
(a) Verification and certification 

of compliance and disclosure of 

matters listed in clause 49 of 

the Listing Agreement,  

(b) Reading of other information 

furnished in the annual report 

along with the financial state-

ments by a corporate entity with 

the objective of identifying ma-

terial inconsistencies in matters 

reported thereon in comparison 

to the financial statements 

attested by the auditor under 

SA720. 

Certification of Corporate Gov-Certification of Corporate Gov-Certification of Corporate Gov-Certification of Corporate Gov-

ernanceernanceernanceernance    

Our examination of corporate 

governance is limited to the 

review of procedures and imple-

mentation thereof adopted by a 

company for ensuring compli-

“Corporate governance is the 

acceptance by management of 

the inalienable rights of share-

holders as the true owners of 

the corporation and their own 

role as trustees on behalf of the 

shareholders. It is about com-

mitment to values, about ethi-

cal business conduct and about 

making a distinction between 

personal and corporate funds in 

the management of a com-

pany.” 

Consultative Paper on review of 

Corporate Governance norms in 

India, SEBI. 

Governance Governance Governance Governance ----    Scope and Re-Scope and Re-Scope and Re-Scope and Re-

sponsibilitysponsibilitysponsibilitysponsibility    

In the challenging and con-

stantly changing corporate envi-

ronment, the statutory auditors 

are burdened with the enor-

mous responsibility of ensuring 

appropriate disclosure of gov-

ernance practices in entities 

audited by them. 

As defined by the Auditing pro-

nouncements of our Institute, 

governance constitutes the role 

of persons or organizations with 

the responsibility of overseeing 

the strategic directions of the 

entity and the obligations re-

lated to the accountability of 

the entity.  

The audit of an entity normally 

involves understanding entity 

level controls, evaluation of 

design and implementation of 

appropriate controls in 

an organization, as-

sessing risks related to 

material misstatement 

and internal control 

over financial report-

ing. Therefore, as part 

of the audit, the audi-

tor gains a limited un-

derstanding of the 

governance framework 

restricted to aspects 

having direct financial 

impact on the financial 

statements. In a statu-

tory audit, the auditor 

is not expected to take respon-

sibility for endorsing business 

decisions and propriety as-

pects, which is part of govern-

ance. Therefore typically an 

audit of governance encom-

passes understanding and re-

viewing the tone at the top, 

appropriate risk management 

framework and practices and 

the adherence to a pronounced 

code of governance. 

In our scenario, however, the 

responsibility for the audit of 

governance in a corporate en-

tity is limited to: 
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ance of the conditions of 

corporate governance stipu-

lated in clause 49 which are 

related to the following as-

pects:  

(1) Composition of the board, 

attendance details of direc-

tors and board meetings.  

(2) Description of terms of 

reference and composition of 

directors meetings and atten-

dance for audit committee 

and remuneration commit-

tee;  

(3) Remuneration policy and 

details of remuneration to 

directors,  

(4) Grievances of sharehold-

ers and compliance of shares 

pending, 

(5) Details of general body 

meeting, 

(6) Disclosure of related party 

transactions, 

(7) Compliance of whistle 

blower policy and other com-

pliances of mandatory re-

quirements of clause 49. Our 

certification is neither an 

audit nor an expression of 

opinion on the conduct of the 

corporate governance.  

Challenges in certificationChallenges in certificationChallenges in certificationChallenges in certification    

The challenges in this certifi-

cation could be with specific 

reference to the company’s 

philosophy, terms of refer-

ence of the audit committee, 

disclosure of related party 

transactions, and also man-

agement disclosures which 

are laid out in the Manage-

ment Discussion and Analysis 

(MD&A) of the Annual Report. 

Our responsibility is to review 

the procedure and the imple-

mentation of the above mat-

ters, and these are subjective 

as they cannot be easily 

opined upon for adequacy of 

compliance or otherwise.  

