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CORPORATE GOVERNANCE
Corporate governance is the set of processes, customs, policies, laws, and institutions affecting the way a corporation (or company) is directed, administered or controlled. Corporate governance also includes the relationships among the many stakeholders involved and the goals for which the corporation is governed. The principal stakeholders are the shareholders, the board of directors, employees, customers, creditors, suppliers, and the community at large.
Corporate governance is a multi-faceted subject. An important theme of corporate governance is to ensure the accountability of certain individuals in an organization through mechanisms that try to reduce or eliminate the principal-agent problem. A related but separate thread of discussions focuses on the impact of a corporate governance system in economic efficiency, with a strong emphasis on shareholders' welfare. There are yet other aspects to the corporate governance subject, such as the stakeholder view and the corporate governance models around the world.
There has been renewed interest in the corporate governance practices of modern corporations since 2001, particularly due to the high-profile collapses of a number of large U.S. firms such as Enron Corporation and MCI Inc. (formerly WorldCom). 

In 2002, the U.S. federal government passed the Sarbanes-Oxley Act, intending to restore public confidence in corporate governance.
Issues of corporate governance have been hotly debated in the United States and Europe over the last decade or two. In India, these issues have come to the fore only in the last couple of years. Naturally, the debate in India has drawn heavily on the British and American literature on corporate governance. There has been a tendency to focus on the same issues and proffer the same solutions. For example, the corporate governance code proposed by the Confederation of Indian Industry (Bajaj, 1997) is modelled on the lines of the Cadbury Committee (Cadbury, 1992) in the United Kingdom. This paper argues however that the crucial issues in Indian corporate governance are very different from those in the US or the UK. Consequently, the corporate governance problems in India require very different solutions at this stage of our corporate development.
In September 2008 the World Council for Corporate Governance honored the now-beleaguered Indian outsourcer Satyam with a “Golden Peacock Award” for global excellence in corporate governance. With its honoree now engulfed in scandal, the Council rushed to distance itself from the troubled company by rescinding the award, issuing a press release through the India-based Institute of Directors stating “the award was obtained as a result of non-disclosure of material facts.”
Corporate India will never be the same again. What transpired in Satyam computers in January culminating into the

historic confession letter of former chairman B. Ramalinga Raju, admitting a fraud of Rs 78 billion has caused the regulators and the investors everywhere to re-examine the corporate governance standards. The multibillion dollar scam is unprecedented and idiosyncratic for more than one reason. The fact that company which was audited by one of the most prestigious audit firms and adopted most advanced accounting and transparent IFRS accounting systems much ahead of time can penetrate such a colossal and a global fraud is clearly eye opening for corporate counsel worldwide. It was triggered with Satyam’s bid to acquire Maytas companies for US$ 1.6 billion. This revealed the self aggrandizing policies of the promoters, which caused severe investor backlash.
And now, We shall present a case study on The Satyam and Enron Scam with reference to corporate governance.

AS ON 1st January 2000 - AN OVERVIEW
Enron Corporation (NYSE ticker symbol ENE) is an American energy company based in the Enron Complex in Downtown Houston, Texas. As on today, Enron employees approximately 22,000 staff and is one of the world's leading electricity, natural gas, communications and pulp and paper companies, with claimed revenues of nearly $101 billion in 2000. Fortune named Enron "America's Most Innovative Company" for six consecutiveyears(1994-1999).

BOARD OF DIRECTORS

THE JOURNEY
FROM Enron Corporation
TO Enron Creditors Recovery Corporation

Enron was founded originally as a natural gas pipeline company in Houston, Texas in 1985 and quickly expanded

into creating a market for itself – the energy trade.   Their business included many long term risky investments that had no short term revenues, which lead the company to create special purpose entities (SPE’s)** to spread the risk of these investments.   Although this spread of risk was in itself not illegal, the way the SPE’s were created and ultimately managed was.   To create these illegal SPE’s, Enron used the 3% rule (EITF 90-15), which states that 3% of subsidiary’s startup capital must come from an outside investor; Enron actually received this outside investment from managers in Enron or their wives.   

