
International Journal of Science and Research (IJSR) 
ISSN: 2319-7064 

ResearchGate Impact Factor (2018): 0.28 | SJIF (2019): 7.583 

Volume 9 Issue 4, April 2020 

www.ijsr.net 
Licensed Under Creative Commons Attribution CC BY 

Mitigating Financial Fraud in Retail through ERP 

System Controls: A Comprehensive Approach with 

SAP Solutions 
 

Pavan Navandar 
 

Independent Researcher 

 

 

Abstract: The retail industry, characterized by high transaction volumes and complex operations, is particularly vulnerable to financial 

fraud. This paper explores the various types of fraud that plague the sector, including employee theft, vendor fraud, and customer fraud, 

and their detrimental impact on retail businesses. It proposes a comprehensive framework for leveraging Enterprise Resource Planning 

(ERP) system controls, with a specific focus on SAP solutions, to mitigate these risks and enhance overall financial security. By 

implementing robust access controls, segregation of duties, advanced analytics, and continuous monitoring, retail organizations can 

proactively prevent, detect, and respond to fraudulent activities, safeguarding their financial assets and ensuring compliance with 

regulatory requirements.  
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1. Introduction 
 

The retail landscape, with its intricate network of suppliers, 

employees, and customers, presents a fertile ground for 

financial fraud. The industry's inherent vulnerabilities, 

coupled with the evolving sophistication of fraudsters, 

necessitate a proactive and multi - layered approach to risk 

mitigation. This paper delves into the specific challenges 

faced by retail organizations and explores how leveraging the 

capabilities of ERP systems, particularly SAP solutions, can 

effectively combat financial fraud.  

 

A comprehensive analysis of retail fraud landscape 

demands an understanding of the threats.  

The retail industry faces a multi - faceted challenge in relation 

to financial fraud due to its complex ecosystem of 

transactions. In this section, we will look at various types of 

fraud that affect the sector and study their details, while 

indicating specific weaknesses that are exploited by these 

fraudulent people.  

 

Employee theft: Distrust and betrayal 

 

Employees who have access to sensitive information as well 

as assets sometimes pose a serious risk if they choose to get 

involved in fraudulent activities. The diversity seen in retail 

operations offers various opportunities for dishonest 

employees to exploit vulnerabilities thus enriching 

themselves while hurting their employers’ businesses.  

 

Cash skimming: Employees take cash before it is recorded 

officially. Cashiers could under - ring sales, void transactions 

after payment reception or manipulate cash register records 

so as to cover up the acts. These sorts of fraud are hard to 

detect because cash handling is decentralised in most retail 

settings with little supervision.  

 

Inventory theft: Inventory shrinkage often referred to as 

shoplifting can also be done by the employees. They may steal 

merchandise directly out from where they are kept on the 

floor, warehouse or during delivery process. Also they might 

alter inventory records so that it appears like there are untrue 

returns, stock levels changes or stealing goods during 

shipping/receiving.  

 

Payroll Fraud: This form of fraud involves altering payroll 

systems so that money can be stolen. Dishonest staff will fake 

timesheets, make ghost employees who receive salaries but 

do not work for the company or change payroll entries 

concerning themselves so as get more income than required 

or receive unauthorized bonuses. Payroll fraud is enhanced 

through weak interior controls and improper segregation of 

duties between different staff roles.  

 

Expense Reimbursement Fraud: Workers can engage in 

deceitful mannerisms meant for self - gain when asking for 

expense reimbursements which may sometimes not be true. 

This has attributes such as creating false receipts whose 

contents depict business expenses instead of personal ones or 

even inflating their mileage rates. Absence of proper 

verification procedures and lacking strict oversight on 

expense reports contribute to this fraud.  

 

Vendor Fraud: Exploiting the Supply Chain 

Fraudulent activities can significantly affect a company’s 

bottom line, given the complex network of vendors and 

suppliers in the retail industry.  

Overbilling: They may overstate the value of an invoice 

thereby making it look like they are supplying more than what 

was agreed upon or charging more than they had been asked 

for. Consistency in quantities, misrepresentation of product 

specifications or other hidden charges can be used to achieve 

this objective.  