Subjectivity factors relate to 

culture, size of the organiza-

tion, level of maturity of the 

enterprise, exposure to best 

corporate practices for those 

charged with governance and 

so on. Another challenge is 

that the evidence of imple-

mentation of these aspects 

could very often not be visible 

in a growing entity or may be 

informal, leading to lack of 

audit trail. 

The auditor is expected to 

review the disclosure of the 

risk management framework 

and policies but is not ex-

pected to express an opinion 

on the implementation status 

of the steps envisaged under 

risk management framework 

by an entity. The auditor 

looks at the compliance of 

statutory norms for classifica-

tion of a director as inde-

pendent or otherwise. The 

independence of mind or 

existence of matters which 

could be a threat to inde-

pendence to the existing 

directors cannot be assessed 

by verification of records.  

While it would be simpler to 

understand related party 

transactions by the definition, 

scope and requirements un-

der the relevant accounting 

standard, the auditor’s re-

sponsibility is significant un-

der SA 315 where the auditor 

is required to inquire 

regarding identity of 

related parties which 

are likely to form a 

part of risk manage-

ment procedure and 

obtain information 

regarding: 

• The entity’s owner-

ship and governance 

structures 

• The types of invest-

ments that the entity 

is making and plans to 

make and 

• The way the entity is struc-

tured and how it is financed.  

This casts a significant re-

sponsibility on the auditor to 

ensure: (a) completeness of 

identification of material 

related party transactions by 

appropriate risk assessment 

procedures; (b) appropriate 

disclosure of such transac-

tions in the audited financial 

statements; (c) consistency 

of information disclosed in 

the directors report and au-

dited financial statements. 

It is worthy to note that certi-

fication of compliance of a 

corporate governance frame-

work gives no assurance of 

the effective functioning of 

governance in accordance 

with specific statutory re-

quirements prescribed in 

clause 49. 

Audit of other information Audit of other information Audit of other information Audit of other information ––––    

SA720. SA720. SA720. SA720.     

Under SA720, the auditor is 
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expected to respond appro-

priately when documents 

containing audited financial 

statements and the auditor’s 

report thereon include other 

information that could 

undermine the credibil-

ity of those financial 

statements and the 

auditor’s report. 

Other information which 

constitutes financial 

and non-financial infor-

mation stipulated by law 

and regulation or cus-

tom could be inconsis-

tent if contradictory informa-

tion is contained in the finan-

cials or information appear-

ing in the annual report is 

incorrectly stated or pre-

sented.  

If one would list out the other 

information which is pub-

lished along with the audited 

financial statements, it would 

cover financial highlights, 

notices of meetings, report of 

the Board of Directors, Man-

agement discussion and 

analysis etc. The auditor is 

expected to read this infor-

mation and identify material 

inconsistencies.  

A material inconsistency is 

one which may raise doubt 

about the audit conclusions 

drawn from audit evidence 

previously obtained which 

forms the basis for the opin-

ion on the financial state-

ments. Material inconsis-

tency in information could 

arise in areas, such as, infor-

mation of future existence of 

the entity which would be 

questionable, information on 

business matters raising 

doubt on impairment of as-

sets, new ventures with re-

lated parties not disclosed in 

the financial statements, 

government  regu latory 

changes and other subse-

quent events which would 

seemingly have a bearing on 

the future of the entity.  

Material inconsistency in 

figures could arise out of 

differences in classification 

and presentation of account 

balances in financial high-

lights, ratios, comparative 

information due to differ-

ences in interpretation using 

management discretion. 

Challenges in Implementa-Challenges in Implementa-Challenges in Implementa-Challenges in Implementa-

tiontiontiontion    

The most significant chal-

lenge for implementation of 

this standard may be avail-

ability and completeness of 

information on these aspects 

at the time of completion of 

the audit.  A second aspect 

would be on determination of 

what is material, as it would 

be an area of judgment im-

pacted by different criteria.  

