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University Examinations 2016/2017  

FOURTH YEAR FIRST SEMESTER EXAMINATION FOR THE DEGREE OF BACHELOR OF 
COMMERCE 

BFC 3476: FORENSIC ACCOUNTING 

 DATE: JUNE 2017                                        TIME: 2 HOURS 

INSTRUCTIONS: Answer question one and any other two questions  
      
   
QUESTION ONE (30 MARKS) 

The following trial balance was extracted from the books of Mega Mega Ltd as at 30th April 2017. 

      Dr  Shs.Million  Cr Shs.Million 

 Investments held to maturity    500 

 Stocks       545 

 Sales          4,420 

 Purchases      2,135 

 Interest on loan    200 

 Staff salaries      550 

 Advertising      200 

 Director’s allowances    18 

 Rent of agency offices    40 

 Motor vehicles     290 

 Finance charges     200 

 Plant & machineries     1,700 
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Premises     4,200 

Rent income        150 

Investment property    600 

Motor vehicle expenses   130 

Administration costs    290 

Legal fees and insurance   20 

Debtors      470 

Bad debts written off    5 

Creditors         170 

Depreciation of Assets   442 

Equipments and computers   630 

Bank       140 

Cash      5 

Staff gratuities        500 

Other incomes        45 

Revenue reserves       700 

Ordinary share capital       5,000 

Asset revaluation reserve      120 

10% debentures       2,000 

Share premium       1,500 

Assets held for sale    700 

Software and intangibles assets  500 

Total        14,605   14,605 

 

 Notes  

1. Closing stocks was valued by the accountant as at Kshs.245 million.  At the end of the year 

following several complaints and objections from board of directors, the board resolved to 

invite and hire forensic experts to investigate the financial affairs of the entity in order to 

resolve the conflicts/complaints.  The company had four managers in charge in finance, sales 

and marketing, Human Resources/Administration and procurement and logistics.  Managers 

were on 5 years job contracts renewable upon successful performance but limited to three 
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terms of 5 years each, and were payable gratuity at 30% for every complete year service with 

the company.  Management was headed by a General Manager assisted by a Deputy General 

Manager both who only served 2 terms of 3 years each. 

2. During the forensic review the following malpractices and misrepresentations were 

discovered. 

a) In the account of sales, VAT (Value Added Tax) amounting to shs.40 m had been 

concealed intentionally by the accountants.  Investigations revealed that the managers 

intended to hide the remittances and forge the goods concerned to be those zero rated 

in order to brighten the managerial performance of the Finance Managers.  

b) In the purchase account shs.8 million had been paid to Dora Enterprises Ltd, for 

supply of goods to the firm.  Investigation showed be that no goods were supplied and 

Dora enterprises is a business firm owned by the wife of the procurement and 

logistics manager. 

 

On the same account, a cheque 32 million had been paid to “Ngwa Enterprises for 

supply of goods to the firm.  However investigations showed that only goods worth 

28 million had been delivered.  Ngwa Enterprises is a firm owned by the sister of the 

finance manager and a close confidant of the procurement and logistics manager.  

Records at the register of business showed that the firm was co-owned by the finance 

manager and his sister Ngwa.  

3. In the salaries account, an amount of shs.4,5000,000 was paid to ghost workers as casual 

employees. Investigates showed that identities used for payments were for relatives of 

Human Resource/Administration Manager, who had perished 10 years ago, and no such 

persons had ever worked in the company.  Banks records showed the HRM pocketed the 

cash. 

4. In motor vehicle expenses a saloon car make to Totota prado costing shs.5.8 million for the 

General Manager, two Nissan x-trails each with value of 2 million, for Financial Manager 

and Procurement Manager and two Toyota Klugger each with a value of 4.6 Million for 

HRM and Sales/Marketing Manager were all included and accounted for as motor vehicle 

fuel costs and as a charge against the company funds. 
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5. In the debtors account, the General Manager had taken goods worth 5 Million which had 

been accounted as credit sales.  However, the General Manager had instructed the accountant 

to treat them as bad debts, in total disregard of the company policies, which required Board 

of Directors to approved all bad debts and write-offs.  The 5 Million worth of goods had not 

been approved and authorized by Board of Directors, neither had account been paid. 