 

Duplicate Invoicing: This refers to attempts to claim money 

twice through similar invoices believing that there will be no 

one who would realize the presence of such duplication either 

because number of papers is so high or due lack having 

automate d invoice processing systems.  
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Fictitious Vendors Those fake bills and fake pays which are 

transferred directly by means of fraudulent invoices and 

payments made. Often there are employees involved in this 

matter, who have authority to validate invoices from vendors.  

 

Kickback Schemes: This type of fraud involves colluding 

with employees in order to inflate invoices, receive kickbacks 

as awarding contracts. Revealing kickback schemes is quite 

challenging because usually engages gangs/networks that co 

- operate each other since they are aware how such acts could 

lead them into confusions.  

 

 
 

 

Customer Fraud: Targeting Points of Sale and Online 

Platforms 

Customers play a crucial role in any retail business but at 

times engage in fraudulent acts leading to financial losses as 

well as loss reputation.  

 

Payment Fraud: This includes a variety of scams that 

involve using stolen credit card information, counterfeit 

money or fake checks to purchase items. With the advent of 

technology advancements, fraudsters have been able to 

counterfeit cards and get payment information thereby posing 

a great challenge to retailers.  

 

Return Fraud: This refers to returning stolen or used goods 

for a refund, typically with bogus receipts or taking advantage 

of lenient return policies. Organized retail crime rings may be 

involved in massive return fraud schemes which can seriously 

affect a retailer’s profitability.  

 

E - commerce Fraud: The growth in online shopping has 

given rise to new avenues through which fraudsters can 

exploit. These include buying products with someone else’s 

identity, creating fake accounts for promotions’ exploitation, 

or using card testing techniques that prove whether stolen 

credit card details are valid.  

 

Promotion Abuse: Fraudulent use of loopholes in loyalty 

programs, coupons or promotional offers. Some examples are 

opening several accounts to benefit from sign - up bonuses; 

purloining coupons; and manipulation of reward points 

systems.  

 

The Evolving Threat Landscape:  

The methods employed by fraudsters are constantly evolving, 

making it crucial for retailers to remain vigilant and adapt 

their fraud prevention strategies accordingly. The increasing 

use of technology, such as mobile payments and online 

shopping platforms, presents new challenges and requires 

Paper ID: SR24418103605 DOI: https://dx.doi.org/10.21275/SR24418103605 1824 

www.ijsr.net
http://creativecommons.org/licenses/by/4.0/


International Journal of Science and Research (IJSR) 
ISSN: 2319-7064 

ResearchGate Impact Factor (2018): 0.28 | SJIF (2019): 7.583 

Volume 9 Issue 4, April 2020 

www.ijsr.net 
Licensed Under Creative Commons Attribution CC BY 

retailers to invest in advanced fraud detection and prevention 

tools. Additionally, the rise of organized retail crime rings and 

the globalization of fraud networks necessitate collaboration 

between retailers, law enforcement agencies, and industry 

organizations to effectively combat these threats.  

 

SAP ERP system controls for fraud mitigation 

Having a look at retail environments, SAP is the leading 

provider of ERP solutions with a complete set of tools and 

functionalities that can effectively be used to mitigate 

financial fraud risks.  

 

 
 

Access Controls and Segregation of Duties: For example, 

consider SAP identity management as one possible solution. 

This solution provides for fine - grained control of user 

access, and permissions within the ERP system. Roles and 

authorizations should be assigned in line with least privilege 

to ensure that employees gain access only to those data and 

functions they require for their particular tasks; this will help 

avoid unauthorized entries or manipulations.  

 

SAP governance risk and compliance (GRC): Risk 

management is simplified through GRC suites that enforce 

segregation of duties and ensure compliance. The existence of 

conflicts of interest can be prevented by automating control 

processes which also reduce chances that fraudulent activities 

happen. For instance, it ensures that an employee who 

authorizes payment made to vendors is different from one 

responsible for creating purchase orders.  

 

Transaction Monitoring and Anomaly Detection:  

This means that you should always consider using SAP 

Process Control when you need continuous monitoring of 

business processes in an enterprise so as to detect any 

deviations from predefined rules thereby alerting possibilities 

for fraud indicators. One way may be unusual transaction 

patterns detected by it such as large cash withdrawals or 

frequent refunds to a single customer by a merchant.  

