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ICAI submits Pre-Budget Memorandum to CBDT advocating Tax

Reforms

ICAl seeks tax incentives for
entities engaged in Green Pro-
jects and Skill Development.

Separate provision for deduc-
tion of expenses relating to
education of girl child and
Mediclaim premium.

The Institute of Chartered Ac-
countants of India (ICAl) pre-
sented its Pre-Budget Memo-
randum 2024 to the Central
Board of Direct Taxes (CBDT).
The comprehensive document
encapsulates a spectrum of
recommendations aimed at
fostering economic growth,
encouraging environmental
sustainability, and enhancing
social welfare through prudent
tax reforms. Below are some
key highlights from the mem-
o r a n d u m

In the Pre-budget Memoran-
dum, ICAl seeks tax incen-
tives for entities engaged in
green projects that impact
environment positively and
entities exclusively engaged
in skill development pro-
grammes, considering their
contemporary relevance and
importance. Further, it has
been suggested that interest
income earned by the sub-
scribers of green bonds may
be exempt or, in the alterna-
tive, be subject to a conces-
sional rate of tax.

In line with the Government’s
campaign to promote educa-
tion of the girl child, a separate
provision for deduction of ex-
penses relating to education of
girl child both under the de-
fault tax regime and alternative
tax regime has been suggested
in the Memorandum. The sig-
nificant suggestions relating to
the Personal Taxation regime
include provision of deduction
for Mediclaim premium paid
under the default tax regime,
regular enhancement of stand-
ard deduction and option of

joint taxation for married cou-
p | e S

On this occasion CA. Ranjeet
Kumar Agarwal, President,
ICAIl, said, “ICAl has pioneered
formulating Standards on Sus-
tainability Reporting, shaping
the ESG reporting landscape in
the country. In order to en-
hance green finance and en-
courage green projects, we
have advocate for special in-
centives to entities undertak-
ing Green Projects and pro-
pose exemption for interest
income of subscribers of green
bonds issued by such entities”

On the business taxation front,

the suggestions include align-
ment of the provisions of tax
audit with the presumptive
income provisions, further sim-
plification of presumptive in-
come regime and increase in
threshold for computation of

allowable remuneration of
partners. In addition, clarifica-
tions were sought on the provi-
sions of section 43B(h). The
Memorandum also contains
suggestions for rationalization
of the provisions relating to
taxation of charitable trusts.
Allowing filing of updated re-
turn in case of reduction in
losses and permitting filing of
such return where assessment
proceedings are completed are

some important suggestions in
relation to return filing.

Rationalization of the tax rate
under section 115BBE (as well
as the surcharge thereon) on
deemed income under sec-
tions 68 to 69D has been sug-
gested, considering that these
provisions can be invoked at
the discretion of the Assessing
Officer; and non-initiation of
prosecution proceedings where
there is only a delay in remit-
tance of tax are the other sig-
nificant suggestions in the
Memorandum

The Pre-Budget Memorandum
2024 emphasizes the im-
portance of rationalizing
direct tax laws, minimizing
litigation, and enhancing tax
collection mechanisms, all
geared towards fostering a
conducive fiscal environ-
ment for the year 2024-25.
A bout | C Al
The Institute of Chartered
Accountants of India (ICAI)
is a statutory body set up by
an Act of Parliament under
the Chartered Accountants
Act, 1949 for the regulation
and development of the
profession of Chartered Ac-
countancy in India. The Insti-
tute, functions under the ad-
ministrative supervision of the
Ministry of Corporate Affairs,
Government of India. With
around 8.5 lakh students and
over 4 lakh members, today
ICAl is the largest professional
accountancy body in the world,
with a strong tradition of ser-
vice to the nation. ICAI has a
wide network of 5 Regional
Councils and 175 Branches
within India and a global pres-
ence with 50 Overseas Chap-
ters and 31 Representative
Offices spanning 81 cities
across 47 Countries.
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Section 10(46) Notification: Kerala Autorickshaw Workers

Welfare Fund Scheme

In exercise of the powers con-
ferred by clause (46) of section
10 of the Income-tax Act, 1961
(43 of 1961), the Central Gov-
ernment hereby notifies for the
purposes of the said clause,
‘Kerala Autorickshaw Workers
Welfare Fund Scheme,
Kollam’ (PAN:AAATK3080E), a
Board constituted by the Gov-
ernment of Kerala, in respect
of the following specified in-
come arising to the said Au-
thority, namely:- (a) Grant re-
ceived from State Government
of Kerala. (b) Contribution re-
ceived from the workers regis-

tered as members in the
Scheme. (c) Contribution re-
ceived from self-employed
persons and employers for
workers, registering as mem-
bers of the Scheme. (d) Regis-
tration fee. (e) Interest earned
on bank deposits. 2. This notifi-
cation shall be effective sub-
ject to the conditions that Ker-
ala Autorickshaw Workers Wel-
fare Fund Scheme, Kollam,- (a)
shall not engage in any com-
mercial activity; (b) activities
and the nature of the specified
income shall remain un-

changed throughout the finan-
cial years; and (c) shall file
return of income in accordance
with the provision of clause (g)
of sub-section (4C) of section
139 of the Income-tax Act,
1961. 3. This notification shall
be applied for assessment
years 2024-2025, 2025-2026,
2026-2027, 2027-2028 and
2028-2029 relevant for the
financial years 2023-24, 2024-
2025, 2025-2026, 2026-2027
and 2027-2028 respectively.

