Your Customer, Suspicious Activity Report (SAR).
Explanation: A set of procedures, laws, and regulations designed to stop the practice of disguising illegally
obtained funds as legitimate income. Example: A bank requires new clients to provide identification and
source‑of‑funds documentation before opening an account. Practical application: Ongoing transaction
monitoring systems flag abnormal patterns for review. Challenges: Keeping up with evolving laundering
techniques and cross‑jurisdictional legal differences.

Anti‑fraud Controls
Related terms: Risk assessment, Internal controls.
Explanation: Measures implemented to detect, prevent, and mitigate fraudulent activities. Example:
Segregation of duties ensures no single employee can both initiate and approve a payment. Practical
application: Automated controls in enterprise resource planning (ERP) software enforce approval
hierarchies. Challenges: Balancing control rigor with operational efficiency and avoiding “control fatigue”
among staff.

Automated Monitoring Systems
Related terms: Continuous auditing, Data analytics.
Explanation: Software tools that analyze transactions in real time to identify anomalies indicative of fraud.
Example: A retail chain uses rule‑based alerts to detect duplicate refunds. Practical application: Integration
with fraud‑risk dashboards enables rapid response. Challenges: High false‑positive rates and the need for
regular rule tuning.

Baseline Activity Profile
Related terms: Normal behavior, Transaction baseline.
Explanation: The typical pattern of legitimate activity against which deviations are measured. Example: An
employee’s normal expense claim amounts cluster around $200‑$500; a sudden $5,000 claim deviates from
the baseline. Practical application: Machine‑learning models establish baselines for each user. Challenges:
Accurately modeling variability and accommodating legitimate changes in behavior.

Beneficial Owner Identification
Related terms: Ownership transparency, Ultimate beneficial owner (UBO).
Explanation: The process of determining the natural person who ultimately owns or controls a legal entity.
Example: A shell company registers a nominee director, but the beneficial owner is the hidden investor.
Practical application: Mandatory disclosure forms require companies to list UBOs. Challenges: Complex
corporate structures and offshore jurisdictions can obscure true ownership.

Behavioral Analytics
Related terms: Predictive modeling, Anomaly detection.
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Explanation: Analysis of user actions to predict and spot irregular behavior that may signal fraud. Example: A
login from an unfamiliar device followed by a high‑value transaction triggers an alert. Practical application:
Risk scores are generated for each transaction based on behavior. Challenges: Privacy concerns and the
need for large data sets to train accurate models.

Black‑list Screening
Related terms: Watch‑list filtering, Sanctions compliance.
Explanation: The process of checking parties against known lists of prohibited individuals or entities.
Example: A financial institution blocks payments to a name appearing on a government sanctions list.
Practical application: Automated screening engines run daily updates of blacklist data. Challenges: Name
variations, false matches, and maintaining up‑to‑date lists.

Bribery and Corruption Controls
Related terms: Anti‑bribery policy, Foreign Corrupt Practices Act (FCPA).
Explanation: Policies and procedures aimed at preventing illicit payments to influence business decisions.
Example: A sales manager is prohibited from offering gifts exceeding a set monetary limit to a client.
Practical application: Regular training on permissible business entertainment. Challenges: Cultural
differences and distinguishing legitimate hospitality from bribery.

Business Process Re‑engineering (BPR)
Related terms: Process redesign, Workflow optimization.
Explanation: The systematic redesign of core business processes to improve efficiency and reduce fraud risk.
Example: Streamlining invoice approval reduces opportunities for fictitious vendor creation. Practical
application: Mapping current processes, identifying control gaps, and implementing new procedures.
Challenges: Resistance to change and ensuring new processes do not create unintended vulnerabilities.

Cash‑in‑Transit Controls
Related terms: Physical security, Asset protection.
Explanation: Safeguards for cash and valuables while being moved between locations. Example: Use of
armored carriers with GPS tracking for cash pickups. Practical application: Dual‑control seals on cash bags
and reconciliation upon receipt. Challenges: High logistical costs and potential insider collusion.

Cash‑Handling Policies
Related terms: Treasury management, Cash reconciliation.
Explanation: Guidelines governing the receipt, storage, and disbursement of cash. Example: Cashiers must
deposit daily takings into a safe before end‑of‑day reconciliation. Practical application: Regular surprise cash
counts by internal audit. Challenges: Human error and temptation for misappropriation in high‑cash
environments.

