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Fraud Auditing |
Part One: Introduction into Fraud

Fraud is defined as “any illegal act characterized by
deceit, concealment, or violation of trust.
These acts are not dependent upon the application
of threat of violence or of physical force.
Frauds are perpetrated by parties and
organizations to obtain money, property, or
services, to avoid payment or loss of services, or to
secure personal or business advantage.”

Tip: Fraud always involves scienter i.e.
intentional
false
representations
or
concealment of material facts
Management Responsibility for Fraud
Deterrence of fraud consists of these actions taken
to discourage the preparation of fraud and limit the
exposure if fraud does occur.
The principal mechanism for deterring fraud is
control.
Primary responsibility for establishing and
maintaining control rests with management.

Auditor’s Responsibilities Related to Fraud
The auditor is responsible to:
1. Notice indicators of fraud.
2. Design appropriate steps to address significant
risk of fraud.
3. Employ audit tests to detect fraud.
4. Determine if any suspected fraud merits
investigation.

Red Flags
Red flags are often indicators of misconduct, and
an organization’s managements and internal
auditors need to be trained to understand and
identify the potential warning signs of fraudulent
conduct. While none of these mean an employee is
actually committing fraud, a combination of these
factors could indicate a need for inquiries and
heightened audit attention.

Special Considerations for Detecting
and Investigating Fraud
Fraud is an area where the services of
outside experts are often retained. The
internal auditor’s responsibilities for detecting
fraud during engagements include:
1. Considering
fraud
risks
in
the
assessment of control design and
determination of audit steps to be
performed.
2. Having sufficient knowledge of fraud to
identify red flags indicating that fraud
may have been committed.
3. Being alert to opportunities that could
allow fraud, such as control weaknesses.
4. Evaluating the indicators of fraud and
deciding whether any further action is
necessary or whether an investigation
should be recommended.
5. Notifying the appropriate authorities
within the organization if it is determined
that fraud has occurred to recommend
an investigation.
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Fraud Auditing |
Part Two: Fraud Triangle
There is a set of three conditions that, if present in the right proportions, suggest the possibility of fraud.
They are opportunity, motive, and rationalization, described as follows:

Pressure (also called incentive or motive)
While people can rationalize their acts, there needs to be a motive to make them behave that way.
Power is a great motivator. Power can be simply gaining esteem in the eyes of family or coworkers. For
instance, many computer frauds are done to show the hacker has the power to do it rather than to cause
intentional harm.
Another motivator is the gratification of a desire, such as greed, or an addiction.
The third motivator is pressure, either from physical stresses or from outside parties.

Rationalization

Opportunity

Most individuals consider themselves good
persons, even if they occasionally do something
bad. To convince themselves they are still good
persons, they may rationalize or deny their acts.
For example, these individuals might consider
that they were entitled to the stolen item or that
if executives break the rules, it must be alright
for others to do so as well.
Some people will do things that are defined as
unacceptable behavior by the organization, yet
are commonplace in their culture or were
accepted by previous employers. As a result,
these individuals will not comply with rules that
don’t make sense to them.
Some people may have periods of financial
difficulty in their lives, have succumbed to a
costly addiction, or are facing other pressures.
Consequently, they will rationalize that they are
just borrowing the money and, when their lives
improve, they will pay it back.
Others may feel that stealing from a company is
not bad, thereby depersonalizing the act.