As a result, Enron's stock rose from the start of the 1990s until year-end 1998 by 311% percent, a significant increase over the rate of growth in the Standard & Poor 500 index. The stock increased by 56% in 1999 and a further 87% in 2000, compared to a 20% increase and a 10% decline for the index during the same years. By December 31, 2000, Enron’s stock was priced at $83.13 and its market capitalization exceeded $60 billion, 70 times earnings and six times book value, an indication of the stock market’s high expectations about its future prospects. In addition, Enron was rated the most innovative large company in America in Fortune's Most Admired Companies survey. 

TIMELINE

2nd December 2001 – Enron files for BANKRUPTCY.
3rd December 2001 – Enron lays off 21,000 employees in Houstan, Texas, USA.

Enron stock prices nosedive from $90 USD to $1 USD over a period of 11 months.

On November 28, 2001, Enron's two worst

possible outcomes came true. Dynegy Inc. unilaterally disengaged from the proposed acquisition of the company and Enron's credit rating fell to junk status. Watson later said "At the end, you couldn't give it [Enron] to me." The company, having very little cash with which to run its business, let alone satisfy enormous debts, imploded. Its stock price fell to $0.61 at the end of the day's trading. One editorial observer wrote that "Enron is now shorthand for the perfect financial storm." 
Systemic consequences were felt, as Enron's creditors and other energy trading companies suffered the loss of several percentage points. Some analysts felt Enron's failure highlighted the risks of the post-September 11 economies, and encouraged traders to lock in profits where they could. The question now became determining the total exposure of the markets and other traders to Enron's failure. Early figures put the number at $18.7 billion. One adviser stated, "We don't really know who is out there exposed to Enron's credit. I'm telling my clients to prepare for the worst." 
Enron was estimated to have about $23 billion in liabilities, both debt outstanding and guaranteed loans. Citigroup and JP Morgan Chase in particular appeared to have significant amounts to lose with Enron's fall. Additionally, many of Enron's major assets were pledged to lenders in order to secure loans, throwing into doubt what if anything unsecured creditors and eventually stockholders might receive in bankruptcy proceedings. 
Enron's European operations filed for bankruptcy on November

30, 2001, and it sought Chapter 11 protection in the U.S. two days later on December 2. It was the largest bankruptcy in U.S. history (before being surpassed by WorldCom's bankruptcy the following year), and it cost 4,000 employees their jobs. The day that Enron filed for bankruptcy, the employees were told to pack up their belongings and were given 30 minutes to vacate the building. Around 15,000 employees held 62% of their savings in Enron stock, purchased at $83.13 in early 2001; when it went bankrupt in October 2001, Enron's stock later plummeted to below a dollar. 
In its accounting work for Enron, Andersen had been sloppy and weak. But that's how Enron had always wanted it. In truth, even as they angrily pointed fingers, the two deserved each other.
Bethany McLean and Peter Elkind in The Smartest Guys in the Room. 
On January 17, 2002 Enron fired Arthur Andersen as its auditor, citing its accounting advice and the destruction of documents. Andersen countered that they had already severed ties with the company when Enron entered bankruptcy.
Enron’s Injured Parties
Enron’s collapse has injured several parties including banks, stockholders, politicians, and former employees. With Enron also liable for up to $3 billion in debt to various partnerships, the demise of Enron assured.   Wall Street reduced the value of stockholders equity by $1.2 billion, which Enron did not announce at the time.   This resulted in stock losses in the billions.   The devaluation of Enron’s equity ultimately lead to the delisting of Enron from the New York 