Perception of Auditor’s Role Perception of Auditor’s Role Perception of Auditor’s Role Perception of Auditor’s Role     

That an audit endorses the 

entity’s policy decision and 

provides a positive assurance 

that business is a safe invest-

ment and will not fail is 

a misunderstanding of 

society with respect to 

the roles and responsi-

bilities of the auditor 

and the objective of 

the audit itself. With 

this scenario in today’s 

environment, the chal-

lenge for an auditor 

today is perception of 

the society that a certification 

of compliance of clause 49 is 

a certification of effective 

governance in a corporate 

entity. Much awareness 

needs to be created from the 

specific responsibilities of the 

auditor regarding the govern-

ance and the limitations to 

the scope of the work to be 

performed by an auditor.  

The certification of govern-

ance is a seal of the exis-

tence of a framework and not 

a seal of the effective imple-

mentation thereof – “For 

corporate govern-

ance is not a 

matter or right or 

wrong “it is more 

nuanced than 

that” - Advocate 

John Myburgh. 

“For Corporate 

Governance is 

not a matter of 

right or wrong “it 

is more nuanced 

than that” 
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In supersession of earlier 

instructions on selection of 

scrutiny cases under compul-

sory manual during the finan-

cial year 2013-14, the Board 

hereby lays down the follow-

ing procedure and criteria for 

manual selection of returns/

cases for scrutiny during the 

financial-year 2013-2017: 

1. The targets for completion 

of scrutiny assessments and 

strategy of framing quality 

assessments as contained in 

Central Action plan document 

for Financial Year 2013-2014 

has to be complied with. It is 

being reiterated that all scru-

tiny assessments including 

the cases selected under 

manual criteria will be com-

pleted through AST system 

software only. 

2. The following categories of 

cases / returns shall be com-

pulsorily scrutinized:- 

a) Cases where value of inter-

national transaction as de-

fined u/s 92B of IT Act ex-

ceeds Rs. 15 crores. 

b) Cases involving addition in 

an earlier assessment year 

on the issue of transfer pric-

ing in excess of Rs. 10 Crores 

or more which is confirmed in 

appeal or is pending before 

an appellate authority. 

c) Cases involving addition in 

an earlier assessment year in 

excess of Rs. 10 lacs on a 

substantial and recurring 

question of law or fact which 

is confirmed in appeal or is 

pending before an appellate 

authority. 

d) all assessments pertaining 

to Survey under section 133A 

of the IT Act excluding the 

cases where there are no 

impounded books of ac-

counts/documents and re-

turned income excluding any 

disclosure made during the 

Survey is not less than re-

turned income of preceding 

assessment year. However, 

where assessee retracts the 

disclosure made during the 

Survey will not be covered by 

this exclusion. 

e) Assessment in search and 

seizure cases to be made 

under sections 158B, 

158BC, 158BD, 153A & 

153C read with 143(3) of the 

IT Act. 

f) All returns filed in response 

to notice u/s 147/148 of the 

IT Act. 

g) Cases claiming exemption 

of income u/s 11 or u/s 10

(23C) which are hit by proviso

(s) to Section 2(15) of IT Act. 

h) Entities which received 

Donations from countries 

abroad in excess of Rs. One 

crore during the Financial 

Year 2011-2012 (relevant for 

the A.Y. 2012-2013) under 

the provisions of Foreign 

Contribution Regulation Act 

(FCRA). Such Information is 

maintained by Ministry of 

Home Affairs and is available 

on its Website (http://

mha.nic.in/fcra.htm). Re-

spective Cadre-Controlling 

chief Commissioners / Direc-

tors – General of Income-tax 

may identify the cases per-

taining to their respective 

jurisdiction after downloading 

from the website and dis-

seminate the information to 

various field offices. 

i) Cases in respect of which 

information is received from 

other Government Depart-

ment(s) or other authorities 

pointing out tax

-evasion. The 

Assessing Offi-

cer shall record 

reasons in 

such cases 

and take ap-

proval from 

jur isdict ional 

C C I T / D G I T 

before select-

ing such case for scrutiny. 