CBDT approves IIT, Kharagpur for scientific research under

Income-tax Act, 1961

In exercise of the powers
conferred by clause (ii) of sub-
section (1) of section 35 of
the Income-tax Act, 1961 (43
of 1961) read with Rules 5C
and 5E of the Income-tax
Rules, 1962, the Central Gov-

AAAJIO323G) under the cate-
gory of ‘University, college or
other institution’ for ‘Scientific
Research’ for the purposes of
clause (ii) of sub-section (1) of
section 35 of the Income-tax
Act, 1961 read with rules 5C

ernment hereby approves and 5E of the Income-tax
‘Indian Institute of Technolo- Rules, 1962. 2. This Notifica-
gy, Kharagpur’ (PAN: tion shall apply with effect

from the date of publication in
the Official Gazette (i.e. from the
Previous Year 2023-24) and
accordingly shall be applicable
for Assessment Years 2024-25
t o 2 028 -209

research-income-tax-act-1961

Notification under Section 80G(2)(b) for Shree Ramanuj Kot

Trust Indore

In the exercise of the powers
conferred by clause (b) of sub
-section (2) of section 80G of
the Income-tax Act, 1961 (43
of 1961), the Central Govern-
ment hereby notifies “Shree

(PAN: AAATRO970L) to be
place of historic importance
and a place of public worship
of renown throughout the
state of Madhya Pradesh for
the purposes of the said sec-

Mandir” to the extent of Rs.
1,63,06,311/-(Rupees One
Crore Sixty Three Lakhs Six
Thousand Three Hundred and
Eleven only) and will cease to be
effective after the said amount

Ramanuj Kot Laxmi Ven- tion. The Notification will be  has been collected or on
UNDER SECTION 80G ) ) . . .
FROM DONATIONS katesh Mandir” managed by valid only for the renovation  31.03.2029, whichever is earli-
| Shree Ramanuj Kot Trust, or repair of the “Shree Rama-  er.
Indore, Madhya Pradesh nuj Kot Laxmi Venkatesh

SAED on Petroleum Crude Production Reduced to 8,400 per

Tonne from May 01, 2024

Central Excise Act, 1944 (1 of
1944) read with section 147

of the Finance Act, 2002 (20 of
2002), the Central Government,

In exercise of the powers
conferred by section 5A of the
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on being satisfied that it is
necessary in the public interest
so to do, hereby makes the
following further amendments
in the notification of the Gov-
ernment of India in the Ministry
of Finance (Department of
Revenue), No. 18/2022-
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Central Excise, dated the 19th
July, 2022, published in the
Gazette of India, Extraordinary,
Part Il, Section 3, Sub-section
(i), vide number G.S.R. 584 (E),
dated the 19th July, 2022,
namely:- In the said notifica-
tion, in the Table, - (i) against
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S. No. 1, for the entry in col-
umn (4), the entry “Rs. 8400
per tonne” shall be substitut-
ed; 2. This notification shall
come into force on the 1st day
of May, 2024.

Partial modification to IBBI’s 2023 circular on liquidators’ fees

1. The Insolvency and Bank-
ruptcy Board of India (IBBI)
issued a circular dated 28th
September 2023 titled
‘Clarification w.r.t. Liquida-
tors’ fee under clause (b) of
sub-regulation (2) of Regula-
tion 4 of IBBI (Liquidation
Process) Regulations,
2016’ (‘the circular). 1.1

Further, vide order dated
04th April 2024, of the
Hon’ble Bombay High Court in
the matter of Amit Gupta vs.
Insolvency and Bankruptcy
Board of India & Union of
India (Writ Petition (Lodging)
No. 34701 of 2023), while
confirming the validity of re-
maining paras of the circular,

Paragraph 2.1 (‘Amount Real-
ised’) and Paragraph 2.5
(‘Period for calculation of fee’)
have been struck down. 1.2
Accordingly, vide this circular,
para 2.1 and para 2.5 of the
said circular of 28th Septem-
ber 2023 are being with-
drawn.

CCI Launches Market Study on Artificial Intelligence and

Competition

1. The Competition Commis-
sion of India, (‘CCl'/
‘Commission’) is a statutory
authority established under
the Competition Act, 2002
(‘Act). Section 18 of the Act
casts a duty on the Commis-
sion to eliminate practices
having adverse effect on g
competition, promote and @
sustain competition, pro-
tect the interests of con- g
sumers and ensure free-
dom of trade carried on by
other participants, in mar-
kets in India. 2 . CCl is
launching a Market Study =
on Artificial Intelligence (Al)
and Competition. The
transformative capabilities
of Al have significant procom-
petitive potential, at the same
time there may be competi-
tion concerns emanating from
the use of Al. The proposed
Study will be a knowledge
building exercise to develop
an in-depth understanding of
the emerging competition
dynamics in the development
ecosystems of Al systems and

implications of Al applications
for competition, efficiency
and innovation in key user
industries. 3. The objectives
of the Study are the following:
i) To understand certain key
Al systems and markets/
ecosystems thereof, including

Al actors/stakeholders, es-

sential inputs/resources,
value chains, market struc-
tures and parameters of com-
petition; ii) To examine the
emerging and potential com-
petition issues in these mar-
kets/ecosystems, if any; iii) To
study the scope and nature of
Al applications/use cases,
and assess associated oppor-

tunities, risks and ramifica-
tions from a competition
standpoint; iv) To understand
the existing and evolving reg-
ulatory/legal frameworks
governing Al systems and
applications in India and oth-
er major jurisdictions; v) To
reach out to all relevant
stakeholders for a holistic
understanding of the is-
sues at the intersection of
Al and competition; vi) To
understand trends and
patterns of Al and to as-
certain enforcement and
advocacy priorities of the
Commission with respect
to Al and its application in
markets. 4. Proposals are
invited for engagement of an
Agency/ Institution for con-
ducting the Study. The last
date for submission of pro-
posals is 03.06.2024 (by
05:00 PM). 5. For detailed
Request for Proposal (RFP),
eligibility criteria and Terms &
Conditions, please visit our
website: https://
www.cci.gov.in/
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PFRDA (Mechanism for Making and Review of Regulations)

Regulations, 2024

1. Short title, application and
commencement. (1) These
regulations may be called the
Pension Fund Regulatory and
Development Authority
(Mechanism for Making and
Review of Regulations) Regu-
lations, 2024. (2) Save as
otherwise provided, these
regulations shall come into
force on the date of their pub-
lication in the Official Gazette.
(3) These regulations shall
not apply to regulations made
by the Authority concerning its
organizational matters. 2.
Definitions. (1) In these regu-
lations, unless the context
otherwise requires, - (a) “Act”
means the Pension Fund
Regulatory and Development
Authority Act, 2013 (23 of
2013); (b) “Authority” means
the Pension Fund Regulatory
and Development Authority
established under sub-section
(1) of section 3 of the Act; (c)
“Chairperson” means the
Chairperson of the Authority;
(d) “Internal Review Commit-
tee” means the committee
consisting of officers of the
Authority nominated by the
Chairperson; and (e)
“Regulations Advisory Com-
mittee” means the advisory
committee constituted by the
Chairperson under regulation
7. CHAPTER Il MAKING AND
REVIEW OF REGULATIONS 3.

