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MTP 8 (Ch. 16 – Internal Audit and Ch. 17 – Due Diligence, Investigation & Forensic Accounting) 

Marks: 27 

Time: 50 Minutes 

Instructions: Part A comprises of MCQ. 

  Part B Comprises of descriptive questions. 

Part – A (Multiple Choice Questions) 

 

Karma Ltd. got incorporated in 1980s as a private limited company and started its business into 

two segments – printing and construction. The two business activities were completely different 

but those were managed very well and the company grew significantly over a period of time. In 

year 2001, the company got converted into a public company and in 2008, the company also got 

listed on Bombay Stock Exchange. 

The turnover of the company was increasing, however, the margins were not increasing as per 

the expectations of the management and the management analysed this aspect and realized that 

the margins were not so high in case of printing segment. 

The company decided to focus more on construction business and included infrastructure in its 

line of business. This was also because of the fact that the government policies were favourable 

towards the infrastructure sector. Eventually, the company decided to sell its printing segment in 

2015. 

The new investor (i.e. buyer) for the printing segment carried out a due diligence of the printing 

business involving various aspects and the company sold this segment in January 2016. 

Since the business of the company included infrastructure and it involved transactions with 

government officials also, the management suspected certain suspicious transactions for which 

it decided to carry out a forensic audit in the financial year 2016-17. During the audit, certain 

transactions were identified highly risky, on which the management discussed and set up certain 

new processes and stringent controls so that the business can function in an efficient manner. 

For the financial year ended 31 March 2024, a due diligence was done for the company, which 

impacted the company significantly in terms of its reputation and business. The company lost 

some significant contracts during the process of investigation itself. 

At the time of due diligence review, the reviewer assessed the business feasibility also so as to 

assess whether the current business would be more beneficial in future or not. The management 

of Karma Ltd. did not understand this perspective. The management argued that the reviewer has 

no powers to assess the business feasibility, as the company was running a profitable business 

from many years. 

The company had various litigations going on including those related to matter of taxation. The 

company had taken consultations in respect of those litigations from professionals and 

renowned legal/tax consultants. The reviewer for due diligence reviewed these consultation 

documents and also asked for the documents related to these matters. Further, he also suggested 

that the decision taken by the company in some matters was not correct. 

 



 CA Final Audit – MTP (Feb./March 2025) for May 2025 Exam 

 

Compiled by: CA. Pankaj Garg 2 

 

At the time of investigation, the reviewer asked about the background of the promoters of the 

company. The management explained that there was no need for this investigation. Further, the 

management explained that the company has already gone through the processes of due 

diligence and forensic audit in the previous years and there was no doubt raised on promoters 

of the company. So, the background of promoters cannot be shared with the reviewer. 

In the light of the above-mentioned facts, you are required to answer the following questions: 

   

Q.1 The management argued that the reviewer has no powers to assess the business 

feasibility, as the company has been running a profitable business from many years. 

Which of the following statement should be correct? 

(a) The contention of the management was correct. 

(b) Reviewer was correct, as due diligence covers assessment of business feasibility as 

well. 

(c) Reviewer was correct as due diligence covers assessment of business feasibility as 

well, however, as the company was doing this business for decades it should not 

have been carried out by the reviewer. 

(d) Management was correct; however, it should have discussed the same with the 

investor as part of the sale contract. 
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Q.2 The due diligence reviewer was given audited financial statement of the company for his 

financial review for the year ended March 2024. However, the reviewer asked for financial 

statements for the year ended 31 March 2023, which was already audited by the statutory 

auditors of the company and the management of the company declined this request. 

(a) The management is correct. 

(b) Reviewer can ask for documents even for the period for which audit is completed. 

(c) Reviewer can ask for financial statements for the period for which audit is completed 

but he cannot give any statement on them. He can collect the same for his 

documentation purpose only as per the requirements of the auditing standards. 

(d) Reviewer has no right to review the financial statements of the period other than the 

period under review. 

 

   

Q.3 The reviewer for due diligence reviewed the consultation documents pertaining to various 

litigations going on including those related to matter of taxation and also asked for the 

documents related to these matters. Further, he also suggested that the decision taken 

by the company in some matters was not correct. 

(a) The reviewer needs to have independent assessment of legal/tax cases and any 

outcome needs to be discussed with the management. 