3. In order to ensure the 

quality of assessment orders, 

CCsIT/DGsIT would evolve 

suitable monitoring mecha-

nism. They shall analyse at 

least 50 quality assessments 

of their respective charges 

and send the report to re-

spective Zonal Member with 

copy to Member (IT) with 

suggestions for improvement 

by 30th April, 2014. CCsIT/

DGsIT would further ensure 

that cases selected for publi-

cation in ‘let us share’ are 

picked up from quality as-

sessments as reported. 

4. These Instructions may be 

brought to the notice of all 

     I N C O M E  T A X  S C R U T I N Y  N O R M S  -  F Y  2 0 1 3 - 1 4  
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Securities Transaction Tax (or 

STT in short), is the tax de-

duction that is applied to all 

your equity transactions. 

Introduced in the 2004 Union 

Budget by the then Finance 

Minister Mr. P Chidambaram, 

the deduction is to ensure 

that gains arising from securi-

ties transaction are taxed at 

source, thus preventing indi-

viduals from evading capital 

gains tax.  

When Does One Pay STT?When Does One Pay STT?When Does One Pay STT?When Does One Pay STT? 

Securities Transaction Tax is 

levied on every purchase or 

sale of securities that are 

listed on the Indian Stock 

Exchange. This would in-

clude shares, derivatives or 

equ ity -or iented mutual 

funds units. The rate of tax 

that is deducted is deter-

mined by the central govern-

ment, and it varies with dif-

ferent types of transactions 

and securities. Deducted at 

source by the broker or AMC, 

at the time of the transaction 

itself, the net result is that it 

pushes up the cost of the 

transaction done. 

Scope of STTScope of STTScope of STTScope of STT 

As per of the Securities Con-

tracts (Regulation) Act, 1956, 

STT would be applicable for 

securities of the following 

nature. 

• Shares, scrips, stocks, 

bonds, debentures, deben-

ture stock or other market-

able securities of a like 

nature in or of any incorpo-

rated company or other 

body corporate. 

• Derivatives 

• Units or any other instru-

ment issued by any collec-

tive investment scheme to 

the investors in such 

schemes 

• Security receipt as defined 

in section 2(zg) of the Se-

curitisation and Recon-

struction of Financial As-

sets and Enforcement of 

Security Interest Act, 2002 

• Government securities of 

equity nature 

• Such other instruments as 

declared by the Central 

Government 

• Rights or interest in securi-

ties 

• Equity-oriented mutual 

funds 

STT is not applicable for any 

off-market transaction. 

STT and Capital Gains Tax STT and Capital Gains Tax STT and Capital Gains Tax STT and Capital Gains Tax 

on Securitieson Securitieson Securitieson Securities 

With effect from assess-

ment year 2009-2010, the 

short term capital gain aris-

ing from the sale of shares 

or equity oriented mutual 

fund units, on which STT 

has been applied, would be 

taxed at a concessional tax 

rate of 15%(plus surcharge 

and education cess). Long 

term capital gains, of such 

similar transactions which 

have been subject to STT, is 

totally exempt from tax. For 

all transactions for which STT 

is not applied, the long term 

capital gains tax is at 10% 

without indexation and 20% 

with indexation. In such 

cases the short term capital 

gains tax is according to the 

normal progressive slab 

rates. 

So the next time, your broker 

or AMC sends you your trans-

action bill or statement, re-

member that the extra bit you 

are paying over and above 

your transaction is nothing 

but the tax that has been 

levied. Whether it is purchase 

and sale of shares or mutual 

fund units, STT is here to stay 

and cannot be avoided. 