6. In the legal fees account, a cheque of shs.3.6 million had been paid to Jose Advocates for 

purported defense of the company.  The suit in question had been done and finalized 6 years 

ago, and the advocate was fully paid by then.  Investigations revealed that this was fraud.  

Jose Advocates is a law firm belonging to the husband of sales and marketing manager. 

7. Included in the creditors accounts is an amount of shs.30 million belonging to previous 

accounting period.  Though included as purchases on credit for this year the goods were 

received in the last accounting period only that the transactional documents arrived late and 

were captured in this year’s accounting period. 

8. Included in the advertising account is an amount of shs.10 million for purported advertising 

and road show promotion, paid to Chari Enterprise.  Investigations showed that no 

advertising or road show promotion was done.  Chari is a son of the Deputy General 

Manager, who used the funds to buy a house at Sunai Estate in Nairobi shs.6 Million gave 

the father shs.3 Million and paid dowry for his wife with the balance together with fuel 

expenses while taking the dowry in a convoy of vehicles of his friends. 

9. At the time of forensic examination, General Manager and Deputy General Manager had 

served for complete 5 years as at 30th April 2017, and were earning monthly consolidated 

salaries of shs.850,000 and shs.700,000 respectively, while other four managers had served 

for 10 years each, and earnings a monthly consolidated salary of shs.450,000, each except for 

Finance Manager who was earnings a consolidate monthly salary of shs.600,000. Gratuities 

were taxable at a flat rate of 20%. 

10. Terms of contract required the employees to be taken court for crimes committed against the 

employer while on employment or be dismissed or terminated employment subject to 

payment of all that will be determined due from them to the employer.  

 

The six management staff were accorded hearing before the board of directors and before the 

forensic experts.  Charges on account of the forensic findings were read to them, all pleaded 
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guilty but requested the board to deduct all dues from their service gratuities.  However, the 

Directors had opted for court but on advice of the company lawyers, their external auditors 

and business consultants and from the forensic experts rescinded their decisions and decide 

to pay them their gratuities subject to recovery of all the amounts they had misappropriated 

and stolen from the company.  By mutual agreement it was also resolved that shs.200,000 be 

deducted from the terminal dues of each staff to cater for forensic assignment costs that had 

cost the company shs.1,200,000. 

Required:   

a)  

(i) Determine the amount stolen from the company by each management staff.  (6 Marks) 

(ii)  Determine the amount of gratuity payable and due to each manager.   (6 Marks) 

b) Ledger accounts of the affected accounts.      (4 Marks) 

c) Correct statement of financial position as at 30.4.17 and statement of comprehensive income for 

the period to 30.4.17 that would provide the true and fair view of the finance states of the 

company as at close of books.         (10 Marks) 

d) Highlight two other methods that can be used for disputes resolution other than the courts.  

            (4 Marks)

         

QUESTION TWO (20 MARKS) 

a) Clearly discuss the difference between accounting errors and frauds.    (6 Marks) 

b) How different is fraud from the financial crimes of extortion and solicitation.  How different is 

embezzlement as a financial crime.        (6 Marks) 

c) How different is the financial crime of conspiracy from aiding and abetting crime. (4 Marks) 

d) How different is the financial crime of robbery from arson.  How different is the crime of 

burglary?            (4 Marks) 

 

QUESTION THREE (20 MARKS)  

In its recent quarterly report, the Central Bank of Kenya has noted that Commercial Bank and 

financial institutions in Kenya have lost close to shs.50 billion in 2016 through frauds.  

Supermarkets have not been spared as in 2015, the retail claim shops lost close to shs.3 billion 

through frauds and other financial crimes.  Petrol stations and hotels, schools and colleges agencies 
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offices and departments of both county and national government, have all lost billions of tax 

payers money through frauds as noted through the Auditor-General reports.  

Required: 

a) Discuss the motivations behind the rampant fraud events and fraudulent transactions in Kenya. 

