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Abstract 

In the daily life activities Artificial Intelligence (AI) has emerged as a transformative 

technology in modern business operations, particularly in the domains of fraud detection and 

risk management. The modern society have simultaneously enabled cyber criminals to make 

large scale fraud schemes. The development in the fraud detection has changed the users 

thoughts while approaching the applications safely. The traditional methods detecting the 

fraud depend on people checking transactions manually and using fixed rules. These methods 

are not enough to detect modern financial crimes because they are becoming faster and more 

complex. AI technologies, such as machine learning, help to detect fraud by checking 

transactions in real time and finding unusual activities. This helps to detect fraud more 

accurately, saves time, gives solutions faster, improves the efficiency of business operations. 

These enables the business owners to succeed with the best results and less risk, this made 

people to lead their life securely. 

The fraud detection identifies unauthorized illegal activities, fake insurance messages and 

other related areas of digital payments. Risk management identifies the events which could 

cause financial losses and reputational damage. This paper discusses about Fraud detection in 

financial sector, E-Commerce and retail, Health care, Government and public sector, business 

applications, Challenges and future scope. 

Finally, AI is a powerful tool for stopping fraud and managing risk quickly it detects evolving 

fraud tactics. Also, this paper investigates in the detection, prevention and mitigation of 

fraud. This paper also covers to built a strong ecosystem that can keep up with the ever 

lasting schemes of fraud. 
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Introduction  

In today's digital world, the internet has become an important part of our daily lives. 

People use digital platforms for online shopping, banking, education, communication, 

and government services. Although digital technology makes our lives easier and faster, 

it also increases the risk of online fraud, cybercrime, identity theft, and financial scams. 

These activities can cause financial losses, expose personal information, and reduce 

people's trust in digital services. Therefore, protecting people from online fraud has 

become an important challenge for individuals, businesses, government organizations, 

and public sectors. Artificial Intelligence (AI) plays an important role in detecting 

online fraud and managing digital risks. AI uses advanced technologies, such as 

machine learning and data analysis, to identify unusual activities, recognize suspicious 

patterns, and detect possible fraudulent transactions. For example, AI systems can 

identify unusual banking transactions, detect fake online accounts, recognize suspicious 

insurance claims, and help government departments identify irregularities in public 

fund transactions. These systems can analyse large amounts of data quickly and help 

organizations respond to potential threats before they cause serious damage. The main 

objective of this research article is to study how Artificial Intelligence can help create 

a safer digital world by improving online fraud detection and risk management. It also 

examines the benefits, challenges, and limitations of using AI, including data privacy, 

system accuracy, and the need for human supervision. By using AI responsibly along 

with strong security measures and public awareness, organizations can reduce online 

fraud, protect sensitive information, and build a more secure and trustworthy digital 

environment for everyone. 

 

Fraud detection in financial sectors 

Today transfer money. However, these services can be affected by fraud, such as fake 

payment requests, stolen card details, and unauthorised transactions. Artificial 

Intelligence (AI) helps banks identify suspicious activities and protect customers from 

financial losses.AI studies transaction details, such as the amount, time, frequency, and 

location of payments. It learns from previous fraud cases and identifies unusual 

activities. If a transaction appears suspicious, AI can alert the bank, request additional 

verification, or flag it for investigation. For example: India has seen rapid growth in 

digital payments. The Ministry of Finance reported approximately 18,120.82 crore 

digital payment transactions during 2024–25 up to January 2025. AI can help banks 

monitor these transactions and identify unusual payment patterns. For example, if an 

account suddenly makes several large transfers, the system may flag them for further 

checking. 

Benefits: 

- Detects suspicious transactions quickly. 

- Helps prevent financial losses. 
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- Monitors transactions continuously. 

- Identifies unusual payment patterns. 

Challenges: 

- May flag genuine payments by mistake. 

- Some fraud may go undetected. 

- Customer information must be protected. 

- Human experts are still needed to investigate suspicious cases. 

AI is an important tool for detecting financial fraud and making digital payments safer. 

However, it cannot prevent every fraud. Combining AI with strong security measures, 

human supervision, and customer awareness can help create a safer digital financial 

environment. 