     A L L  A B O U T  S E C U R I T I E S  T R A N S A C T I O N  T A X  ( S T T )  

“STT is not 

applicable for 

any off-market 

transaction.” 
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A Unit Linked Insurance Plan Unit Linked Insurance Plan Unit Linked Insurance Plan Unit Linked Insurance Plan 

(ULIP)(ULIP)(ULIP)(ULIP) is a product offered by 

insurance companies that 

unlike a pure insurance pol-

icy gives investors the bene-

fits of both insurance and 

investment under a single 

integrated plan. Unit Linked 

Plans refer to Unit Linked 

Insurance Plans offered by 

insurance companies. These 

plans allow investors to direct 

part of their premiums into 

different types of funds 

(equity, debt, money market, 

hybrid etc.) 

HistoryHistoryHistoryHistory    

The first ULIP was launched 

in India in 1971 by Unit Trust 

of India (UTI) With the Gov-

ernment of India opening up 

the insurance sector to for-

eign investors in 2001 and 

the subsequent issue of ma-

jor guidelines for ULIPs by the 

Insurance Regulatory and 

Development Authority (IRDA) 

in 2005,[3] several insurance 

companies forayed into the 

ULIP business leading to an 

over abundance of ULIP 

schemes being launched to 

serve the investment needs 

of those looking to invest in 

an investment cum insurance 

product. 

Working PrincipleWorking PrincipleWorking PrincipleWorking Principle 

A ULIP is basically a combina-

tion of insurance as well as 

investment. A part of the 

premium paid is utilized to 

provide insurance cover to 

the policy holder while the 

remaining portion is invested 

in various equity and debt 

schemes. The money col-

lected by the insurance pro-

vider is utilized to form a pool 

of fund that is used to invest 

in various markets instru-

ments (debt and equity) in 

varying proportions just the 

way it is done for mutual 

funds. Policy holders have 

the option of selecting the 

type of funds (debt or equity) 

or a mix of both based on 

their investment need and 

appetite. Just the way it is for 

mutual funds, ULIP policy 

holders are also allotted units 

and each unit has a net asset 

value (NAV) that is declared 

on a daily basis. The NAV is 

the value based on which the 

net rate of returns on ULIPs 

are determined. The NAV 

varies from one ULIP to an-

other based on market condi-

tions and the fund’s perform-

ance. 

FeaturesFeaturesFeaturesFeatures 

ULIP policy holders can make 

use of features such as top-

up facilities, switching be-

tween various funds during 

the tenure of the policy, re-

duce or increase the level of 

protection, options to surren-

der, additional riders to en-

hance coverage and returns 

as well as tax benefits. 

TypesTypesTypesTypes 

There are a variety of ULIP 

plans to choose from based 

on the investment objectives 

of the investor, his risk appe-

tite as well as the investment 

horizon. Some ULIPs play it 

safe by allocating a larger 

portion of the invested capi-

tal in debt instruments while 

others purely invest in equity. 

Again, all this is totally based 

on the type of ULIP chosen 

for investment and the inves-

tor preference and risk appe-

tite. 

ChargesChargesChargesCharges 

Unlike traditional insurance 

policies, ULIP schemes have 

a list of applicable charges 

that are deducted from the 

payable premium The nota-

ble ones include policy ad-

ministration charges, pre-

mium allocation charges, 

fund switching charges, mor-

tality charges, and a policy 

surrender or withdrawal 

charge Some Insurer also 

charge “Guarantee Charge” 

as a percentage of Fund 

Value for built in minimum 

guarantee under the policy. 

RisksRisksRisksRisks 

Since ULIP 

r e t u r n s 

are di-

r e c t l y 

linked to 

m a r k e t 

p e r f o r m -

ance and 

the invest-

ment risk 

in invest-

ment portfolio is borne en-

tirely by the policy holder, one 

     U N I T  L I N K E D  I N S U R A N C E  P L A N  ( U L I P )  
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needs to thoroughly under-

stand the risks involved and 

one’s own risk absorption 

capacity before deciding to 

invest in ULIPs. 