. Making regulations. The Au-
| thority may, make regulations
' consistent with the provisions

of the Act and the rules made
thereunder. For this purpose,
regard may be had to the
socio-economic environment
and industry global best prac-

)/ tices, to protect the interest of
4 subscribers. 4. Periodic re-
1 view of regulations. The re-
" view of regulations may be

periodically conducted in the
interest of the subscribers,
including on the aspect of
rationalizing the compliance
cost, ease of doing business
or to amend or repeal any

regulations or provisions
thereof, after considering the
following: - (a)Aits objectives
and the outcome; (b) its en-
forcement and other legal
aspects; (c) global best prac-
tices, if any; (d) need for prin-
ciple-based regulations; or (e)
any other factor considered
relevant by the Authority. 5.
Public consultation. (1) For
the purpose of making regula-
tions, the Authority may up-
load the following on its web-
site for seeking public com-
ments (including active stake-
holder consultation): - (a) the
specific provision of the Act,
under which the Authority
proposes to make regula-
tions; (b) a statement of the
problem addressed by the
proposed regulations; (c) draft
of proposed regulations; (d)
an economic analysis of the
proposed regulations carried
out in accordance with the
provisions of regulation 6 of
these regulations; (e) a state-
ment carrying norms advocat-
ed by regulation setting agen-
cies and the best practices, if
any, relevant to the proposed
regulations; (f) the process,
manner, and timelines for
receiving public comments;
and (g) the manner of imple-
menting the proposed regula-
tions. (2) The Authority shall
allow a minimum of thirty
days for the public to submit
their comments. (3) The Au-
thority shall review and pub-
lish the public comments
received on its website, ac-
companied by a general state-
ment of its response, with the
notification of regulations. (4)
If the Authority decides to
make regulations in a form
substantially different from
the proposed regulations, it
may to the extent required,
follow the process under this
regulation. (5) The regulations
shall be enforceable from the
date of its notification unless
a different date is specified

therein. (6) Without prejudice
to the provisions of these
regulations, the Authority may
constitute a Regulations Advi-
sory Committee in accord-
ance with the provisions of
Chapter Il for the review of
regulations, whenever it
deems appropriate. 6. Eco-
nomic analysis. (1) The Au-
thority may be guided by an
economic analysis of the pro-
posed regulations, to be
made either directly or
through an external expert
agency. (2) The economic
analysis shall inter alia in-
clude the following: - (a) ex-
pected costs and benefits to
subscribers, stakeholders,
economy and the society,
both direct and indirect, due
to the proposed regulation;
(b) how the proposed regula-
tions further the objectives of
the Act; and (c) cost of not
having the proposed regula-
tions. CHAPTER Il REGULA-
TIONS ADVISORY COMMITTEE
7. Constitution and composi-
tion of the Regulations Advi-
sory Committee. (1) For the
purpose of regulation 3 and
4, the Chairperson may con-
stitute a Regulations Advisory
Committee, by nominating the
following members: - (a) A
whole time member of the
Authority; (b) Not more than
three independent external
experts; and (c) An executive
director of the Authority, who
shall be the convenor of the
Committee. (2) The independ-
ent external experts shall be
nominated on the basis of the
following: - (a) A person of
eminence with knowledge
and experience in the field of
economics, finance, law or
any other field considered
relevant for the pension sec-
tor; and (b) Absence of any
conflict of interest, which
could influence performance
of their duties and responsi-
bilities. (3) The Chairperson
shall nominate one of the
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independent external experts
to be the chair of the Commit-
tee. (4) The members of the
Committee, including the inde-
pendent external experts,
shall be nominated on ad hoc
basis to serve as members of
the Regulations Advisory Com-
mittee. If a vacancy arises in
the Committee, the Chairper-
son may nominate another
member, as the case may be,
for the residual period. 8.
Scope of review by the Com-
mittee. (1) The Committee
may give its recommendations
on the proposed regulations
or amendments, as may be
placed before it by the Internal
Review Committee, based on
the following: - (a) Protection
of the interest of the subscrib-
ers; (b) Ease of doing busi-
ness, optimum regulations
and reduced cost of compli-
ance while ensuring balance;
(c) Ensure transparency, en-
hanced disclosures and best
practices of governance
through the regulations; (d)
Risk management to strength-
en the National Pension Sys-
tem architecture by the Au-
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thority; and (e) Other relevant
factors, if any. 9. Meetings of
the Committee. (1) The Com-
mittee shall meet at such
intervals as it may deem ap-
propriate. (2) The quorum
necessary for the transaction
of business shall be two-third
of the total strength of the
Committee. (3) The meetings
shall be held at the head of-
fice of the Authority. Notice
and agenda for the meetings
shall ordinarily be circulated
at least seven days in ad-
vance, by the convenor to the
Committee. (4) The minutes of
the meeting shall be recorded
in such form and manner as
may be considered appropri-
ate by the chair of the Com-
mittee. (5) The convenor shall
also act as secretary to the
Committee. (6) The Commit-
tee shall be provided with the
adequate resources for carry-
ing out its functions effective-
ly. 10. Recommendations of
the Committee. (1) The Com-
mittee shall submit its recom-
mendations to the Authority,
on the proposed regulations
or amendments to the regula-
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tions, as per regulation 8. (2)
Such recommendations shall
be placed before the Pension
Advisory Committee constitut-
ed under section 45 of the
Act, along with the proposed
regulations or any amend-
ments thereto. (3) The Authori-
ty may consider the recom-
mendations submitted under
sub-regulation (1) and the
advice of the Pension Advisory
Committee provided in accord-
ance with section 45 of the
Act, as it may deem fit. CHAP-
TER IV MISCELLANEOUS 11.
Urgent Regulations. Where the
Authority is of the opinion that
certain regulations are re-
quired to be made or existing
regulations are required to be
amended or repealed urgently
in the interest of the subscrib-
ers, it may make such regula-
tions, amend or repeal the
existing regulations or provi-
sions thereof, as the case may
be, without fully adhering to
all or any of the requirements
specified under these regula-
tions.