1. "Reserve Bank of India" (https://www.rbi.org.in/) 

2. "Ministry of Finance, India" (https://www.pib.gov.in/) 

3. "National Payments Corporation of India" (https://www.npci.org.in/) 

 

E-Commerce and retail 

Digital technology has evolved rapidly over the past few years, particularly during and 

after the COVID-19 pandemic. The pandemic changed the way people interact with 

technology. People began relying more on online applications and gradually adapted to 

them because they are convenient, easy to access, time-saving, and require little effort. 

Today, digital technology has become an essential part of everyday life. People use 

online platforms for a wide range of activities, including work, education, shopping, 

banking, entertainment, and even medical consultations. Tasks that once required 

people to travel, wait in queues, or visit physical locations can now often be completed 

from home with just a few clicks. This change has made digital services convenient but, 

for many people. 

However, this rapid digital growth has also created new challenges. As more people 

use digital devices, online payment systems, and e-commerce platforms, opportunities 

for cybercrime and online fraud have also increased. Fraudsters continuously take 

advantage of unsuspecting users. This can affect not only individual customers but also 

businesses, banks, payment providers, and e-commerce companies. 

E-commerce fraud can take many forms, including credit card fraud, identity theft, 

account takeover, fraudulent transactions, chargeback fraud, money laundering, and 

other forms of financial manipulation. For businesses, such fraudulent activities can 

result in lost inventory, chargeback fees, financial penalties, revenue loss, and damage 

to customer trust and brand reputation. 

Therefore, developing effective fraud detection systems has become an important part 

of creating a secure digital environment. Modern technologies such as Artificial 

Intelligence (AI), Machine Learning (ML), and data analytics can help analyse large 

volumes of transactions, identify unusual patterns, detect suspicious behaviour, and 

prevent potentially fraudulent transactions. As e-commerce continues to grow, the 

https://www.npci.org.in/
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ability to detect fraud accurately and quickly will play an increasingly important role in 

maintaining the security, reliability, and trustworthiness of digital transactions. 

 

 

Health care 

Healthcare fraud includes false medical bills, fake insurance claims, and charging 

patients for treatments they never received. These activities cause financial losses and 

reduce trust in healthcare services. Artificial Intelligence (AI) helps hospitals and 

insurance companies identify suspicious activities and manage risks. 

How AI Detects Fraud and Manages Risks: 

AI analyses medical bills, insurance claims, patient records, and treatment information 

to identify unusual patterns. It can flag duplicate claims, suspicious billing, and false 

information for further investigation. AI can also help predict risks, such as patients 

who may need extra care or hospital systems that may face safety problems. 

Real-World Example: 

Health insurance companies can use AI to examine thousands of claims quickly. For 

example, if a hospital submits multiple claims for the same treatment for one patient, 

AI may flag them for review. This helps investigators identify possible fraud and reduce 

unnecessary payments. However, a flagged claim is not automatically proof of fraud. 

Benefits and Challenges 

Benefits: 

- Detects suspicious insurance claims quickly. 

- Helps reduce financial losses. 

- Identifies possible risks to patient safety. 

- Saves time by analysing large amounts of data. 

Challenges: 

May flag genuine medical claims by mistake. 

- Patient information must be kept private. 

- Incorrect data can lead to wrong results. 

- Human experts are needed to verify suspicious cases. 

Conclusions: 

AI can help healthcare organisations detect fraud, reduce financial risks, and improve 

patient safety. However, it cannot identify every problem perfectly. Combining AI with 

human supervision, secure patient data, and proper checking procedures can make 

healthcare services safer and more reliable. 

References: 

1. "World Health Organization (WHO)" (https://www.who.int/) 

2. "National Health Authority, India" (https://nha.gov.in/) 

3. "National Health Care Anti-Fraud Association" (https://www.nhcaa.org/) 

 

Government and public sectors 
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Government and public sector organizations provide important services to the people. 

These include public hospitals, government schools, transport services, pension 

schemes, scholarships, and public infrastructure projects. 