What causes frauds in an accounting system?       (4 Marks) 

b) Critically review and explain the probable indicators of fraud in an entity such as: 

(i) Inspectorate of police. 

(ii)  Power and lighting company. 

(iii)Ministry of lands of the National government. 

(iv) Water and sewerage company of County Government.   (8 Marks) 

c) Discuss two methods that forensic accountant/auditor/expert can use to obtain documentary 

evidence on account of frauds committed in an accounting system.   (4 Marks) 

d) Show some of the measures that authorities can institute in both public and private sector to 

stamp out and control tragedy of frauds and other financial crimes in Kenya.  (4 Marks) 

 

QUESTION FOUR (20 MARKS) 

 Journal of the world economic review 2016 pointed out that in the year 2015, African countries lost 

close to shs.15 trillions through money laundering, inform of capital flights, bogus contracting and 

invoicing, drug and human trafficking, poaching and sale of illegal animal species, swindling of state 

treasuries and banking the proceeds offshore. 

Required: 

a) Define and explain fundamentally the financial crime of money laundering.  How different is 

money laundering from corruption.  What are its effects to the national economy? (6 Marks) 

b) Highlight the likely indicators of money laundering in a corporate entity.  (3 Marks) 

c) Discuss at least three forms/phases of money laundering.    (6 Marks) 

d) Critically, explain five measures that authority and citizens can take to stop and or control money 

laundering in Africa.          (5 Marks) 
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QUESTION FIVE (20 MARKS) 

Ethics and anti corruption (EACC) observes that: 

1. Everyday matatus from Kendu Bay to Nyakach willingly give shs.100 to the police manning 

the route with the police rarely checking the state, worthiness or compliance of the vehicles 

and driver to the Traffic Act. 

2. In a recent party primary nominations an aspirant gave shs.1000 to each voter member of 

Karumaido, constituency.  The voters who voted to nominate him were more than these in 

the registers of the party and that of the electoral commission, for that Karumaido 

constituency.  The aspirant was declared the winner by over “200% score”. 

3. In a recent road tender award, Tano Construction Company was awarded the tender for 

tarmacking Kawendo-Kawanja-Kazazi, service road, for shs.50 million.  This is after the 

company willingly game shs.5 million bribe to five member committee of the tender board.  

The tender had been initially been awarded to Ngumu Construction Company but later 

cancelled on flimsy reasons “that Ngumu Construction Company had no previous road 

construction experiences, lacked security bond and had unethical directors” and could 

therefore not be trusted with the road tender “though Ngumu had fully complied with terms 

of the tender.  

4. Recently a well qualified candidate was rejected and denied employment as Chief Internal 

Auditor in a local public university even after going through selection, interview and scoring 

the highest marks.  He holds B.Com (Karatina) MBA (MUST), CPA (K) and experience of 

10 years in finance/accounting work.  Basis for rejection were that he was ‘single parented, 

too professional, too qualified, very experienced and sharp shooter” though he had met all the 

requirements of the position as advertised.  He had the same qualifications and attributes of 

the previous Chief Internal Auditor who retired. 

However the person who was appointed did not even apply for the job, was not even called for 

interview, holds a BSC degree in Economics from a Srilanka University and only 5 years 

experience in running her mother’s shop at Githurai, Nairobi.  The candidate had to be employed 

because an influential person in the University Council and operative of the State House 

machinery was her uncle. 
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Required: 

a) Define and explain the financial and economic crime of corruption.  What are its features and 

how is it different from extortion.        (3 Marks) 

b) Critically discuss some of the actions or circumstances in an entity that can be deemed to be 

corruption, other than those mentioned by the EACC above.    (4 Marks) 

c) Explain the following forms of corruption: 

(i) Petty corruption 

(ii)  Administrative/syndicated corruption 

(iii)Political corruption         (3 Marks) 

d) In your own words, discuss the social, financial and economic effects of corruption to the 

balance sheets of corporate entities and to the general performance of an economy. (5 Marks) 

e) Highlight the measures that authorities and citizens can collaborate and put together to combat 

and control corruption in Kenya.         (5 Marks)  