Channel Fraud Prevention
Related terms: E‑commerce security, Payment gateway.
Explanation: Strategies to mitigate fraud specific to sales or service channels. Example: Implementing
address verification system (AVS) for online credit‑card transactions. Practical application: Real‑time risk
scoring for each channel entry point. Challenges: Balancing friction for legitimate customers against fraud
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deterrence.

Check‑Fraud Detection
Related terms: Positive pay, Image‑based verification.
Explanation: Techniques used to identify counterfeit or altered checks. Example: Bank scans checks for
mismatched fonts and micro‑printing. Practical application: Positive‑pay system where the issuer sends a file
of authorized checks to the bank for comparison. Challenges: Sophisticated printing technology that mimics
security features.

Compliance Audits
Related terms: Regulatory review, Internal audit.
Explanation: Independent examinations to verify adherence to laws, regulations, and internal policies.
Example: A quarterly audit reviews AML procedures for gaps. Practical application: Audit reports include
corrective action plans with deadlines. Challenges: Resource intensity and ensuring audit findings lead to
effective remediation.

Conflict‑of‑Interest Management
Related terms: Ethics policy, Disclosure statements.
Explanation: Processes to identify and mitigate situations where personal interests could influence
professional decisions. Example: An employee must disclose any ownership in a vendor before participating
in procurement. Practical application: Mandatory conflict‑of‑interest forms reviewed by compliance.
Challenges: Hidden relationships and subjective assessment of risk.

Continuous Controls Monitoring (CCM)
Related terms: Real‑time auditing, Automated controls.
Explanation: Ongoing automated assessment of control effectiveness using technology. Example: ERP
system checks every invoice for duplicate vendor numbers. Practical application: Dashboard displays control
status and exceptions in real time. Challenges: Integration with legacy systems and ensuring data integrity.

Corporate Governance
Related terms: Board oversight, Risk committee.
Explanation: Framework of rules, practices, and processes by which a company is directed and controlled.
Example: Board establishes a fraud‑risk oversight committee. Practical application: Governance policies
require periodic reporting of fraud metrics to senior leadership. Challenges: Aligning governance structures
with fast‑changing risk landscapes.

Credit Card Fraud Controls
Related terms: Tokenization, CVV verification.
Explanation: Measures to prevent unauthorized use of credit‑card information. Example: Point‑of‑sale
terminals require chip‑and‑pin authentication. Practical application: Tokenization replaces card numbers
with non‑sensitive tokens for storage. Challenges: Card‑not‑present fraud in e‑commerce environments.

Cross‑Border Fraud Risk
Related terms: International compliance, Transfer pricing.
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Explanation: Fraud exposure arising from transactions that span multiple jurisdictions. Example: A vendor
invoices a subsidiary in another country with inflated prices. Practical application: Transfer‑pricing policies
require documentation and third‑party benchmarking. Challenges: Differing legal regimes and limited
visibility into foreign operations.

Data Encryption
Related terms: Secure transmission, Public key infrastructure (PKI).
Explanation: Converting data into a coded format to prevent unauthorized access. Example: Sensitive
customer data is encrypted at rest and during transmission. Practical application: Use of TLS for web
communications and AES for database storage. Challenges: Key management and ensuring encryption does
not impede legitimate data processing.

Data Governance
Related terms: Data stewardship, Master data management.
Explanation: The overall management of data availability, usability, integrity, and security. Example: A
data‑governance council defines who can create vendor master records. Practical application: Data quality
rules enforce mandatory fields to reduce fraudulent entries. Challenges: Silos across departments and
maintaining consistent policies.

Data Mining for Fraud
Related terms: Pattern recognition, Predictive analytics.
Explanation: Extracting useful information from large data sets to uncover hidden fraud patterns. Example:
Mining expense reports reveals a cluster of similar receipts from the same vendor. Practical application:
Statistical models flag outliers for manual review. Challenges: Large data volumes and distinguishing noise
from meaningful signals.

Deception Detection Techniques
Related terms: Behavioral interviewing, Voice stress analysis.
Explanation: Methods used to identify signs of deceit during interactions. Example: Interviewers note
inconsistencies in a whistle‑blower’s story. Practical application: Structured interview protocols reduce
reliance on intuition. Challenges: Subjectivity and the risk of false accusations.

Denial‑of‑Service (DoS) Prevention
Related terms: Network security, Traffic filtering.
Explanation: Strategies to protect systems from being overwhelmed by malicious traffic. Example: A web
application firewall throttles excessive requests from a single IP address. Practical application: Rate‑limiting
rules protect online transaction portals. Challenges: Distinguishing legitimate spikes from attacks and
maintaining service availability.