Overstatement of profits: NFRA imposes Rs. 5 Lakh Penalty on
Auditors of Vikas WSP Limited

In the matter of M/s S. Pra-
kash Aggarwal & Co., ICAIl Firm
Registration No. 06105C,
under Section 132(4) of the
Companies Act 2013 read
with Rule 11(6) of National
Financial Reporting Authority
2018 1. This Order disposes
of the Show Cause Notice
(‘SCN’ hereafter) issued vide
no. 23/46/2021, dated
04.12.2023, issued to M/s S.
Prakash Aggarwal & Co., Sri
Ganganagar, Rajasthan (ICAI
Firm registration no. 06105C),
which was appointed as the
statutory auditor of Vikas WSP
Limited, Rajasthan (‘VWL' or
‘the company’ hereafter) for
the Financial Year (‘FY’ hereaf-
ter) 2019-20. 2. This Order is
divided into the following sec-

tions: A. Executive Summary
B. Introduction & Background
C. Matters relating to the lia-
bility of the Firm D. Lapses in
the Audit E. Article of Charges
of Professional Misconduct F.
Penalty & Sanctions A. EXECU-
TIVE SUMMARY 3. The Nation-
al Financial Reporting Authori-
ty (‘NFRA’ hereafter) initiated
action under section 132 (4)
of Companies Act 2013 (‘Act’
hereafter) against M/s S. Pra-
kash Aggarwal & Co, the Audit
Firm, for professional or other
misconduct in the statutory
audit of Vikas WSP Limited for
the FY 2019-20. This was
following the information re-
ceived from Securities Ex-
change Board of India (‘SEBI’
hereafter), that the company

did not recognize in its finan-
cial statements for FY 2019-
20, the interest expense on its
borrowings from banks, which
resulted in overstatement of
profits by the company. During
FY 2019-20, VWL was a listed
company at Bombay Stock
Exchange (‘BSE’ hereafter)
and therefore falls under
NFRA domain.1 4. As is set
out in this Order, the Audit
Firm failed to meet relevant
requirements of the Compa-
nies Act, Standards on Quality
Control (SQC 12), Standards
on Auditing (‘SA’ hereafter) in
several significant respects,
was grossly negligent and
failed to apply professional
skepticism and due diligence
in the audit. 5. The Financial
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Statements of VWL were mate-
rially misstated due to partial
recognition of interest cost on
Borrowings classified as NPAs
by the Banks in the FY 2019-
20, resulting in overstatement
of profits. 6. The audit firm
which was primarily responsi-
ble for establishing and main-
taining a system of quality con-
trol that (a) the firm and its
personnel comply with profes-
sional standards and regulato-
ry and legal requirements; and
(b) the reports issued by the
firm or engagement partners
are appropriate in the circum-
stances, failed to properly im-
plement its quality control poli-
cies and procedures. 7. Based
on our investigation and pro-
ceedings under section 132 (4)
of the Companies Act and after
giving an opportunity to pre-
sent its case, we find the audit
firm guilty of professional mis-
conduct and impose through
this Order a monetary penalty
of Rs. 5,00,000/- (Rupees Five
lakhs only). This Order will take
effect after 30 days from its
issue. B. INTRODUCTION &
BACKGROUND 8. The National
Financial Reporting Authority is
a statutory authority set up u/s
132 of the Companies Act
2013 to monitor implementa-
tion and enforce compliance of
the auditing and accounting
standards and to oversee the
quality of service of the profes-
sions associated with ensuring
compliance with such stand-
ards. NFRA is empowered u/s
132 (4) of the Act to investi-
gate the prescribed classes of
companies and impose penalty
for professional or other mis-
conduct of the individual mem-
bers or firms of chartered ac-
countants. 9. The Statutory
Auditors, both individual and
firm of chartered accountants,
are appointed by the members
of company u/s 139 of the Act.
The Statutory Auditors, includ-
ing the Audit Firm (Firm), En-
gagement Partner (EP), En-
gagement Quality Control Re-
view Partner (EQCR) and the
Engagement team (ET) that
conduct the audit are bound by