Stock Exchange.   Enron employees found themselves unemployed with worthless 401K accounts, leaving their retirement funds virtually empty. J.P Morgan Chase and the Citibank group announced losses of $456 million, and $228 million as a result of Enron’s bankruptcy.   Additionally, political parties, such as the Bush administration, who accepted contributions from Enron were finding themselves in positions where returning the funds to Enron or donating them to a charitable cause were the only options. Although many stockholders had lost everything, it was the employees of Enron who were injured the most.   Employees were given and encouraged to invest in company stock which was now worth nothing, and also now find themselves with similar skill sets in competition with each other in seeking new work. Enron’s irresponsible and selfishness acts have cost many of their loyal employees their deserved security and unbearable thoughts of what their future will hold.   
Final Outcome of the Case
The Enron scandal led to civil and criminal trials involving Citigroup, Morgan-
Chase, Merrill-Lynch, and Andersen Accounting, fines issued to the banks involved.   Five out of the six criminally charged employees were found guilty, including Dan Boyle the former vice president at Enron's global finance group, James A. Brown, the former managing director of Merrill's strategic asset lease and finance group, Daniel Bayly, the former head of global investment banking at Merrill, William Fuhs, a former vice president, and Robert Fursta managing

director in the investment banking division.   Sheila Kahanek, the former Enron accountant, was the only party that was acquitted. 
The lessons to be learned from Enron
Many different companies committed the cardinal sin in this case: they let their personal motives interfere with good business sense, and created a conflict of interest.   Enron executives placed their own personal wealth above the welfare of the company and the stockholders.   Personal gain, greed, lack of ethics, and a general feeling of being above the law were the factors that brought down Enron. Enron was able to conceal its losses and create imaginary profits by creating ghost companies such as raptor.   These companies shuttled money from banks to Enron, who reported it as profit.   This is legal as long as 3% of the capital is contributed from outside sources.   When Skilling had invested his own money to do this, it should not have been considered outside capital.   The Arthur Andersen firm overlooked this factor most likely because of their involvement in keeping Enron’s books, and the size of Enron itself. 
After time had elapsed and earnings were restated, an investigation ensued, 
resulting in prison sentences for some, the collapse of 2 businesses (Enron and 
Andersen), and enormous fines in the hundreds of millions of dollars.   These small repercussions do not come close to the financial backlash of the Enron collapse and the total damage of the ordeal estimated over 100 billion dollars. 
The 

moral theories or frameworks that apply to this case are the utilitarian, 
fairness, common good, and agency approach.   All of these theories apply to this case; unfortunately each moral choice that was made regarding these theories has been the incorrect choice.   The choices made should serve as how not to make ethical choices.   Enron has yet to see a single example of an Enron executive making a decision which is ethically sound, and in the best interests of the company and its stockholders outside of the whistleblower Sherron Watkins. Among these various lessons that have been learned from this case, it is absolutely essential that the financial disclosure system, SEC laws and regulations undergo dramatic reconstruction.   Due to accounting frauds of organizations such as Enron, the SEC has begun to take great steps in preventing loopholes within the accounting and financial disclosure system.   The Financial Accounting Standards Board has started to establish regulations and standards that are more direct and understandable to organizations.   The SEC has also begun to re-evaluate the 1995 Private Securities Litigation Reform Act, which relaxed the restrictions that essentially would have monitored the behaviors that led to the collapse of Enron. Many government officials have also taken steps towards creating more laws against unethical acts that are committed within large corporations.   Many government officials show great concern amending all non-auditing services.   Due to the accounting frauds that occurred in the 
Enron

scandal, several accounting firms have begun reorganizing their employees towards remaining loyal to the ethical standards demanded by the SEC.   These firms are taking an initiative of alternating auditors, as well as adhering to a continuous review process of every auditing report.   There needs to be some form of regulation of ownership of both auditing and consulting services by the same accounting firm.   The Enron case illustrates a number of flaws in the reporting system, which needs to undergo thorough re-evaluation and criticism before making any immediate alterations.   
Essentially most of the problems faced by Enron derive from the immoral and 
unethical actions taken on by the board of directors in their attempt to achieve personal profits.   In order to prevent these unethical acts from occurring, there needs to be an enormous emphasis on the truthfulness and integrity of executives.   In order for companies to prevent an Enron-like scandal, there needs to be supervision over managers and executives as they exercise their own business judgments about what is in the best interest for an organization. 