A process may be designed properly for typical
conditions. However, a window of opportunity
may arise for something to go wrong or that
creates circumstances for the control to fail.
An opportunity for fraud may exist due to poor
control design or lack of controls. For example,
a system can be developed that appears to
protect assets, but which is missing an
important control. Anyone aware of the gap can
take what they want without much effort.
Persons in positions of authority can create
opportunities to override existing controls,
because subordinates or weak controls allow
them to circumvent the rules.
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Regulation for Tax Reduction in the Less
Developed Regions - Jordan

Jordan has issued a regulation which
enables activities within the Less Developed
Regions to benefit from a reduction on their
due income tax. The said regulation
defines:
• The regions that enjoy income tax
reduction by categorizing them
according
to
their
economic
development level.
• The economic activities that are
excluded from benefiting from this
income tax reduction.
• The reduction ratio that the economic
activity enjoys according to the region
in which the activity is exercised.
• Conditions for benefiting from the
income tax reduction.
• Income tax reduction benefit period.
• Terms and Conditions for benefiting
from an extension to the income tax
reduction period.
Within this article we have handled a few of
the above items in brief.
The activities covered in the reduction
are the: industrial, vocational, tourism,
agricultural,
livestock,
hospitals,
entertainment and touristic recreational
cities
However, following are exceptions from
the aforementioned activities which are
not covered by this Regulation:

• Electricity generation except what
generated through renewable energy

is

• Exempted activity or activities which are not
subject to income tax according to the
Income and Sales Tax Law.
• Any activity which has benefited from the tax
incentives according to previous legislations
despite change in ownership.
The Less Developed Regions which benefit
from the exemption on the income tax are
divided according to this Regulation into the
following categories:
1. Category (A): includes Districts of North
Ghor, Der Alla, South Shuna, South Ghor,
Rwaished, Northern Badia, West Northern
Badia, Province of Al-Azraq, District of Jiza
except for the borders of the New Jiza
Municipality, District of Al Muwaqqar except
for the borders of Al Muwaqqar
Municipality, Aqaba Governorate except for
the Aqaba Special Economic Zone.

• Activities of institutions registered in the
Development Areas and the Free Zones
• Mineral industries
PKF Jordan and PKF Iraq Newsletter | Quarter 4| 2016

5

Regulation for Tax Reduction in the Less
Developed Regions – Jordan- Cont.

2. Category (B): includes the Governorates of
Ma’an, Al Tafilah, Al Karak and Ajloun.
3. Category (C): includes the Governorates of
Jerash and Al Mafraq in addition to Irbid
Gov. except for the borders of Greater Irbid
Municipality.
4. Category (D): includes the Governorates of
Madaba and Balqa in addition to Amman
Gov.
except
for
Greater
Amman
Municipality, Zarqa Gov. except for the
borders of Zarqa Municipality and Ruseifa
Municipality.
The reduction on the due income tax on these
categories is for a period of 20 years, whereby,
the ratio is as follows:

• (100%) if the activity is in an area within
Category (A).

• (80%) if the activity is in an area within
Category (B).

• (60%) if the activity is in an area within
Category (C).

• (40%) if the activity is in an area within
Category (D).
The reduction on the due tax starts as of the
1st of January 2016
Despite the said reduction, the due tax on any
activity after reduction should not be less than
(5%) of the taxable income.
Regarding extensions to the reduction; the
Investment Council may within certain conditions
and according to certain procedures grant an
extension to the duration of benefit from the
income tax reduction for a period that does not
exceed half of the duration stated in article (5) of
the Regulation according to the following
conditions:

1. The expansion, development or
update of the project is not less than
(25%) of the investment value.
2. The expansion, development or
update of the project leads to
increasing the production capacity in a
percentage that is not less than (25%)
of the actual production and provided
that it operates in a percentage not
less than (70%) of the designed
capacity after expansion, development
or update.
3. The activity has not benefited from tax
incentives
through
previous
legislations.

If the activity has relocated from a region
in one category to another according to
the categorization in Article (4) of the
Regulation, it will benefit from a
percentage of reduction on the due
income tax of the region it moved to
according to certain terms stated within
the Regulation.
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International Standard on Auditing (ISA) 701
(Revised) Effective as of December 15, 2016
This revised ISA deals with the auditor’s
responsibility to form an opinion on the financial
statements as well as the form and content of
the auditor’s report issued as a result of an audit
of financial statements. This ISA applies to an
audit of a complete set of general purpose
financial statements. ISA 701 (Revised) is
effective for audits of financial statements
for periods ending on or after December 15,
2016.