the duties and responsibilities
prescribed in the Act, the rules
made thereunder, the Stand-
ards on Auditing, including the
Standards on Quality Control
and the Code of Ethics, the
violation of which constitutes
professional misconduct, and is
punishable with penalty pre-
scribed under section 132 (4)
(c) of the Act. 10. NFRA took up
investigation under section 132
(4) of the Act after receipt of a
letter dated 25.08.2021 from
SEBI about overstatement of
profits by VWL due to non-
recognition of interest cost on
borrowings classified as Non-
Performing Assets by the lend-
ing banks. 11. Vide NFRA letter
11.11.2021, the Audit File and
SQC 1 policy of the Firm were
called from the EP. In response,
on 08.12.2021, the EP fur-
nished a part of the audit file
along with main points of SQC 1
Practice and Procedure fol-
lowed by the Firm. On
21.12.2021, a reminder was
sent to the EP asking him to
submit the complete audit file
and SQC1 Policy of the Firm.
The EP sought extension of time
of 30 days and was granted
time till 20.01.2022. On
20.01.2022, the EP submitted
the SQC1 Policy of the Firm and
some part of the audit file stat-
ing that “some audit documents
available in hard form are of
poor quality and their copies
were blurred, would be filed
after getting digitalized with the
help of specialist”. As submis-
sion of balance part of the audit
file was still pending, the EP
was again asked on
29.03.2022 to submit the com-
plete audit file along with the
Affidavit latest by 07.04.2022.
Finally, on 19.04.2022, the EP
submitted the balance part of
the audit file and an Affidavit
stating that the complete audit
file had been submitted. 12. On
29.06.2022 an SCN was issued
to the EP, CA Som Prakash Ag-
garwal. Vide NFRA’s Penalty
Order3dated 12.09.2022 CA
Som Prakash Aggarwal, was
held guilty of professional mis-
conduct, as he failed to comply

Connection

with the requirements of the
SAs while discharging his pro-
fessional duties as the EP of
VWL for the FY 2019-20. Ac-
cordingly, CA Som Prakash
Aggarwal was awarded penalty
vide the same order. 13. On
being satisfied that sufficient
cause existed to take action
against its firm also under sub-
section (4) of section 132 of
the Companies Act, a Show
Cause Notice (SCN hereafter)
was issued to M/s S. Prakash
Aggarwal & Co., on
04.12.2023 asking to show
cause why action should not be
taken against the Firm for pro-
fessional misconduct in re-
spect of their performance as
the Statutory Auditor of VWL
for the FY 2019-20. The Firm
was charged with professional
misconduct of: a. failure to
disclose a material fact known
to him, which is not disclosed
in a financial statement, but
disclosure of which is neces-
sary in making such financial
statement, where he is con-
cerned with that financial
statement in a professional
capacity. b. failure to report a
material misstatement known
to him to appear in a financial
statement with which the EP is
concerned in a professional
capacity. c. failure to exercise
due diligence and being grossly
negligent in the conduct of
professional duties. d. failure
to obtain sufficient information
which is necessary for expres-
sion of an opinion, or its excep-
tions are sufficiently material
to negate the expression of an
opinion; and e. failure to invite
attention to any material de-
parture from the generally ac-
cepted procedures of audit
applicable to the circumstanc-
es. 14. The Firm filed an Inter-
locutory Application (IA No.
931/2024) before the Hon’ble
National Company Law Appel-
late Tribunal, against the SCN
dated 04.12.2023, seeking
intervention of the Hon'ble
Tribunal and pass appropriate
directions in the case under
consideration. 15. Vide email
dated 03.01.2024, the EP
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requested for extension of
time to submit the Firm’s re-
plies to the SCN, which was
granted till 23.01.2023. Vide
letter dated 23.01.2024, the
firm conveyed its inability to
submit the replies to the SCN
and requested to keep the
proceedings against the Firm
in abeyance till disposal of the
Interlocutory Application. Fol-
lowing the principles of natu-
ral justice, another opportunity
was provided on 09.02.2024
to submit the Firm’s replies to
the SCN by 14.02.2024. The
Firm submitted its replies to
the SCN on 14.02.2024. The
Firm has not availed of the
opportunity of personal hear-
ing. 16. We have perused all
the material on record includ-
ing the written responses of
the Firm. Our findings on the
charges levelled against the
Firm are discussed in Part C
and D of this Order respective-
ly. C. Matters relating to the
liability of the Firm 17. The
Firm, while submitting its re-
plies to the SCN has stated
that for all the non-
compliances related to the
statutory audit of the VWL for
the FY 2019-20, the EP was
held responsible and was also
penalized under section 132
(4)(c) of the Companies Act,
2013. Hence, any action
against the Firm for the same
alleged offences, would be a
case of disproportionate pun-
ishment and double jeopardy
against the EP. Therefore,
SCN dated 04.12.2023 is
ultra vires the provisions of
the law. The Firm further stat-
ed as follows: i) As per Para 7
and 8 of SA 220, the EP is
responsible for the (audit)
engagement, performance,
and quality. Further, as per
footnote 2 to Para 3 of SQC 1,
in India audit reports are not
issued by the audit firms. They
are issued by the EP. Hence,
for non-compliance of auditing
standards, only the EP is ac-
countable, even if the duties
have been cast on the ET and
the EQCR. ii) In line with the
requirements of Para 2 of SA
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220 the responsibility of the
audit firm is to put in place a
system of quality control with
policies and procedures.
There is no requirement in
SA 220 to ensure adequacy of
quality control systems as it
was alleged in Para 54 of the
SCN. In the extant case, since
the firm has an SQC 1 policy
commensurate with the size
and nature of its operations,
there is no misconduct on its
part. iii) Professional miscon-
duct or other misconduct is
required to be ascertained
strictly according to the Expla-
nation to section 132(4) (c)
which provides that
“professional misconduct or
other misconduct” have the
meaning assigned to it under
Section 22 of the CA Act,
1949, which defines profes-
sional or other misconduct,
has no provisions or instances
to hold an audit firm guilty of
professional misconduct.
Therefore, noncompliance of
Auditing Standards or Code of
Ethics on its own cannot con-
stitute professional miscon-
duct, nor can it invite penal-
ties prescribed under Section
132(4) of the Act. iv) It has
only two partners CA Som
Prakash Aggarwal (EP of VWL
for FY 2019-20) and CA
Yogesh, who joined the firm
with effect from 18th June
2022. The statutory audit of
VWL for FY 2019-20, was
conducted prior to the joining
of CA Y ogesh as a partner.
Hence, CA Yogesh is neither
answerable nor accountable
to the SCN, and although SCN
is addressed to the Firm, the
actual effect of the proceed-
ings would be only on the EP.
In effect the SCN proposes to
punish the EP for the same
alleged offences for a second
time, which is a case of dou-
ble jeopardy. 18. We have
carefully gone through the
replies submitted by the firm
and observe as follows: i) The
contentions of the firm that
only the EP is accountable for
non-compliance with auditing
standards is misconstrued. It
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is the firm that was appointed
as the auditor under section
139 of the Act and it is the
auditor (in this case the firm)
that has to be held accounta-
ble for auditor's duties and
responsibilities under section
143 of the Act, including com-
pliance with the SAs. The au-
dit firm is responsible for es-
tablishing and maintaining a
system of quality control to
provide reasonable assurance
that the firm and its personnel
comply with professional
standards and regulatory and
legal requirements, as re-
quired by Para 2 of SA 220
and Para 3 of SQC 1. The SAs,
such as SA 200, SA 220, SA
230, SA 260 (Revised), SA
620 and SA 700(Revised)
refer to SQC-1 when it comes
to specific aspects of audit
such as documentation, com-
munication with those
charged with governance,
engagement of Auditor's ex-
pert, evaluating the adequacy
of internal audit function of
the Company, and general
quality aspects. Footnote 2 to
para 3 of SQC 1 referred to by
the firm clearly states that the
audit reports in India are is-
sued/signed on behalf of the
firm. Therefore, the firm can-
not dissociate itself from the
duties and responsibilities
that must be complied within
preparation and signing of the
audit report. Therefore, the
audit firm cannot absolve
itself of the responsibilities for
the non-compliances related
to the statutory audit of VWL
for FY 2019-20. ii) The conten-
tion of the firm that since it
has established SQC 1 policy
commensurate with the size
and nature of its operations,
there is no misconduct on its
part is also misconstrued be-
cause, Para 2 of SA 220 read
with Para 3 of SQC 1 requires
the firm to not only to have an
SQC 1 policy but also to
‘reasonably assure’ that the
firm and its personnel comply
with professional standards,
legal and regulatory require-
ments and that the reports
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issued by the firm or the EP are
appropriate in the circumstanc-
es. iii) The contentions of the
firm that noncompliance with
Auditing Standards or Code of
Ethics cannot constitute pro-
fessional misconduct for a
firm, is flawed. The firm was
appointed as auditor of the
company under section 139 of
the Act. Section 143(9) of the