ProvidersProvidersProvidersProviders 

There are several public and 

private sector insurance pro-

viders that either operate 

solo or have partnered with 

foreign insurance companies 

to sell unit linked insurance 

plans in India. The public 

insurance providers include 

LIC of India, SBI Life and 

Canara while some of the 

private insurance providers 

include ICICI Prudential, 

HDFC Life, Bajaj Allianz, Aviva 

Life Insurance and Kotak 

Mahindra Life. 

AdvantagesAdvantagesAdvantagesAdvantages 

a. Liquiditya. Liquiditya. Liquiditya. Liquidity 

Unit Linked Plans have lim-

ited liquidity. One needs to 

stay invested for a minimum 

period of time as specified in 

the policy before redeeming 

the units. 

b. Flexibilityb. Flexibilityb. Flexibilityb. Flexibility 

Unit Linked Plans give you 

flexibility to invest as per your 

risk profile, financial 

commitments and 

convenience. You 

can choose to invest 

either in equity, or in 

debt or in hybrid 

fund and even 

change your invest-

ment strategy. Unit 

Linked Plans offer 

you a wide range of 

flexible options such 

as 

The option to switch 

between investment 

funds to match your changing 

needs. 

The facility to partially with-

draw from your fund, subject 

to charges and conditions. 

Single premium additions to 

enable the policy holder to 

invest additional sums of 

money (over and above the 

regular premium) as and 

when desired, subject to 

conditions. 

c. Market linked returns:c. Market linked returns:c. Market linked returns:c. Market linked returns: Unit 

linked plans give you an op-

portunity to earn market-

linked returns as part of the 

premiums are invested in 

market linked funds which 

invest in different market 

instruments including debt 

instruments and equity in 

varying proportions. 

d. Life protection, Investment d. Life protection, Investment d. Life protection, Investment d. Life protection, Investment 

and Savings:and Savings:and Savings:and Savings: Unit linked 

plans offer the twin benefits 

of life insurance and savings 

at market-linked returns. 

Thus, you have the opportu-

nity to invest your money to 

earn higher returns, while 

taking care of your protection 

needs. Investing in unit 

linked plans helps to incul-

cate a regular habit of saving 

and investing, which is impor-

tant for building wealth over 

the long term. 

e. Tax benefitse. Tax benefitse. Tax benefitse. Tax benefits 

All Unit Linked Plans offer tax 

benefits under section 

80C  upto a maximum of Rs. 

1,00,000/-  
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upto seven years.  

The TDS units of Income Tax 

Department have been tak-

ing up prosecution proceed-

ings in suitable cases where 

TDS has been retained be-

yond the due date. The Cen-

tral Board of Direct Taxes has 

partly modified existing 

guidelines for identification of 

cases for launching prosecu-

tion. As per the revised guide-

lines, the criterion of mini-

mum retention period of 12 

months has been dispensed 

with. For the benefit of public 

at large, it is now clarified 

that defaulters, who have 

retained the TDS deducted 

and failed to deposit the 

It has come to the notice of 

Income Tax Department that 

many times the tax deduc-

tors, after deducting TDS 

from specified payments, are 

deliberately not depositing 

the taxes so deducted in 

Government account and 

continue to deploy the funds 

so retained for business pur-

poses or for personal use. 

Such retention of Govern-

ment dues beyond the due 

date is an offence liable for 

prosecution under Section 

276B of the Income Tax Act, 

1961. The defaulter, if con-

victed, can be sentenced to 

Rigorous Imprisonment (RI) 

for a term which can extend 

same in Government account 

within due date, shall be 

liable for prosecution, irre-

spective of the period of re-

tention. 

However, the offence u/s 

276B of the Income Tax Act 

can be compounded by Chief 

Commissioner having juris-

diction on the case, either 

before or after the launching 

of prosecution proceedings. 

In the recent past, several 

defaulters have submitted 

petitions for compounding of 

such offences and com-

pounding orders have also 

been passed by the Compe-

tent Authority in suitable 

cases.  
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