PKF Khattab & Co. intends to carry out
an internal workshop to apply the
revision on the audits of financial
statements with the intention of covering
the topics stated in the table below which
summarize the changes in the auditor’s
report relevant to listed and non-listed
entities.

Objectives
The objectives of the auditor are:
A. To form an opinion on the financial
statements based on an evaluation of the
conclusions drawn from the audit evidence
obtained; and

More details on (ISA) 701 (Revised) are
available on our website
http://www.pkf.jo/en/News.aspx?CategoryID
=3
For further information, please contact us.

B. To express clearly that opinion through a
written report.

Listed Entities

Non-Listed
Entities

√

√

√

√

√

√

Statement of compliance with relevant ethical
requirements and a reference to the origin of the
ethical requirements complied with.

√

√

Descriptions of auditor’s responsibilities for other
information and statement with respect to the
documents read and findings

√

√

Description of key audit matters

√

x

Re-ordering of the auditor’s report
Revised description of management responsibilities
Revised description of auditor’s responsibilities

www.ifac.org
www.iaasb.org
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IFRS 9 – “Accounting for Financial
Instruments”
IFRS 9 – “Accounting for Financial Instruments”
will be the applicable Standard within the financial
reporting framework for banks in Jordan as of
January 1, 2018 , thereby replacing the current
standard IAS 39. Banks are required to
implement IFRS 9 and need to assess the
operational, financial and reporting implications of
the conversion from IAS 39 to IFRS 9 through:
• Performing a detailed analysis/ diagnostic with
respect to the accounting/valuation impact on
the Bank’s assets and its impact on the Bank’s
consolidated financial statements.
• Carrying out a detailed gap analysis (IFRS 9 vs
IAS 39).
• Identifying potential changes in the financial statements and disclosures following IFRS standards.
• Assessing potential impacts on the accounting and reporting as well as processes and IT
• Outlining a roadmap for the implementation to be ready for the “go-live” in 2018.

As an initial phase for the implementation of IFRS 9, the Diagnostic and Assessment phase forms the
corner stone of the implementation process. Accordingly, the following topics need to be addressed in
order to assess the impact of IFRS 9 on each Bank and to build a customized and unique
implementation plan that best serves the interest of the bank.
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IFRS 9 – “Accounting for Financial
Instruments”- Cont.
IFRS 9 – Diagnostic and Assessment phase:

The following areas including their interdependencies shall be considered in the initial assessment:

Please contact us for further details about the implications of the implementation of IFRS 9 or if you
would like to arrange for a meeting to discuss the implications on your own bank in specific.
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Major Contracts

Consulting Contracts

Invest Bank

Art Line Group International

PKF Jordan signed a contract with Invest
Bank to provide financial advisory services

PKF Jordan signed a contract with Art Line
International Dubai to provide financial
advisory services

EB-5 Petition Analysis

PKF Jordan prepared a complete report that
illustrates the source of funds and trace the
path of funds for EB-5 Petition to USCIS for
participation in the Pine State Regional Center
Project, Pine State Opportunity Partners II
(PSOP II). The report ensured that investors
enjoy a transparent and easy EB-5 process
that shall link them to reputable projects and
facilitate successful immigration to the United
States.

Site Group for Services &
Well Drilling Company Ltd.
PKF ProGroup provided Site Group for
Services & Well Drilling Company Ltd. With
Net Book Value Validation Based on the
Historical Financial Records of two of the
companies oil drills
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Major Contracts

Consulting Contracts

Save the Children
International – Jordan

Airport International Group
(AIG)

PKF Jordan has signed a contract with Save the
Children to conduct a market research to map the
labor market in three governorates; Irbid, Mafraq,
and Zarqa. The ultimate goal of this engagement
is to link job seekers with job opportunities within
the governorates and draw informed conclusions
of later interventions needed in the labor market
to provide common grounds for labor market
supply and demand.