 

SAP Fraud Management: A more advanced tool like SAP 

Fraud Management can utilize machine learning algorithms 

in analyzing transactional data with an aim of detecting 

irregularities which could be linked with fraudulent acts. By 

doing so, organizations are capable of identifying suspicious 

behavior before substantial losses have been incurred.  

 

Advanced Analytics and Reporting:  

On the other hand, we will find out what we get from SAP 

BusinessObjects as a suite containing several business 

intelligence tools including comprehensive reporting 

components along with visualization features enabling us 

analyze finances from various viewpoints such as detection of 

trends, outliers etc., hence possible fraud situations. For 

example, by examining the sales data according to employees 

or location one can see whether there are any patterns 

indicating fraudulent transactions.  

 

SAP Predictive Analytics: The other option is SAP 

Predictive Analytics software which leverages predictive 

modelling as well as machine learning techniques to forecast 

future trends and identify potential fraud risks in advance. 

This means that through studying historical data and 

recognizing trends, organizations can preventively place 

measures against frauds.  

 

Uses and Impact:  

The following are the value proposition of implementing 

these SAP ERP system controls for retail organizations:  

• Reduced Financial Losses: Organizations can avoid 

financial losses by stopping and discovering fraud thereby 

enabling them to protect their bottom line.  

• Improved Operational Efficiency: Control automation 

and process streamlining enhance efficiency while 

reducing human errors.  

• Enhanced Compliance: Compliant with regulatory 

requirements and industry standards on financial 

reporting.  

• Strengthened Risk Management: Identifying and 

mitigating the potential for occurrence of fraud enhances 

risk management framework.  

• Improved Decision - Making: Data driven insights from 

analytics and reporting allow more informed decisions on 

strategies for preventing / detecting fraud.  

 

Mitigating Employee Theft and Vendor Fraud at a Global 

Apparel Retailer: A Case Study 

 

Background to the Company:  

The company faces significant problems with employee theft 

and vendor fraud due to its international reach, numerous 

stores, and large online presence. Furthermore, internal probe 

shows that there is cash skimming, inventory manipulation as 

well as collusion with suppliers to inflate invoices and get 

kickbacks. The mentioned fraudulent activities resulted in 

huge financial losses and affected the profitability of the 

company.  
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Problems Encountered:  

Decentralized Operations: In such a case, it implies that there 

are numerous stores spread over wide geographic areas 

including very complex supply chain making it hard to have 

standard controls implemented as well as effective 

monitoring of activities.  

 

Inadequate Internal Controls: Absence of proper 

segregation of duties, loose access control and manual 

processes served as opportunities for fraudsters to perpetrate 

their actions without detection.  

 

Non - Availability: This means that financial transactions 

cannot be traced while inventory movements cannot be 

monitored effectively enough to determine any suspicious 

patterns or trends.  

 

2. Implementation Solution 
 

To counter this problem, the retailer engaged SAP which 

implemented a broad anti - fraud strategy using an array of 

SAP solutions:  

 

SAP Identity Management: This was done with the view of 

strengthening access controls and user authority by 

implementing necessary preventive measures. In this regard, 

roles were created on least privilege basis such that 

employees only had permissions to do their day - to - day jobs. 

Therefore, risk arising from unauthorized access or changes 

made on data was mitigated against.  

 

SAP Governance Risk Compliance (GRC): To automate 

segregation of duty rules thus reducing conflict of interest and 

opportunity for collusion. For instance it ensured that persons 

who approved payments were different from those who 

authorized purchase orders.  

 

SAP Process Control: It was meant for ongoing monitoring 

of certain critical business transactions like cash collection; 

stock management; vendor disbursements among others. At 

this point system alerts upon detecting exceptions not 

consistent with normality like funny transaction trends, large 

cash outflows and frequent refunds for the same client.  

 

SAP Fraud Management: To employ machine learning 

algorithms to scan transaction data for anomalies that may be 

indicative of fraud. The system could identify unusual 

patterns and trends such as abnormal spending trends, strange 

transaction volumes or things outside the normal behaviour of 

an employee.  

 

SAP BusinessObjects: Used to create all - inclusive reports 

and provide information in form of charts showing potential 

areas with risks related to fraudulent activities. The 

organization scrutinized its sales records including who sold 

what product where to trace a pattern which can help indicate 

fraud such as high levels of returns or strange discounts given 

by only a few employees on certain items.  