Digital Signature Verification
Related terms: Public key infrastructure (PKI), Document authentication.
Explanation: Using cryptographic signatures to confirm the integrity and origin of electronic documents.
Example: An invoice signed with a digital certificate assures the recipient it has not been altered. Practical
application: Workflow systems require a valid digital signature before processing payments. Challenges:
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Certificate expiration and managing trusted certificate authorities.

Document Forgery Detection
Related terms: Counterfeit analysis, Forensic examination.
Explanation: Techniques to identify altered or fabricated documents. Example: Watermark inspection reveals
a falsified contract. Practical application: Scanners with UV capabilities detect hidden security features.
Challenges: Sophisticated printing technologies that replicate security elements.

Employee Background Checks
Related terms: Pre‑employment screening, Credential verification.
Explanation: Investigation of a candidate’s history to assess suitability and fraud risk. Example: Verifying
prior employment dates and checking for criminal records. Practical application: Automated
background‑check services streamline the process. Challenges: Data privacy regulations and false‑positive
matches.

Ethics Hotline
Related terms: Whistle‑blower program, Anonymous reporting.
Explanation: A confidential channel for employees to report suspected misconduct. Example: A hotline
receives a tip about invoice manipulation. Practical application: Reports are routed to an independent
compliance team for investigation. Challenges: Ensuring anonymity, preventing retaliation, and managing
volume of reports.

Expense Reimbursement Controls
Related terms: Travel policy, Receipt verification.
Explanation: Procedures to validate employee expense claims. Example: Requiring original receipts for any
claim over $25. Practical application: Automated expense‑management software enforces policy limits and
flags duplicate receipts. Challenges: High volume of claims and distinguishing legitimate expenses from
fraudulent ones.

External Fraud Audits
Related terms: Independent review, Third‑party assessment.
Explanation: Audits performed by outside firms to evaluate fraud‑prevention effectiveness. Example: A
consulting firm reviews a retailer’s point‑of‑sale controls. Practical application: Audit findings are presented
to senior management with recommendations. Challenges: Cost and ensuring audit scope aligns with
organizational risk.

Facial Recognition Authentication
Related terms: Biometric verification, Identity proofing.
Explanation: Using facial features to confirm a person’s identity. Example: A banking app unlocks after
scanning the user’s face. Practical application: Multi‑factor authentication combines facial recognition with a
PIN. Challenges: Accuracy across diverse populations and privacy concerns.

Financial Statement Analysis
Related terms: Ratio analysis, Red‑flag identification.
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Explanation: Reviewing financial reports to detect inconsistencies that may indicate fraud. Example: Unusual
growth in accounts receivable without corresponding sales. Practical application: Analytical procedures are
part of the audit plan. Challenges: Complex accounting entries can mask fraudulent activity.

Fraud Risk Assessment (FRA)
Related terms: Risk matrix, Control environment.
Explanation: Systematic evaluation of potential fraud scenarios, their likelihood, and impact. Example:
Assessing the risk of vendor fraud in procurement processes. Practical application: Scoring models prioritize
high‑risk areas for monitoring. Challenges: Subjectivity in scoring and limited historical data.

Fraud Detection Software
Related terms: Rule‑based engine, Machine learning.
Explanation: Applications that analyze transactions to identify suspicious activity. Example: A banking
system flags wire transfers exceeding a set threshold for review. Practical application: Integration with
case‑management tools streamlines investigation. Challenges: Balancing sensitivity to capture fraud while
minimizing false alerts.

Fraud Heat Map
Related terms: Risk visualization, Geographic analysis.
Explanation: Visual representation of fraud incidence across locations or business units. Example: A heat
map shows higher invoice‑fraud rates in a specific regional office. Practical application: Management uses
the map to allocate investigative resources. Challenges: Data accuracy and ensuring timely updates.

Fraud Investigation Protocol
Related terms: Incident response, Evidence preservation.
Explanation: Step‑by‑step procedures for examining suspected fraud cases. Example: Securing relevant
documents, interviewing witnesses, and documenting findings. Practical application: A standard template
guides investigators through each phase. Challenges: Maintaining chain of custody and avoiding
contamination of evidence.

Fraud Management Committee
Related terms: Governance body, Oversight council.
Explanation: A cross‑functional team responsible for overseeing fraud‑prevention initiatives. Example: The
committee reviews quarterly fraud metrics and approves remediation plans. Practical application:
Membership includes finance, compliance, IT, and legal representatives. Challenges: Coordinating schedules
and achieving consensus on priorities.