In continuation of the business partnership with
valued clients, PKF Jordan provided its
professional services to Airport International
Group (AIG) again to provide customer
satisfaction and related survey fielding
Service(s) at Queen Alia International Airport
(Q.A.I.A).

Gemiini Web Video Therapy
Services
PKF Jordan signed a contract with King
Abdullah II Fund for Development to conduct a
market study of Gemiini Web Services in the
Kingdom of Saudi Arabia to assess the Saudi
market in terms of demand and supply for the
provided services, as well as, to draw an
overview on the market entry technical and
legal requirements including developing a
pricing model.

Arabian Cement Co.
PKF Jordan signed an agreement with Arabian
Cement Co. to provide it with HR Business
process alignment with oracle HRMS, SSHR,
OTL and payroll. The service will include a
knowledge transfer and support.
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Major Contracts- Cont.

Consulting Contracts

Deutsche Gesellschaft
Für Internationale
Zusammenarbeit- GIZ
PKF Jordan signed an agreement with GIZ to
provide it with a Benchmarking study for
salaries,
benefits
and
compensations
(employment basis) and for local experts fees
scale (non- employment basis) for both Jordan
and Lebanon.

Higher Council for the
Affairs of Persons with
Disabilities (HCD)
PKF Jordan signed an agreement with the
Higher Council for the Affairs of Persons with
Disabilities to conduct a study on the status quo
of reproductive health programs in relation to
persons with disabilities.

Tanmeyah/ USAID Local
Enterprise Support Project
(USAID LENS)
PKF Jordan signed an agreement with USAID
Jordan Local Enterprise Support Project (USAID
LENS) to provide it with employee salaries, benefit
and satisfaction survey.

A Group of Companies in
Kampala Uganda
PKF Jordan provided recruitment services to a
group of companies in Kampala, Uganada.
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Major Contracts- Cont.

External Audit Contracts

Consolidated Project
Development for Interior
Decoration Work – Jordan

Tale Box Company

Khayrat Belady
Company

Middle East Defense
Systems

Al-Oqab International
Networks

Ideal for Information
Technology

Tech Tribes
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Major Contracts- Cont.

Tax Contracts

Ultimitats Co.

Dar Al-Khebra for
Constructions Material
Co.

Special Assignments

Kalpataru Power
Transmission Ltd

Action Hotels

PKF Jordan and PKF Iraq Newsletter | Quarter 4| 2016

14

News and Events

PKF Jordan and PKF Iraq Conducted Three Training
Workshops for the Team

In light of PKF strategy for continuous learning and to further improve the team’s capabilities; three
workshops have been conducted covering the following subjects:
1. CaseWare International implementation and relevant case studies.
2. Inventory, inventory supervision and cash count along with related audit procedures in accordance
with PKF Methodology and ISA.
3. Audit procedures in accordance with PKF Methodology and related ISA.
Moreover, another workshop is planned in January to cover: audit reporting in accordance with
International Standards on Auditing ( ISA “ 701”).
Later workshops: Revised ISA 705, 706, 570, 260
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About Us
PKF Jordan and PKF Iraq, member firms of PKF International, are regional, multidisciplinary
business advisory firms with industry specific services. We offer outstanding opportunities, by
providing international standard based services, to dramatically position our clients as pioneers in
a rapidly growing business environment. PKF Jordan and PKF Iraq play a major role in business
advisory including Consultancy, Auditing, and Tax Services.
Areas of experience include Finance, Taxation, Market
PKF Network Worldwide
Research,
Strategic
Planning,
Organizational
Around 50 years of experience
Development,
Human
Resource
Development,
21,000 people
Investment, Technology and Information Management,
440 offices
Quality Management, and Socio-Economic Studies. We
also initiate an added value component where
150 countries
integration, consistency and reliability are effectively
US$ 2.6 billion turnover
enforced. PKF Jordan and PKF Iraq high quality services
Top 10 assurance & advisory firm
help clients identify their business needs, improve, excel,
cope with business fluctuations and accomplish their
worldwide
anticipated goals and excel.
Our team approach enables operating as integrated cells exposed to diverse industries. Words
like creativity, innovation and flexibility generate great success within the firms’ services and
culture, where PKF Jordan and PKF Iraq promise of quality, accuracy, speed, and value remain
applicable in all deliverables. Relying on PKF Jordan and PKF Iraq beliefs makes our caliber
professional. And experiencing our services makes clients distinguishable.
PKF Jordan and PKF Iraq services are designed to look after the best interest of the clients and
protect their wealth. Our advisors thoroughly investigate the organization’s business cycle to
innovate the most rewarding solutions within our following services:
Assurance and Advisory
Tax Consultancy
Corporate Finance
Forensic Accounting
Financial Planning
HR & Management Consultancy
IT Consultancy
Umbrella Services

