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Let's face it: businesses, particularly those operating online, are vulnerable to fraudulent
activities. Transaction fraud causes financial losses, damages a company's reputation, and
destroys customer trust. Cybercriminals use advanced technology to exploit vulnerabilities in



transaction systems, making it critical for businesses to understand and adequately address
these risks.

How to detect fraud transactions? How can businesses safeguard their operations and protect
their customers from potential threats? Stay with us to find answers to these and other
questions.

What Is Transaction Fraud?

Transaction fraud is a deceptive practice where an individual or group conducts unauthorized
transactions to gain financial benefits. This type of fraud can occur in various forms, including
credit card fraud, phishing scams, and identity theft.

How Does Transaction Fraud Impact a Business?

Transaction fraud can affect businesses in several ways. Financially, businesses experience
direct losses from fraudulent transactions, chargebacks, legal fees, and regulatory fines. In
addition to financial implications, transaction fraud can severely damage a company's reputation
— customers expect their personal and financial information to be secure, and any breach can
lead to a loss of customer loyalty and a tarnished brand image.

How Does Transaction Fraud Work?

Transaction fraud typically involves the unauthorized use of payment information to make
purchases or transfer funds. Fraudsters employ various tactics to obtain sensitive information,
including malware, social engineering, and phishing emails. Once they have access to this
information, they can conduct fraudulent transactions, often going undetected until the victim
notices unusual activity.

In some cases, cybercriminals use sophisticated techniques like card skimming or hacking into
databases to steal large volumes of data. They may also exploit weaknesses in payment
systems or take advantage of human error to bypass security measures.

Understanding methods used by fraudsters helps businesses implement proper measures to
safeguard themselves and their customers. These methods usually comprise advanced security
technologies, training employees to recognize potential threats, and continuously monitoring
transactions for suspicious activity.

How To Determine Whether Your Business Requires Transaction
Fraud Detection?

Determining whether your business needs payments fraud detection involves several steps:



e evaluating your current security measures

e identifying vulnerabilities

e assessing your risk exposure

e understanding the potential consequences of fraud

In addition, consider factors such as the frequency of chargebacks, customer complaints about
unauthorized transactions, and any previous incidents of fraud.

Businesses that process a high volume of transactions, particularly online, are at greater risk
and should prioritize transactional fraud detection measures. Organizations handling sensitive
customer data, such as credit card details, should also implement robust security protocols.

Lastly, fraudulent transaction detection is critical if your business operates in a high-risk industry,
such as e-commerce or financial services.

Top Tips for Enhancing Fraud Detection in Online Transactions

Enhancing online transaction fraud detection requires a multi-faceted approach that combines
technology, data analysis, and human oversight. Here are the top strategies businesses can use
to reduce the risk of transaction fraud and protect their customers' information.

Use an Address Verification Service

An Address Verification Service (AVS) works by comparing the billing address given by the
customer with the one on file with the card issuer. This verification helps ensure that the person
making the transaction is the legitimate cardholder. AVS can be particularly effective in detecting
fraudulent transactions where the fraudster has obtained the card number but does not have
access to the cardholder's billing address.

Check CVV (Card Verification Values)

Checking Card Verification Values (CVV) is another critical step in transaction fraud prevention.
The CVV is a three or four-digit number you can find on the back of credit and debit cards, and it
serves as an additional security measure to verify that the customer has the physical card in
their possession.

By requiring customers to provide the CVV during online transactions, businesses can minimize
the risk of fraudsters using stolen card numbers. CVV checks are particularly effective in
preventing card-not-present fraud, which is common in e-commerce transactions.

It's also critical that businesses educate their customers on the importance of keeping their CVV
confidential and encourage them to report any suspicious activity right away.



Use 3D Secure payer authentication

3D Secure payer authentication is an additional layer of security that strengthens online
payment fraud protection. This protocol, developed by major credit card companies, requires
customers to verify their identity during the transaction process, typically through a password or
a one-time code sent to their mobile device.

Look up email addresses

Cybercriminals often use disposable or previously compromised email addresses to conduct
fraudulent activities. By checking email addresses against databases of known fraudulent
addresses, businesses can flag suspicious transactions for further review. In addition to
checking email addresses, businesses should also consider implementing email verification
processes to ensure that customers provide valid and active email addresses during the
transaction process.

Use device identification

By identifying devices that have been previously used in fraudulent transactions, you can detect
potential threats and take appropriate action. Device identification works by analyzing various
attributes of a device, such as its IP address, browser settings, and operating system, which
create a unique device fingerprint that can be used to track the device's activity and detect any
suspicious behavior.

Flag large transactions

It isn't surprising that fraudsters sometimes attempt to make large purchases or transfer
substantial sums of money to maximize their gains. By setting limits for transaction amounts and
flagging transactions that exceed them, businesses can promptly identify potential fraud and
take appropriate action. Also, consider introducing additional security measures, such as
requiring extra verification for high-value transactions.