 

3. Outcomes & Advantages 
 

Adoption of SAP systems necessitated significant 

improvements in counteracting against any possible case of 

fraudulence besides being financially secure in general:  

• Diminished Employee Theft: Access controls were 

tightened up, duties were segregated by job function, and 

transactions were kept under close scrutiny thereby 

reducing cases where cash was skimmed or inventory 

stolen.  

• Curbing Vendor Fraud: Controls that detect 

overbilling, duplicate invoicing, fictitious vendor 

schemes have been put in place through increased 

visibility into vendor payments.  

• Improved Anti - Fraud Detection Capabilities: This 

enabled early - stage identification of anomalies and 

suspicious patterns by using algorithms based on 

machine learning that allowed for proactive investigation 

and prevention before huge losses occur due to frauds.  

• Enhanced Efficiency in Operation: Automation made 

it easier to control activities while streamlining facilitated 

efficiency during routine tasks.  

• Proper Compliance with Set Rules: The company 

became more disciplined in terms of financial reportage 

alongside data privacy occasioned by compliance with 

both internal guidelines and external standards.  

• More Profitability: Reductions in instances involving 

theft through false pretenses resulted to increased 

competence thus boosting profit figures tremendously for 

the entire enterprise.  

 

Lesson from this Case Study. . .  

Fraud prevention can only be effective if it includes a multi 

layered approach that incorporates both preventive, detective 

and corrective controls.  

• Use of Technology: By using such sophisticated tools as 

machine learning and data analysis, fraud detection 

capabilities can be greatly improved.  

• Monitoring on a Regular Basis: It is important to monitor 

continuously employees’ activities and transactions for 

emerging fraud risks.  

• Culture of Compliance: For preventing fraud and keeping 

the strong control environment, developing an ethical 

atmosphere within the organization is crucial.  

 

This case study shows how SAP ERP systems are used in the 

retail industry to curb financial frauds. The strategy covers 

employee theft, vendor fraud, and customer deception hence 

ensuring protection of retailers’ financial assets, boosting 

operational efficiency and enhancing overall security posture. 

In order to keep ahead of financial losses through this 

changing landscape of deceit cases, technology should be 

embraced while making sure an atmosphere that promotes 

conformity exists in these stores.  

 

4. Conclusion: A Proactive Stance Against 

Retail Fraud 
 

The retail industry is vulnerable to financial fraud and as such, 

requires a proactive and multi - faceted approach to risk 

mitigation. This white paper discusses how leveraging the 

capabilities of an ERP system, especially SAP solutions, can 

provide a strong framework for fighting different types of 

fraud including employee theft, vendor fraud and customer 

fraud.  
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Organizations that put in place robust access controls and 

segregation of duties build a solid foundation for internal 

control thus reducing any chance for collusion or occurrence 

of unauthorized activities. Detection of anomalies and 

suspicious patterns made possible by advanced analytics and 

machine learning algorithms help in early intervention 

preventing major loss - making transactions. Continuous 

monitoring on transactions as well as employee’s behaviour 

ensures constant surveillance hence ability to adapt as well as 

being aware of changing methods applied by fraudulent 

people.  

 

The case study presents the real benefits that can be derived 

from using SAP solutions towards mitigating fraud in a retail 

environment. By reducing fraud losses enhancing compliance 

and improving operational efficiency organizations can better 

secure their finance assets while protecting their bottom line.  

 

Nonetheless technology alone will not be enough. Therefore, 

fostering compliant culture against ethical behaviour must be 

prioritized like awareness creation on risks associated with 

fraudulent acts, giving instructions about prevention from 

them to employees, and establishment of clear reporting 

means where suspicions arise out of fraudulent activities.  

 

As the landscape continues to change with increasing 

digitalization and the development of new kinds of internet 

based fraudulent activities; there should still be no let - up, 

but adaptation driven strategies must continue being applied 

across organizations. For retailers to remain ahead and 

safeguard their businesses against recurring threat like 

financial swindles, they need to embrace innovation, invest in 

sophisticated systems for detecting frauds while at the same 

time nurturing compliance objectives.  
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