For managing all these issues the government required the proper use of public funds 

and accurate them in the form of a record. However, problems such as fake bills, 

duplicate benefit claims, tax fraud, irregular contracts, and misuse of government 

money may occur. The AI can officially examine the records to determine whether an 

error or fraud has occurred in particular government and banking sectors. The AI helps 

in detecting the frauds and ensuring the risk to the government sectors which helps in 

protecting the public funds and resources. Officially the government spend the public 

money for the improvement of roads, schools, hospitals and other public services. 

Where the AI helps in examining the payment records, invoices and expenditure as to 

identify the duplicate payment or usually spending pattern. The AI also helps in 

detecting the fraud for pensions, scholarship, duplicate applications, inconsistent 

records and usual benefits claim. The AI will also examine the taxes to fun public 

services, and also returns the related financial information to identify that may indicate 

the tax or incorrect reporting. Public sector banks provide financial services to 

individuals, businesses, and government organizations. AI can monitor transactions to 

identify unusual transfers, suspicious account activity, and possible financial fraud. The 

also helps in detecting the fraud usually in tender documents, contract prises and supply 

record to identify the patterns or possible irregularities for which the government 

purchases the equipment, medicines, construction material and also foe other services 

procurement process. Government hospitals and healthcare departments manage public 

funds, medical supplies, equipment, and service payments. AI can help identify 

duplicate invoices, unusual medicine purchases, or irregular billing patterns. The 

government cyber security department stores the important citizen information and 

operant digital services, where the AI can monitor the computer system to identify 

unusual login attempts, suspicious access and possible cyber attack.Risk management 

means identifying possible problems and taking steps to reduce their effects. As the 

financial risk identifies unusual expenditure and possible misuse of public money. 

operation risk helps to delay, error or irregularities in government services. Where as , 

the cyber security helps in detecting the risk of suspicious computer activity and 

possible security threats. The benefits of AI for government and public sectors are: 

protecting of public money, faster auditing, better public service, early risk 

identification, improvement of transparency, efficient use of resources and challenges 

of AI in government organisation. AI may flag genuine payments or applications as 

suspicious: data privacy, poor data quality, bias and unfairness, high implementation 

cost and need of human supervision. 

Artificial Intelligence can play an important role in fraud detection and risk 

management in government and public sector organizations. It can help identify 
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suspicious payments, unusual welfare claims, possible tax irregularities, procurement 

risks, and cybersecurity threats. 

By analysing information quickly, AI can support government officials in protecting 

public funds and improving the delivery of public services. However, AI cannot 

independently prove that fraud has occurred. Human verification, data privacy, fairness, 

and accountability are necessary for its responsible use. 

 

Business Applications  

 In business fraud includes wide range of illegal activities such as financial statement 

manipulation ‘asset corruption and cyber crime . The fraud in these sector usually 

happens when the personal, users online account is leaked or not protected properly .the 

account takeover happens when unauthorised people can easily get access to others 

accounts Applications of ai in business . The risk management  in business involves 

identifying , and reduces the risks. This helps the businesses from the financial losses. 

The ai identifies the suspicious behaviour faster than the traditional methods . They 

continuously monitors and tracks the risk indicators and updates to the risk 

management. Real time monitoring:  This ai could actually recognise some of the 

complex patterns which human analyst would miss to detect easily. These analyse the 

transactions in milliseconds and reduces the loss .  

Anomaly detection: these establishes the behavioural baselines of the customers and 

detect the deviations which indicates the fraud like the difference in the spending 

pattern or the place where they login. Automated decision making :the ai can actually 

decline many fraud messages or transactions which are made with unusual patterns and 

also reduces the manual work load. 

Applications of ai in business : it detects fraudulent banking and online payments, 

identifies false financial statements , prevents the identity theft and insurance fraud, 

monitors the transactions and suspicious activities predicts the risks. The ai is trained 

in many ways to detect the fraud and to reduce the risk such as analysing the complex 

patterns by using the data ,deep learning for the complex transactions ,comparing 

different data for the best results in the detection of fraud , it  also recognises the fake 

users emails. There are many benefits in using ai for the fraud detection it brings trust 

to the customers by using the best security , also according with this the ai also gets 

trained with the new data and increases its chances of detecting the fraud . Ai detects 

many frauds in seconds which is much easier than detecting frauds manually one of the 

real world example : PayPal which uses deep learning to detect the fraud and to 

recognise the patterns of the transactions  

Conclusion : ai fraud detection is important in modern businesses . it helps to detect 

fraud quickly ,reduces financial risks ,improve operational efficiency combining ai with 

human supervision ,internal controls enables the businesses to manage the risks better 

 

Challenges and future scope  
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Adversarial AI & Sophisticated Crime: Cybercriminals increasingly use AI and 

deepfakes to target high-value individuals and bypass voice biometrics or 

authentication checks.  