Fraud Monitoring Dashboard
Related terms: Real‑time reporting, KPI tracking.
Explanation: Interactive interface displaying key fraud indicators and trends. Example: Dashboard shows
number of high‑risk alerts generated each day. Practical application: Alerts trigger escalation to senior
management when thresholds are breached. Challenges: Data latency and ensuring dashboard reflects the
most relevant metrics.
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Fraud Prevention Culture
Related terms: Ethical climate, Tone at the top.
Explanation: Organizational environment that promotes integrity and discourages fraudulent behavior.
Example: Leaders regularly communicate zero‑tolerance policies for fraud. Practical application: Incentive
structures reward compliance and ethical conduct. Challenges: Overcoming entrenched norms that may
tolerate minor infractions.

Fraud Risk Appetite
Related terms: Risk tolerance, Strategic risk.
Explanation: The level of fraud risk an organization is willing to accept in pursuit of its objectives. Example: A
startup may accept higher fraud exposure in exchange for rapid growth. Practical application: Risk appetite
statements guide investment in controls. Challenges: Quantifying intangible risk preferences and aligning
with board expectations.

Fraud Scenarios
Related terms: Threat modeling, Use cases.
Explanation: Hypothetical situations outlining how fraud could occur. Example: A scenario describes a
colluding employee creating a fictitious vendor. Practical application: Scenarios inform testing of controls
and training exercises. Challenges: Keeping scenarios current with emerging fraud techniques.

Fraud Scoring Model
Related terms: Predictive analytics, Risk rating.
Explanation: Quantitative model assigning a probability score to each transaction based on risk factors.
Example: A score above 80 triggers mandatory review. Practical application: Models are periodically
retrained with new fraud cases. Challenges: Model drift over time and potential bias in scoring.

Fraud Training Programs
Related terms: Awareness workshops, E‑learning modules.
Explanation: Educational initiatives to inform employees about fraud risks and detection methods. Example:
Annual training covers common phishing tactics. Practical application: Completion rates are tracked and
linked to performance goals. Challenges: Engagement levels and ensuring content remains relevant.

General Data Protection Regulation (GDPR) Compliance
Related terms: Data privacy, Consent management.
Explanation: Legal framework governing personal data handling in the European Union. Example:
Organizations must obtain explicit consent before processing employee data for fraud monitoring. Practical
application: Data‑processing agreements outline permissible uses. Challenges: Balancing fraud‑prevention
needs with privacy rights.

Governance, Risk, and Compliance (GRC) Platform
Related terms: Integrated risk management, Policy management.
Explanation: Software that centralizes governance, risk, and compliance activities. Example: A GRC platform
tracks control test results and audit findings. Practical application: Dashboards provide unified visibility of
fraud‑related risks. Challenges: Integration with existing systems and user adoption.
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Identity Theft Prevention
Related terms: Credential protection, Multi‑factor authentication (MFA).
Explanation: Strategies to safeguard personal identifiers from unauthorized use. Example: Using
token‑based MFA reduces the risk of stolen passwords. Practical application: Regular password rotation
policies. Challenges: User resistance to complex authentication steps.

Impact Assessment
Related terms: Cost‑benefit analysis, Risk quantification.
Explanation: Evaluation of the potential financial and reputational consequences of fraud. Example:
Estimating loss from a single invoice‑fraud incident at $50,000. Practical application: Results inform
budgeting for control investments. Challenges: Estimating intangible costs like brand damage.

Incident Response Plan (IRP)
Related terms: Crisis management, Business continuity.
Explanation: Documented procedures for reacting to fraud incidents. Example: Immediate steps include
isolating affected systems and notifying senior leadership. Practical application: Regular drills test IRP
effectiveness. Challenges: Coordination across departments and rapid decision‑making under pressure.

Internal Controls Framework
Related terms: COSO, Control environment.
Explanation: Structured set of policies and procedures to ensure reliable financial reporting, compliance, and
operational efficiency. Example: The control environment includes segregation of duties and authorization
hierarchies. Practical application: Periodic self‑assessment validates control design. Challenges:
Over‑complication leading to control fatigue.

Internal Whistle‑blower System
Related terms: Confidential reporting, Retaliation protection.
Explanation: Mechanism for employees to report suspected fraud anonymously. Example: An online portal
allows staff to submit evidence without revealing identity. Practical application: Cases are assigned to
independent investigators. Challenges: Ensuring reports are acted upon and protecting whistle‑blowers
from backlash.