COMPANY PROFILE - An Overview
Satyam Computer Services Limited offers consulting and information technology (IT) services worldwide. The company operates in three segments: IT services, Business Process Outsourcing (BPO), and Software Products. The IT Services segment provides a range of services,

including software development, packaged software integration, system maintenance, and engineering design services. Its BPO segment provides services covering human resource, finance and accounting, customer contact, and transaction processing. Its Software Products segment engages in the product development and creation of propriety software. The company offers services to customers in a range of industries, including insurance, banking and financial services, manufacturing, telecommunications, transportation, and engineering services. The company markets its services primarily to companies in the United States, Europe, the Middle East, and the Asia-Pacific region. The company has a strategic alliance with MindFlow Technologies Inc. Satyam was organized in 1987 and is headquartered in Hyderabad, India.Satyam has nearly 40,000 employees on its rolls, working in development centers in India, the USA, the UK, the UAE, Canada, Hungary, Singapore, Malaysia, China, Japan and Australia. Satyam Computers' network is spread over 55 countries across 6 continents. Satyam serves over 5580 global companies including over 163 Fortune 500 corporations. 
RamalingaRaju is the Founder and EX-Chairman of Satyam Computer Services Ltd. Satyam Computer Services was incorporated in 1987. It went public in 1992 and has since grown to become one of India's preeminent IT companies with a global presence, serving over 390 multinational corporations. Raju has an MBA from Ohio University. 
He is also an alumnus of the Harvard Business School. Raju has won several awards 

and global accolades, which include Ernst & Young Entrepreneur of the Year for Services in 1999, Dataquest IT Man of the Year in 2000, and CNBC’s Asian Business Leader - Corporate Citizen of the Year award in 2002.
        On April 13th,09   TECH MAHINDRA acquired Satyam Computer Services. The company bid Rs 58 per share, above what Larsen & Toubro and billionaire tycoon Wilbur Ross offered.Tech Mahindra will own 31% of the IT mammoth at a cost of Rs1,757 crore, or slightly more than US $350 million.

Mahindra Satyam
|
Type | PublicBSE: 500376NYSE: SAYADR |
Industry | IT ServicesIT consultingSoftware services |
Founded | 1987 |
Headquarters | Hyderabad[1], India |
Key people | VineetNayyar (Chairman)C.P. Gurnani (CEO)A. S. Murty (CTO) |

Balance Sheet (in Rs.crores) - PTO
  | Mar ' 08 | Mar ' 07 | Mar ' 06 | Mar ' 05 | Mar ' 04 |
Sources of funds |
Owner's fund |
Equity share capital | 134.10 | 133.44 | 64.89 | 63.85 | 63.25 |
Share application money | 1.83 | 7.85 | 1.78 | 0.45 | 0.19 |
Preference share capital | - | - | - | - | - |
Reserves & surplus | 7,221.71 | 5,648.07 | 4,268.75 | 3,153.17 | 2,517.52 |
Loan funds |
Secured loans | 23.67 | 13.79 | 12.57 | 9.87 | 7.30 |
Unsecured loans | - | - | - | - | - |
Total | 7,381.31 | 5,803.15 | 4,347.99 | 3,227.34 | 2,588.25 |
Uses of funds |
Fixed assets |
Gross block | 1,486.53 | 1,280.40 | 1,153.16 | 937.70 | 847.16 |
Less : revaluation reserve | - | - | - | - | - |
Less : accumulated depreciation | 1,062.04 | 930.45 | 803.74 | 685.41 | 597.76 |