Contact Us:

PKF Jordan
1 Jaber Ben Hayyan Street–Shmeisani
Amman - Jordan
Website: www.pkf.jo
Email: info@pkf.jo
Tel:
+962 6 5695442/ 3
Fax:
+962 6 5606344

PKF Iraq
MRF 4 Towers. Complex C. 5th
Floor Office 16, Kurdistan - Iraq
Website: www.pkfIraq.com
Email: info@pkfIraq.com
Tel:
+964 7508829873
Fax:
+962 6 5606344
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About Us
PKF Jordan & PKF Iraq deliver a full spectrum of services:
Assurance and Advisory
• Statutory audit
• Accounting services
• Non-statutory audit
• Sarbanes Oxley assurance
• Compilation of financial statements
• International accounting standards
• Assurance engagement
• Internal audit
• Business risk services
Tax Consulting
• Tax planning and tax manual
• Income tax
• Sales tax
• Withholding tax
• Employee’s tax
•
Corporate Finance
• Privatization and Build - Operate - Transfer
(BOT) services
• Private placement memorandum
• Business plans
• Finding and securing finance from the most
appropriate sources (such as private equity
firms)
• Business valuations
• Preparation of financial projections and
financial cash flow forecasts
• Investment agent
• Provide ongoing advice and support with
flotation, mergers and acquisitions,
management buy-outs / buy-ins and disposals
• Due diligence
• Advice on reorganizing and restructuring
existing businesses, commercial and tax
considerations and fundraising options
• Feasibility studies
Forensic Accounting
• Appraisal of financial losses resulting from
fraud
• Appraisal of damage resulting from prejudicial
acts
• Preparation of expert opinions and second
opinions
• Assisting solicitors in the financial aspects of
cases
• Intervention as arbitrators or mediators in
dispute resolution

Umbrella Services
Financial Planning
• Retirement planning
• Savings and investments
• Medical and life insurance
• Business assurance
• Property purchase
IT Consultancy
• Business process design
• Disaster recovery planning
• Managing Information Technology
(IT) expenditure - budgeting and control
• Project management of business
requirements
• Packaged software / Enterprise Resources
Planning (ERP) selection and implementation
• Information Technology (IT) security and crisis
planning
• Risk analysis and management
• Information Technology (IT) policies and
procedures
Management Consultancy
• Strategic planning to achieve a sustainable
competitive advantage
• Risk - measurement strategies, risk
management plans and crisis handling
• Institutional assessment and upgrading plans
• Reviewing business processes for efficiency,
control and effectiveness
• Organizational restructuring
• Competency-based human resources
management and development
• Performance scorecards and indicators
• Marketing and market communication plans
• Market studies, research and surveys
• Customer satisfaction programs development
• Financial policies and procedures including
procurement, accounting, and budgeting
• Corporate governance manuals
• Costing systems
• Internal audit manuals
• Operations manuals
• Quality management services
• Monitoring, evaluation, and impact assessment
studies
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