Look for patterns

Fraudulent activities are often associated with certain behaviors or patterns, which can be
detected through data analysis. Analyzing transaction data for unusual patterns, for instance, a
sudden increase in transaction volume or multiple transactions from the same IP address, helps
identify potential threats.

Compare user location and shipping destination

Comparing user location with shipping destination is an effective way to detect fraud
transactions since fraudsters often use different shipping addresses to avoid detection and
receive goods purchased with stolen payment information.



Be aware of IP proxies

Cybercriminals often use IP proxies to mask their true location and avoid detection. Security
teams can implement IP monitoring, device fingerprinting, and behavioral analysis to identify
suspicious activity. At Finamp, we employ several tools to identify and reject transactions that
use proxy networks. We also encourage our clients to adopt stricter measures to limit
cross-border scammers and other fraudulent actors, further enhancing transaction security.

Six Effective Strategies To Prevent Transaction Fraud

1. Get to know your customers

Nurturing a strong relationship with your customers allows you to understand their behaviors
and preferences. Implement identity verification methods and gather relevant information to
establish a reliable customer profile so that you can easily spot anomalies indicating fraudulent
activity.

2. Use fraud prevention software

Investing in robust fraud prevention software can automate online payment fraud detection. This
software utilizes machine learning algorithms and data analytics to identify patterns associated
with fraud, allowing for quicker responses to potential threats.

3. Monitor unusual behavior everywhere

Consistently monitor customer interactions across all platforms. Look for unusual patterns, such
as multiple failed login attempts, sudden changes in spending habits, or geographic
inconsistencies that may signal fraudulent activity.

4. Watch out for transactions that don't generate money

Watching out for transactions that don't generate money, such as refunds or chargebacks, is
another go-to strategy for fraud detection in payments. Fraudsters often use these types of
transactions to avoid detection and receive goods or services without paying for them.

5. Work together with your payment processor

Collaborate closely with your payment processor to implement effective fraud prevention
measures. Payment processors can provide additional security measures and support to
enhance your fraud prevention efforts. Share data and insights to improve detection rates and
stay informed about emerging threats and vulnerabilities in the payment landscape.



6. Stay current with transaction fraud trends

Last but not least, regularly update your knowledge about the latest transaction fraud trends and
tactics used by cybercriminals. By staying informed, you can fine-tune your strategies and adapt
technologies to better protect your business and customers from evolving threats.

Start Detecting Fraudulent Transactions with Finamp

By implementing robust fraud prevention and detection strategies, businesses can effectively
shield themselves and their customers from potential threats.

Finamp offers a comprehensive solution for detecting and preventing fraudulent transactions.
With advanced security technologies and real-time monitoring, we help businesses identify
potential threats and efficiently respond to them.

By integrating our solution into your existing security systems, you can substantially enhance
your fraud prevention efforts and reduce the risk of unauthorized transactions, securely
protecting your assets and maintaining customer trust.

FAQ

What are some of the red flags of transaction fraud?

The most common red flags of transaction fraud include unusual transaction patterns (e.g.,
multiple transactions from the same IP address), a sudden increase in transaction volume,
transactions with mismatched billing and shipping addresses, transactions originating from
high-risk locations, the use of disposable or previously compromised email addresses, and
transactions that don't generate money, such as refunds or chargebacks.

What does transactional fraud include?

Transactional fraud includes any unauthorized use of payment information to make purchases
or transfer funds, such as identity theft, phishing scams, credit card fraud, and other deceptive
practices. Cybercriminals may use various tactics to obtain sensitive information, for example,
phishing emails, malware, and social engineering. Once they have access to payment
information, they can conduct fraudulent transactions, often going undetected until the victim
spots suspicious activity.

What are the types of transaction fraud?

There are several types of transaction fraud: credit card fraud, identity theft, phishing scams,
and card-not-present fraud:



Credit card fraud is the unauthorized use of a credit card to make purchases or transfer
funds.

Identity theft refers to a situation when a fraudster uses someone else's personal
information to conduct fraudulent transactions.

Phishing scams involve tricking individuals into disclosing their sensitive information,
e.g., payment details or login credentials.

Card-not-present fraud occurs when a cybercriminal uses stolen payment information to
make online purchases without a physical card.

What is considered an unusually high chargeback rate?

An unusually high chargeback rate is typically considered to be above 1% of total transactions.
Chargebacks take place when customers dispute transactions and request refunds from their
card issuers. Besides customer dissatisfaction, a high chargeback rate can indicate potential

fraud.

What algorithm is used for fraud detection?

Various algorithms are used for fraud detection, including machine learning algorithms,
rule-based systems, and anomaly detection techniques:

ML algorithms analyze massive volumes of transaction data to identify patterns and spot
potential fraud.

Rule-based systems use predefined rules to flag suspicious transactions for further
review.

Anomaly detection techniques identify unusual patterns or behaviors that may indicate
fraud.
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