Internet of Things (IoT) Security
Related terms: Device authentication, Network segmentation.
Explanation: Protecting interconnected devices that could be exploited for fraudulent activities. Example: A
compromised sensor in a supply chain could falsify inventory levels. Practical application: Strong device
passwords and regular firmware updates. Challenges: Managing large numbers of devices and limited
security capabilities of some IoT hardware.

Key Risk Indicators (KRIs)
Related terms: Metrics, Early warning signs.
Explanation: Quantitative measures that signal increasing fraud risk. Example: Sudden rise in vendor change
requests per month. Practical application: KRIs are plotted on dashboards to trigger alerts. Challenges:
Selecting meaningful indicators and avoiding information overload.
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Know Your Customer (KYC)
Related terms: Customer due diligence, AML.
Explanation: Process of verifying the identity of clients to prevent illicit activities. Example: Collecting
passports and utility bills during account opening. Practical application: Ongoing monitoring updates KYC
records as client risk changes. Challenges: Balancing thoroughness with onboarding speed.

Law Enforcement Liaison
Related terms: Police cooperation, Joint investigations.
Explanation: Designated point of contact for coordinating with external authorities. Example: The
compliance officer works with federal investigators on a large‑scale fraud case. Practical application: Formal
agreements outline information‑sharing protocols. Challenges: Jurisdictional differences and confidentiality
constraints.

Lead‑Lag Analysis
Related terms: Trend analysis, Seasonal adjustment.
Explanation: Comparing leading indicators (e.g., purchase orders) with lagging outcomes (e.g., payments) to
spot discrepancies. Example: A surge in purchase orders not matched by corresponding deliveries may
indicate phantom inventory. Practical application: Automated variance reports highlight mismatches.
Challenges: Data latency and distinguishing legitimate operational spikes.

Legitimate Business Exception Handling
Related terms: Exception workflow, Control override.
Explanation: Procedures for processing transactions that deviate from standard policy for valid reasons.
Example: An emergency procurement bypasses normal approval thresholds. Practical application:
Documented justification and senior sign‑off required. Challenges: Potential abuse of exception processes
for fraudulent purposes.

Machine Learning (ML) for Fraud Detection
Related terms: Supervised learning, Anomaly detection.
Explanation: Algorithms that learn patterns from historical data to predict future fraud. Example: A neural
network identifies subtle patterns in expense claims. Practical application: Models continuously retrain with
new case data. Challenges: Explainability of decisions and avoiding overfitting.

Management Override Risk
Related terms: Control override, Governance.
Explanation: The possibility that senior staff can bypass controls, creating fraud opportunities. Example: CFO
manually adjusts journal entries without review. Practical application: Dual‑approval requirements for
high‑value adjustments. Challenges: Trust versus control tension and detecting covert overrides.

Media Monitoring for Reputation Risk
Related terms: Brand surveillance, Social listening.
Explanation: Tracking news and social channels for mentions of fraud incidents. Example: A negative article
about a supplier’s fraud case prompts a review of contracts. Practical application: Alerts feed into the
risk‑management dashboard. Challenges: Volume of data and distinguishing rumors from verified reports.
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Money Laundering Reporting Officer (MLRO)
Related terms: AML compliance, SAR filing.
Explanation: Individual responsible for overseeing an organization’s anti‑money‑laundering program.
Example: The MLRO reviews flagged transactions and decides on SAR submission. Practical application:
Regular training and reporting to senior management. Challenges: Keeping pace with regulatory changes
and ensuring independence.

Multi‑Factor Authentication (MFA)
Related terms: Two‑factor authentication, Token devices.
Explanation: Security method requiring two or more verification factors to grant access. Example: A user
enters a password and then approves a push notification on a mobile device. Practical application: MFA is
mandated for remote access to financial systems. Challenges: User convenience and device management.

Network Segmentation
Related terms: Zone security, Firewall policies.
Explanation: Dividing a network into isolated segments to limit fraud spread. Example: Separating payment
processing from general corporate network. Practical application: Access controls enforce strict
communication rules between segments. Challenges: Complexity of maintaining segmentation and ensuring
legitimate data flow.

Non‑Financial Fraud Controls
Related terms: Asset misappropriation, Inventory theft.
Explanation: Measures targeting fraud that does not directly involve monetary transactions. Example:
Monitoring physical access to high‑value inventory. Practical application: RFID tags trigger alerts when items
move outside authorized areas. Challenges: Detecting subtle theft and balancing monitoring costs.