B Companies Act, 2013, man-

dates that every auditor shall
comply with auditing stand-
ards. These standards provide
essential guidelines and princi-
ples for conducting audits,
ensuring the reliability and
integrity of financial state-
ments. Similarly, adherence to
the Code of Ethics is funda-
mental to maintaining the pro-
fession’s integrity, objectivity,
and independence. Noncompli-
ance with Auditing Standards
or Code of Ethics undermines
the fundamental principles of
professional conduct and the
integrity of financial reporting.
Such breaches can directly
impact the quality and reliabil-
ity of audit reports, potentially
misleading stakeholders and
damaging public trust, thereby
warranting disciplinary actions.
The firm, as the appointed
auditor, remains responsible
for any professional miscon-
duct committed by the individu-
als who perform the audit on
behalf of the firm (e.g. EP and
EQCR). Section 132(4)(c) em-
powers the NFRA to take action
for professional or other mis-
conduct committed by the
members or firms of chartered
accountants. iv) The conten-
tions of the firm that the SCN
proposes to punish the EP for
the same alleged offences for
a second time, and hence is a
case of double jeopardy, is
flawed and unacceptable. The
relationship between a firm on
one hand and the EP and
EQCR on the other hand is that
of a principal and agent. They
remain jointly and severally
responsible for professional
misconduct observed during
an audit. The appointment of a
new partner does not absolve
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the firm of its accountability for
any professional misconduct or
breaches of auditing standards
that occurred during any period.
The firm, as a legal entity, has a
continuous obligation to estab-
lish and maintain quality control
systems, as mandated by audit-
ing standards and regulatory
requirements. These quality
control systems are designed to
ensure that the firm and its
personnel comply with profes-
sional standards and regulatory
obligations, regardless of
changes in personnel. There-
fore, the firm cannot evade
responsibility for any deficien-
cies in its quality control sys-
tems or failure to enforce com-
pliance with auditing standards,
irrespective of the timing of
appointment of other partner.
D. Lapses in the Audit 19. The
firm was charged5 for the fol-
lowing lapses in the statutory
audit of VWL for the FY 2019-
20: (i) VWL had borrowings of
Rs. 135.65 cr for FY 2019-20
(Rs. 155.29 cr for FY 2018-19),
which included credit facilities
from the banks. There were
defaults with respect to non-
payment of interest and princi-
pal on the borrowings from the
banks. The company, however,
recognized only a part of inter-
est cost (Rs. 4.16 cr) on finan-
cial liabilities for the FY 2019-
20 (Rs. 21.07 cr for the FY
2018-19). As the liabilities on
account of borrowings from the
banks had not been extin-
guished as on 31.03.2020,
VWL should have provided for
the full interest cost, but the
same had not been done. There
was no documentation of the
auditor’s judgement and con-
clusions regarding the appropri-
ateness of the company’s inter-
pretation and application of Ind
AS 109 provisions regarding
partial recognition of the inter-
est cost. (ii) Deficiencies were
noticed in audit documentation
and audit evidence, for which
the firm should remain respon-
sible as the appointed statutory
auditor. For instance, a. On
perusal of the audit WPs6, it
was noted that merely ledger
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copies of interest payments,
bank loans (overdraft) and
provision liability were docu-
mented. However, what audit
procedures were applied to
evaluate the appropriateness
of interest cost on the borrow-
ings availed from the banks
was not found in the audit file.
b. There was no documenta-
tion of discussions among
members of the ET on the sus-
ceptibility of VWL’s financial
statements to material mis-
statements, as required by
Para 32(a) of SA 315. c. Sever-
al inconsistencies were noticed
in the Management Represen-
tation Letter7 (MRL), docu-
mented in the audit file. For
instance, The MRL was not in
accordance with the require-
ments of Para 13 of SA 580,
as it was only for the quarter
ended 31st March 2020 and