Data Imbalance :the fraud cases are very rare compared to normal transactions ,makes 

it difficult for ai to detect . This extreme imbalance makes it difficult for supervised 

models to train without generating skewed predictions.  

Black-Box Opacity: The lack of transparency complicates compliance audits and makes 

it hard to explain why a transaction was flagged.  

Legal compline : ai system must follow laws ,protect customer data , and make fair 

decisions. 

Asymmetric Misclassification Costs: Falsely blocking a legitimate customer's 

transaction causes severe friction and loss of trust, whereas missing an actual fraud 

event leads to direct financial loss.  

Future Scope and Emerging Trends 

Explainable AI (XAI): Tools like SHAP (Shapley Additive explanations) and LIME 

are the tools which explains why ai identifies a transaction as fraud. Federated 

Learning: Financial institutions can collaboratively train robust fraud-detection models 

across decentralized data pools without ever exposing sensitive customer-identifying 

information. 

Agentic AI : automatically detects suspicious activities and takes actions to prevent 

fraud. 

Quantum-Enhanced Fraud Analytics: Future integrations of quantum computing 

promise to process massive, multi-dimensional transaction graphs exponentially faster 

to catch hidden rings of financial crime.  

Behavioural Biometrics & Blockchain Convergence: Combining real-time behavioural 

patterns (typing rhythm, device navigation, voice) with decentralized tracking offers 

continuous, multi-layered identity verification.  

 

Conclusions  

Artificial intelligence has emerged as a powerful technology in fraud detection and risk 

management, transforming the way organisations identify, prevent and respond to 

fraudulent activities across various sectors. This research highlights the significant role 

of AI in improving the accuracy, speed and efficiency of fraud detection through 

machine learning, deep learning, predictive analytics, and real time data processing. By 

analysing large volume of structured and unstructured data. AI systems can identify 

suspicious pattens, detect anomalies, predict potential risks and support informed 

decision making more effectively than many traditional rule based approaches. 

The applications of AI in business demonstrates its potential to minimise the financial 

losses, strengthen internal controls and improve the operational efficiency in health care 

AI can help detect the insurance claim fraud, billing irregularities and identify the 

misuse. In E-Commerce and retail, its supports the identification of payment fraud, fake 
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accounts, return abuse and suspicious transactions, their by enhancing customer trust 

and transaction security. In the financial sector, AI place a crucial role in detecting the 

money laundering, credit-card fraud, account takeovers, and other suspicious financial 

activities. Similarly, gover nment and public sectors organisations use AI to identify 

fraudulent benefit claims, tax evasion, procurement irregularities and misuse of public 

funds, their by promoting the transparency and accountability. 

Looking forward the future, advancement in explainable AI, federated learning, graph 

analytics, generative AI and real-time predictive systems are expected to strengthen the 

fraud prevention and risk assessment capabilities. Theses technologies may enable 

organisations to detect the increasingly sophisticated fraud pattens while improving 

privacy protection, operational efficiency, and decision making. However, their 

effectiveness will be depend on responsible implementation, ethical practices, and the 

ability to balance automation with human judgment. 

In conclusion, AI is not nearly a technological tool but a strategic component of modern 

fraud detection and risk management. Its integration across the business, healthcare, e-

commerce and retail, financial institution, and government organisations of a 

significant opportunities to reduce fraud, manage un certainty and built more secure 

and resilient systems. Although AI cannot eliminate fraud entirely, its continuous 

development and responsible application can substantially improve the ability of 

organisation to anticipate threats, respond to emerging risks and protect financial and 

institutional integrity. Future research should focus on developing transparent, 

adaptive, accurate, and privacy preserving AI frame works that can address evolving 

fraud techniques while ensuring fairness, accountability and public trust.  
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