Obligation Management
Related terms: Contract compliance, Vendor obligations.
Explanation: Tracking and ensuring fulfillment of contractual duties to prevent fraud. Example: Verifying that
a service provider delivers agreed‑upon milestones before payment. Practical application: Automated
milestone tracking linked to payment release. Challenges: Complex contracts and delayed performance
data.

Operational Risk Management (ORM)
Related terms: Risk register, Process risk.
Explanation: Systematic identification and mitigation of risks arising from daily operations. Example:
Assessing the risk of fraud in cash‑handling procedures. Practical application: Risk owners develop
mitigation plans and monitor effectiveness. Challenges: Integrating ORM with broader enterprise risk
frameworks.

Outbound Payment Controls
Related terms: Wire‑transfer approval, Payment limits.
Explanation: Safeguards governing disbursement of funds from the organization. Example: Dual signatures
required for payments exceeding $10,000. Practical application: Automated checks verify beneficiary details
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against approved vendor lists. Challenges: Speed requirements for urgent payments versus thorough
review.

PCI DSS Compliance
Related terms: Cardholder data security, Tokenization.
Explanation: Set of security standards for organizations that handle credit‑card information. Example:
Encrypting card numbers during transmission and storage. Practical application: Quarterly vulnerability
scans and annual compliance assessments. Challenges: Ongoing maintenance of compliance and evolving
threat landscape.

Physical Access Controls
Related terms: Badge system, Turnstile security.
Explanation: Mechanisms that restrict entry to facilities or sensitive areas. Example: Employees swipe ID
cards to enter the finance department. Practical application: Access logs are reviewed for unusual entry
times. Challenges: Tailgating and lost or stolen badges.

Phishing Awareness Training
Related terms: Social engineering, Email security.
Explanation: Educational initiatives to help staff recognize and avoid deceptive communications. Example:
Simulated phishing emails test employee responses. Practical application: Training modules cover how to
report suspicious messages. Challenges: Maintaining engagement and adapting to new phishing tactics.

Policy Violation Reporting
Related terms: Incident logging, Compliance breach.
Explanation: Process for documenting breaches of internal policies that may indicate fraud. Example: An
employee reports a colleague’s violation of the expense policy. Practical application: Reports trigger
investigations and corrective actions. Challenges: Encouraging reporting and ensuring consistent follow‑up.

Predictive Risk Modeling
Related terms: Statistical analysis, Forecasting.
Explanation: Using historical data to forecast future fraud likelihood. Example: Modeling predicts a 15%
increase in invoice fraud during peak season. Practical application: Resources are allocated proactively
based on model outputs. Challenges: Data quality and model accuracy.

Procurement Fraud Controls
Related terms: Vendor vetting, Purchase order approval.
Explanation: Safeguards to prevent fraudulent activities in the acquisition process. Example: Requiring
three‑way matching of purchase orders, receipts, and invoices. Practical application: Automated
procurement software enforces approval hierarchies. Challenges: Complex supply chains and pressure to
expedite purchases.

Proof of Delivery (POD) Verification
Related terms: Delivery receipt, Confirmation of receipt.
Explanation: Documentation confirming that goods were received as intended. Example: Signed delivery
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note with timestamp and condition notes. Practical application: POD is required before processing vendor
payment. Challenges: Counterfeit signatures and delayed POD submission.

Public Key Infrastructure (PKI)
Related terms: Digital certificates, Encryption keys.
Explanation: Framework for creating, managing, and revoking digital certificates used for secure
communications. Example: A server presents a PKI‑issued certificate to prove its identity to clients. Practical
application: Email encryption and secure code signing rely on PKI. Challenges: Certificate lifecycle
management and trust‑anchor maintenance.

Qualified Anti‑Fraud Auditor
Related terms: Certified fraud examiner (CFE), Professional standards.
Explanation: Individual with specialized credentials to assess fraud risk and controls. Example: A CFE
conducts a forensic audit of a suspected embezzlement case. Practical application: Auditors follow the
ACFE’s investigative methodology. Challenges: Keeping skills current with emerging fraud techniques.

Real‑Time Transaction Monitoring
Related terms: Stream processing, Event‑driven analytics.
Explanation: Continuous analysis of transactions as they occur to detect suspicious activity instantly.
Example: A banking system blocks a transfer that matches a known fraud pattern. Practical application:
Alerts are routed to a fraud analyst queue for immediate action. Challenges: System latency and high
volume of data.