not for the FY ending
31.03.2020. No explanation
was given for non-

consideration of interest cost
on NPA loans. The MRL was
incomplete as total value of
investments as at 31.03.2020
was left blank. The details in
the MRL relating to inventories
were referring to a future date
stating that” .... Inventories as
at 30th September 2020 are
the property of the company ...
” which is clearly inconsistent,
as for the audit of FY 2018-19,
ending on 31.03.2020, it was
referring to the date beyond
31.03.2020. The MRL was not
on the letterhead of the com-
pany and the name and desig-
nation of the issuing authority
was also not traceable. All the
above, point to the poor quality
of the audit for which the audit
firm should remain accounta-
ble. d. The audit firm was also
charged for not meeting the
requirements of Para 8 of SA
230, because on perusal of the
audit file, one cannot clearly
understand: The nature, tim-
ing, and extent of the audit
procedures performed to com-
ply with the SAs and applicable
Ind AS. The results of the audit
procedures performed, if any,
and the audit evidence ob-
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tained, and The professional
judgements made by the EP in
forming the audit opinion on
the financial statements of
VWL for the FY 2019-20. e.
There was a huge difference
between debit balance in the
interest ledger8 (part of the
audit file) and interest on fi-
nancial liabilities disclosed in
the financial statements.
There was no documentation
of Trial Balance for the year
ended 31.03.2020. f. There
was no documentation of veri-
fication of interest certificates
and balance confirmations
from banks. g. There was no
documentation of communica-
tions with Those Charged With
Governance (TCWG) in respect
of the: overview of the
planned scope and timing of
the audit. Views about the
significant qualitative aspects
of VWL’ s accounting practices
including accounting policies,
accounting estimates and
financial statement disclo-
sures as required by Para 16
(@) of SA 260. Communica-
tions with TCWG as required
by Para 19 of SA 260. h. The
EP, while submitting the audit
file to NFRA, stated that de-
spite his best efforts, he was
unable to retrieve most of the
work papers because they got
damaged and disintegrated
into tom-up bits. He further
added that over time, copies
of audit documents became
bloated and faded. As the
Audit Firm is the custodian of
the Audit File, the reply of the
EP shows that the Audit firm
failed to ensure assembly of
the Audit File within 60 days
after the issuance of the Inde-
pendent Auditor’s report9. It is
also noted that as per the
amendment in SQC 1 by
ICAI10, an Auditor is required
to retain the Engagement
Documentation for no shorter
than seven years from the
date of auditor’'s report. How-
ever, the Audit Firm failed to
comply with these require-
ments of the ICAL. (iii) The non-
consideration of interest cost
on NPA loans falls within the
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definition of ‘Misstatement’ as
per Para 13(i) of SA 200 and
its possible effects on the
financial statements could be
‘material and pervasive’, ne-
cessitating modification of the
audit opinion. It was also
charged that, the EP on behalf
of the audit firm had issued
an unmodified opinion on the
financial statements ofVWL
for the FY 2019-20 without
obtaining sufficient appropri-
ate audit evidence. (iv) It was
also charged that the EQCR
was not appointed for the
audit engagement of VWL for
the FY 2019-20. This is a vio-
lation of Para 19(a) of SA 220.
The audit firm was required to
ensure that the EP was in
compliance with the require-
ments of SQC 1, which it pri-
ma facie failed to do. (v) There
was no documentation of how
the EP had concluded that the
ET was in compliance with
independence requirements
as stipulated in Para 11 of SA
220. The audit firm also failed
to ensure the same through
its overall audit quality moni-
toring mechanism. (vi) The EP
did not document the follow-
ing, as required by Para 24 of
SA 220: Issues identified with
respect to compliance with
relevant ethical requirements
and how they were resolved.
Conclusions on compliance
with independence require-
ments that apply to the audit
engagement, and any relevant
discussions with the firm that
support these conclusions.
Conclusions reached regard-
ing the acceptance and con-
tinuance of client relation-
ships and audit engagements.
The nature and scope of, and
conclusions resulting from,
consultations undertaken
during the course of the audit
engagement. The Audit Firm
also failed to ensure this. 20.
The firm denied all the charg-
es and reiterated that the BP
was responsible for overall
audit engagement including
its quality and the firm was
only responsible for formula-
tion of SQC 1 policy, which it
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did in the extant case. It fur-
ther stated that the charges in
the present SCN are repetition
of charges made in the SCN
issued to the EP and because
replies on these charges were
provided by the EP, no further
reply is warranted on the
same. 21. We have examined
the firm’s reply and observe
that it has not provided any
justification or defences ad-
dressing the allegations levied
against it. Instead, the firm’s
reply merely deflects account-
ability to the EP and contends
that since responses were
provided by the BP to similar
charges in a previous SCN, no
further reply is warranted.
However, it is crucial to em-
phasize that the firm, as the
legal entity, duly appointed as
its statutory auditor remains
responsible for compliance
with auditing standards and
quality control procedures and
cannot evade accountability
by shifting its responsibility to
the individual partner. Consid-
ering the replies of the firm
and the information available
on record, the charges in the
SCN against the firm stand
proved. 22. Failure to properly
monitor compliance with quali-
ty control policies, and proce-
dures by audit firms has been
viewed seriously by Interna-
tional Regulators as well. For
example, the PCAOB11, the
US Regulator, censured and
imposed monetary penalty of$
600,000 on the firm in the
Matter of Pricewaterhouse-
Coopers, for their failure inter
alia to comply with the re-
quirements of Quality Control
Policies and Procedures of the
Firm. E. Article of Charges of
Professional Misconduct 23.
Based on the above discus-
sion and observations, it is
proved that the audit firm
failed to implement the quality
control policies as required by
SAs, within the firm. There-
fore, we observe that: I. The
audit firm committed profes-
sional misconduct as defined
by clause 5 of Part | of the
Second Schedule of the CA
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Act, which states that a CA is