2 
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(b) The company should not have provided the documents as those are confidential. 

(c) The reviewer can study the tax consultation document but cannot give his opinion 

as the company already took the opinion from professional consultant. 

(d) Tax and legal matters are not a part of review of due diligence exercise. 

   

Q4 The management may refuse to share the details of promoters. Comment on this. 

(a) Since the company has already went through due diligence and forensic audit in the 

previous years, the management may refuse to provide promoters details to the 

reviewer. 

(b) As the background of promoters has no bearing on the financials of the company, 

the reviewer should not ask for the details of promoters and the management may 

refuse to provide the same. 

(c) Since the company went through processes of forensic audit in the past, and set up 

new processes and internal controls, the reviewer should not investigate into the 

background of promoters 

(d) The contention of the management is not correct. 

 

   

Part B (Descriptive Questions) 

Q. No. 1 is Compulsory. Attempt Any TWO from the rest. 

   

Q.1 (a)  One of the independent directors sought information regarding the appointment of 

internal auditors for following Group Companies in accordance with the Companies 

Act, 2013 of which certain Financial Information are given below:  

Figures are in (₹) crore and correspond to the previous year.  

Name Nature Eq. Share 

Capital 

Turnover Loan from 

Bank & PFI 

Public 

Deposits 

AADI Ltd. Listed 100 190 50 24 

AJIT Ltd. Unlisted Public 45 135 - 35 

NEMI Ltd. Unlisted Private 250 190 80 - 

You are required to evaluate the requirements of the Companies Act, 2013 regarding 

the appointment of internal Auditors for the Group Companies. Discuss. 

(b)  A Ltd. who is one of the leading manufacturer of kids clothing is interested to acquire 

B Ltd. B Ltd. is currently a manufacturer of women’ clothing. As a professional 

consultant in due diligence and valuation, A Ltd. entrusted you to value B Ltd. The 

valuation of B Ltd. is dependent on future maintainable sales. Discuss the factors 

you would consider in assessing the future maintainable turnover of B Ltd?                                                                                                                                         
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Q.2 An American Company engaged in the business of manufacturing and distribution of 

industrial gases, is interested in acquiring a listed Indian Company having a market share 

of more than 65% of the industrial gas business in India. It requests AB & Co., a Chartered 

Accountant Firm to conduct a “Due Diligence” of this Indian Company and submit its 

Report. 

Mr. Rohit, Senior Partner of AB & Co. is of the view that this activity is similar to audit 

assignments and hence to be carried out in the same manner. Mr. Sumit, another partner 

of AB & Co. correct Mr. Rohit by explaining that due diligence activity is different from 

audit and it is conducted in a manner, that in many ways, are different from audit. In this 

regard, answer the following: 

(a) Difference between Due Diligence and Audit. 

(b) Steps involved in conducting due diligence.  

 

 

 

 

 

 

 

 

2 
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Q.3 XYZ Ltd has appointed Mr. A to conduct their internal audit for financial year 2024-25 and 

requested Mr. A to give the report based on his findings considering the requirements of 

Relevant Standards on Internal Audit 370.  

You are required to answer the following in accordance with relevant Standards on 

Internal Audit: 

(a) Stages for reporting of internal audit results. 

(b) Issue of which type of report is been dealt by SIA 370. 

(c) Key Elements to be included in Internal Audit Report.  

 

 

 

 

2 

1 

2 

   

Q.4 A Forensic Professional is often retained to analyze, interpret, summarize and present 

complex financial and business-related issues in a manner which is both understandable 

and properly supported. Forensic Professional are trained to look beyond the numbers 

and deal with the business reality of the situation. 

A Forensic Professional renders a number of services during forensic accounting 

investigations. List various areas where a forensic professional is generally involved with 

brief explanation. 

Also state the pre-requisites a forensic professional must possess to render these 

services properly.  
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Instructions for submission of answer sheet 

Single PDF of answer sheet is to be e-mail at test.altclasses@gmail.com 

Subject line “Final Audit - MTP 8 - Enrolment id ______” 

Mention the following on answer Sheet:  

1. Name:  

2. Mobile No.:  

3. Test:     Final Audit – MTP 8 

4. Enrolment Id:    

5. ICAI Registration No.:     
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