Reciprocal Fraud Detection
Related terms: Collaborative intelligence, Shared alerts.
Explanation: Sharing fraud indicators among organizations to improve detection. Example: Two retailers
exchange lists of fraudulent credit‑card numbers. Practical application: Industry consortiums maintain
shared blacklists. Challenges: Data privacy concerns and standardizing data formats.

Regulatory Change Management
Related terms: Compliance monitoring, Policy update.
Explanation: Process for tracking and implementing new legal or regulatory requirements. Example:
Updating AML procedures after a new sanction list is published. Practical application: Change‑impact
assessments determine necessary system modifications. Challenges: Rapid regulatory turnover and resource
constraints.

Remote Work Fraud Risks
Related terms: Telecommuting controls, Endpoint security.
Explanation: Fraud exposures arising from employees working outside the traditional office. Example: An
employee submits falsified expense claims while working remotely. Practical application: Virtual private
networks (VPNs) and secure file‑sharing platforms enforce policy compliance. Challenges: Reduced physical
oversight and increased reliance on digital authentication.

Risk Appetite Statement
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Related terms: Risk tolerance, Strategic objectives.
Explanation: Formal declaration of the level of risk an organization is prepared to accept. Example: The
board approves a low appetite for procurement fraud. Practical application: Controls are calibrated to align
with the stated appetite. Challenges: Communicating the statement across all levels and revising it as
conditions change.

Risk Heat Map
Related terms: Visual risk assessment, Probability‑impact matrix.
Explanation: Graphical tool displaying risk levels based on likelihood and impact. Example: Fraud risk in the
accounts payable area appears in the red zone. Practical application: Heat maps guide prioritization of
mitigation efforts. Challenges: Subjectivity in assigning scores and keeping the map current.

Risk Register
Related terms: Risk inventory, Control documentation.
Explanation: Centralized list of identified risks, their assessments, and mitigation plans. Example: Register
includes “Invoice manipulation” with assigned owner and mitigation steps. Practical application: Regular
reviews update status and effectiveness. Challenges: Maintaining completeness and avoiding duplication.

Risk Transfer Strategies
Related terms: Insurance, Outsourcing.
Explanation: Shifting fraud exposure to third parties. Example: Purchasing cyber‑insurance to cover losses
from data‑breach fraud. Practical application: Contracts include indemnity clauses for fraud‑related
damages. Challenges: Determining appropriate coverage and ensuring policy exclusions do not limit
protection.

Risk‑Based Auditing
Related terms: Audit planning, Control testing.
Explanation: Allocating audit resources according to the assessed level of fraud risk. Example: Focusing audit
effort on high‑risk vendor payments. Practical application: Audit schedules are adjusted annually based on
risk scores. Challenges: Accurately rating risk and avoiding audit fatigue.

Rule‑Based Fraud Detection
Related terms: Business rules, Logic engine.
Explanation: Predefined criteria that trigger alerts when transactions meet certain conditions. Example:
Flagging any invoice over $100,000 without prior approval. Practical application: Rules are managed
through a user‑friendly interface for quick updates. Challenges: Rules become outdated quickly and may
generate excessive false positives.

Sample Selection Techniques
Related terms: Statistical sampling, Random sampling.
Explanation: Methods for choosing transactions to review for fraud indicators. Example: Using monetary unit
sampling to focus on high‑value items. Practical application: Auditors apply stratified sampling to achieve
coverage efficiency. Challenges: Ensuring sample represents the population and avoiding selection bias.
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Segregation of Duties (SoD)
Related terms: Dual control, Conflict of interest.
Explanation: Dividing responsibilities among multiple individuals to prevent any one person from executing
a fraud‑prone transaction alone. Example: One employee creates a vendor, another approves payments.
Practical application: System permissions enforce SoD constraints. Challenges: Small organizations may lack
sufficient staff to separate duties.

Seller Fraud Prevention
Related terms: Marketplace monitoring, Vendor vetting.
Explanation: Strategies to protect buyers from fraudulent sellers in e‑commerce platforms. Example:
Requiring sellers to undergo identity verification before listing products. Practical application: Monitoring
seller rating trends and transaction disputes. Challenges: Balancing seller onboarding speed with thorough
vetting.

Social Engineering Countermeasures
Related terms: Security awareness, Phishing simulation.
Explanation: Defensive measures against manipulation techniques that exploit human psychology. Example:
Training employees to verify caller identity before sharing credentials. Practical application: Periodic
simulated social‑engineering attacks assess resilience. Challenges: Evolving tactics and maintaining high
vigilance.