guilty of professional miscon-
duct when he “fails to disclose
a material fact known to him
which is not disclosed in a
financial statement, but disclo-
sure of which is necessary in
making such financial state-
ment where he is concerned
with that financial statement in
a professional capacity”. This
charge is proved as the audit
firm failed to disclose in his
report the material non--
compliances by the company
as explained in Para 12-17
above. Il. The audit firm com-
mitted professional miscon-
duct as defined by clause 6 of
Part | of the Second Schedule
of the CA Act, which states that
a CA is guilty of professional
misconduct when he “fails to
report a material misstatement
known to him to appear in a
financial statement with which
he is concerned in a profes-
sional capacity”. This charge is
proved as the audit firm, who
was appointed as the statutory
auditor, failed to disclose in its
report the material non-
compliances by the company
as explained in Para 12-1 7
above. lll. The audit firm com-
mitted professional miscon-
duct as defined by clause 7 of
Part | of the Second Schedule
of the CA Act, which states that
a CA is guilty of professional
misconduct when he “does not
exercise due diligence or is
grossly negligent in the con-
duct of his professional du-
ties”. This charge is proved as
the audit firm, who was ap-
pointed as the statutory audi-
tor, failed to exercise due dili-
gence in the audit of the com-
pany in accordance with the
SAs and applicable regulations,
as explained in Para 12-17
above. IV. The audit firm com-
mitted professional miscon-
duct as defined by clause 8 of
Part | of the Second Schedule
of the CA Act, which states that
an EP is guilty of professional
misconduct when he “fails to
obtain sufficient information
which is necessary for expres-
sion of an opinion, or its excep-
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tions are sufficiently material to
negate the expression of an
opinion”. This charge is proved
as the audit firm, who was ap-
pointed as the statutory auditor,
failed to conduct the audit in
accordance with the SAs and
applicable regulations and
failed to analyse and report the
appropriateness of accounting
policy for recognition of interest
cost on loans classifies as
NPAs, as explained in Para 12-
17 above. V. The audit firm
committed professional miscon-
duct as defined by clause 9 of
Part | of the Second Schedule
of the CA Act, which states that
an EP is guilty of professional
misconduct when he “fails to
invite attention to any material
departure from the generally
accepted procedure of audit
applicable to the circumstanc-
es”. This charge is proved since
the audit firm, who was appoint-
ed as the statutory auditor,
failed to conduct the audit in
accordance with the SAs as
explained in Para 12-17 above.
24, In view of the foregoing, we
conclude that the charges of
professional misconduct enu-
merated in the SCN dated
04.12.2023 stand proved
based on the evidence in the
Audit File, the Audit Report is-
sued by the EP on behalf of the
audit firm, the submissions
made by the audit firm, the
annual report of Vikas WSP
Limited for the FY 2019-20 and
other materials available on
record. F. Penalty & Sanctions
25. It is the duty of the audit
firm to formulate and imple-
ment quality control policies,
and procedures and ensure
that the firm and its personnel
comply with professional stand-
ards and regulatory and legal
requirements and the Inde-
pendent Auditor’s Report issued
by the firm or engagement part-
ners are appropriate, as it is
expected to provide useful infor-
mation to the stakeholders and
public, based on which they
make decisions on their invest-
ments or do transactions with
the public interest entityl12.
Without a credible audit, inves-
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tors, creditors and other users
of Financial Statements would
be handicapped, and the cor-
porate governance system
would be seriously challenged
and result in a breakdown in
trust and confidence of inves-
tors and the public at large. 26.
Section 132(4) of the Compa-
nies Act, 2013 provides for
penalties in a case where pro-
fessional misconduct is
proved. The seriousness, with
which proved cases of profes-
sional misconduct are viewed,
is evident from the fact that a
minimum penalty is laid down
by the law. 27. The audit firm
in the present case was re-
quired to ensure compliance
with SAs to ensure the audit
quality and lend credibility to
Financial Statements. As we
have explained in this Order,
substantial deficiencies in the
audit work of the EP, abdica-
tion of responsibility and omis-
sions and commissions on the
part of M/s S. Prakash Ag-
garwal & Co., establish profes-
sional misconduct. As per the
statutes, the audit firm is re-
quired to ensure the adequacy
of the quality control systems
by adoption of proper policies
and procedures, and the very
objective of audit quality review
is defeated if the audit firm
does not perform its duties as
stipulated by the standards.
28. Section 132(4) (c) of the
Companies Act 2013 provides
that the National Financial
Reporting Authority shall,
where professional or other
misconduct is proved, have the
power to make order for: A)
imposing penalty of (I) not less
than one lakh rupees, but
which may extend to five times
of the fees received, in case of
individuals; and (Il) not less
than five lakh rupees, but
which may extend to ten times
of the fees received, in case of
firms; (B) debarring the mem-
ber or the firm from (I) being
appointed as an auditor or
internal auditor or undertaking
any audit in respect of financial
statements or internal audit of
the functions and activities of
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any company or body corpo-
rate; or (ll) performing any
valuation as provided under
section 247, for a minimum
period of six months or such
higher period not exceeding
ten years as may be deter-
mined by the National Finan-
cial Reporting Authority. 29.
As per the information availa-
ble from the Annual Report for
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the FY 2019-20, it is observed
that the audit firm earned an
audit fee of Rs. .../- 30. Con-
sidering the proved profes-
sional misconduct and keep-
ing in mind the nature of viola-
tions, principles of proportion-
ality and deterrence against
future professional miscon-
duct, and also keeping in
mind that the audit firm has
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not accepted the charges as
pointed out in the SCN, we in
exercise of powers under Sec-
tion 132(4)(c) of the Compa-
nies Act, 2013, hereby order
imposition of a monetary pen-
alty of Rs. 5,00,000/- (Rupees
Five lakhs only) upon M/s S.
Prakash Aggarwal & Co.
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