Software License Fraud Controls
Related terms: Asset management, License compliance.
Explanation: Measures to prevent unauthorized use or misreporting of software licenses. Example:
Conducting regular license audits to detect over‑deployment. Practical application: Automated
license‑tracking tools compare usage against purchased entitlements. Challenges: Complex licensing terms
and shadow‑IT proliferation.

Source‑of‑Funds Verification
Related terms: AML due diligence, Transaction screening.
Explanation: Process of confirming that money used in a transaction originates from legitimate activities.
Example: Requesting bank statements for large cash deposits. Practical application: Risk‑based approach
applies enhanced verification for high‑risk customers. Challenges: Privacy concerns and customer
inconvenience.

Stakeholder Communication Plan
Related terms: Crisis communication, Reporting protocol.
Explanation: Structured approach for informing internal and external parties about fraud incidents. Example:
Notifying board members and regulators after a significant fraud breach. Practical application: Pre‑drafted
messages ensure consistent messaging. Challenges: Timing of disclosures and managing reputational
impact.

Supply Chain Fraud Monitoring
Related terms: Vendor risk management, Traceability.
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Explanation: Oversight of fraud risks within the supply network. Example: Detecting counterfeit components
entering the production line. Practical application: Barcode scanning and supplier audits verify authenticity.
Challenges: Global supplier base and limited visibility into lower‑tier vendors.

System Access Review
Related terms: Permission audit, Role‑based access control (RBAC).
Explanation: Periodic evaluation of user privileges to ensure appropriate access levels. Example: Quarterly
review revokes unused accounts. Practical application: Automated tools generate access‑change reports for
manager approval. Challenges: High volume of accounts and distinguishing legitimate temporary access
from abuse.

Third‑Party Risk Management (TPRM)
Related terms: Vendor due diligence, Outsourcing risk.
Explanation: Process of assessing and mitigating risks associated with external service providers. Example:
Conducting background checks on a payroll processor. Practical application: Contractual clauses require
adherence to anti‑fraud standards. Challenges: Limited control over third‑party processes and varying
compliance levels.

Transaction Reconciliation
Related terms: Bank statement matching, Ledger balancing.
Explanation: Matching internal transaction records with external statements to verify accuracy. Example:
Reconciling daily cash receipts against bank deposits. Practical implementation: Automated reconciliation
software flags unmatched items for investigation. Challenges: Timing differences and data entry errors.

Transaction Monitoring Rules
Related terms: Alert thresholds, Rule engine.
Explanation: Specific criteria that define when a transaction should be flagged for review. Example: Flagging
any wire transfer above $250,000 to a high‑risk jurisdiction. Practical application: Rules are configurable in
the monitoring platform and can be layered. Challenges: Rule proliferation leading to alert fatigue.

Travel and Entertainment (T&E) Fraud Controls
Related terms: Expense policy, Receipt verification.
Explanation: Safeguards against misuse of corporate travel and entertainment funds. Example: Limiting meal
expenses to $75 per person per day. Practical application: Automated expense‑report software enforces
policy limits and requires receipt uploads. Challenges: High volume of claims and distinguishing legitimate
business meals from personal expenses.

Unstructured Data Analytics
Related terms: Text mining, Natural language processing (NLP).
Explanation: Analyzing non‑numeric data such as emails, chat logs, and documents for fraud indicators.
Example: NLP identifies repeated use of “cash‑back” in vendor emails. Practical application: Sentiment
analysis flags aggressive language that may precede fraudulent activity. Challenges: Data privacy and the
complexity of processing varied formats.
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User Behavior Analytics (UBA)
Related terms: Insider threat detection, Anomaly scoring.
Explanation: Monitoring user actions to detect deviations from normal patterns that could indicate fraud.
Example: A user downloads large amounts of sensitive data outside normal business hours. Practical
application: UBA platforms generate risk scores and trigger alerts for investigation. Challenges: High
baseline variability and distinguishing benign anomalies from malicious intent.

Vendor Due Diligence
Related terms: Supplier onboarding, Risk assessment.
Explanation: Process of evaluating a vendor’s credibility, financial health, and compliance before
engagement. Example: Conducting credit checks and reviewing anti‑bribery certifications. Practical
application: Due‑diligence checklist completed before contract signing. Challenges: Time‑consuming
assessments for large supplier bases.

Vendor Management System (VMS)
Related terms: Procurement platform, Contract lifecycle management.
Explanation: Software that centralizes vendor information, performance metrics, and compliance data.
Example: VMS tracks renewal dates and flags overdue certifications. Practical application: Integration with
ERP ensures only vetted vendors are used
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