Net block | 424.49 | 349.95 | 349.42 | 252.29 | 249.40 |
Capital work-in-progress | 458.63 | 290.05 | 76.84 | 64.68 | 22.17 |
Investments | 493.80 | 201.15 | 155.74 | 78.48 | 74.75 |
Net current assets |
Current assets, loans & advances | 7,451.13 | 6,003.75 | 4,473.26 | 3,283.53 | 2,595.51 |
Less : current liabilities & provisions | 1,446.74 | 1,041.75 | 707.27 | 451.64 | 353.59 |
Total net current assets | 6,004.39 | 4,962.00 | 3,765.99 | 2,831.89 | 2,241.92 |
Miscellaneous expenses not written | - | - | - | - | - |
Total | 7,381.31 | 5,803.15 | 4,347.99 | 3,227.34 | 2,588.25 |
Notes: |
Book value of unquoted investments | 493.80 | 201.15 | 155.74 | 78.48 | 74.75 |
Market value of quoted investments | - | - | - | - | 1.00 |
Contingent liabilities | 623.28 | 267.20 | 134.45 | 38.22 | 8.68 |
Number of equity sharesoutstanding (Lacs) | 6704.79 | 6671.96 | 3244.50 | 3192.65 | 3162.52 |
| | | | | |

INDIA’S ENRON-THE SATYAM SCANDAL
The scam at Satyam Computer Services, the fourth largest company in India’s much showcased and fiscally pampered information technology (IT) industry, has had an unusual trajectory. It began with a successful effort on the part of the investors to thwart an attempt by the minority-shareholding promoters to use the firm’s cash reserves to buy out two companies owned by them-Matyas Properties and Matyas Infra.
  That aborted attempt at expansion precipitated a collapse in the price of the company’s stock and a shocking confession of financial manipulation and fraud from its chairman,

B.RamalingaRaju.
Over an extended period of time, the promoters decided to inflate the revenue and profit figures of Satyam. In the event, the company has a huge hole in its balance sheet, consisting of non-existing assets and cash reserves that have been recorded and liabilities that are unrecorded. According to the confessional statement of Mr.Raju, the balance sheet shortfall is more than Rs.7000 crore.
Why did a leading company in one of India’s most successful industries of recent years need to inflate profits? After all, the revenues of India’s IT industry have grown at a scorching compound annual rate of almost 30% in the past eight years, driven by exports. This is remarkable, assuming that revenue and profit inflation have not excessively overstated performance. With cheap skilled labour having shored up profits that were lightly taxed when compared with the norm, net profits must have been substantial and rising too. Why then did the fourth largest company choose to take the criminal route of falsifying accounts and indulging in fraud?

One possible cause could be the desire to drive up stock values. The benefits derived by promoters from high stock values are obvious, allowing them to buy real wealth outside the company and giving then invasion money to acquire large stakes in other firms. This tendency was epitomized by the benefits derived by America Online when it merged with Time Warner. Although the latter had more assets, revenues and customers, AOL’S higher market capitalization led to that company and its chairman, Steve Case,

getting more out of the deal than did the long-time giant Time Warner.
      There is some suspicion that Mr.Raju and his family may have sought similar benefits. The family chose to build its shareholding in Satyam Computer Services and shed it when required. For example, in the year 2000, Satyam Computer merged with a related company, Satyam Enterprises. Raju’s cousin, C.SrinivasaRaju, who held 800,000 shares or 19%, in Satyam Enterprises, was reportedly allotted an equivalent number in Satyam Computer, leading to criticism that relative prices did not justify the 1:1 swap.
    But the original promoter’s share held by the Raju family and their subsequesnt acquisitions were not for keeping. Though the precise numbers quoted vary, according to observers the stake of the promoters fell sharply after 2001 when they held 25.60% of equity in the company. This fell to 22.26% by the end of March02, 20.74% in 2003, 17.35% in 2004, 15.67% in 2005, 14.02% in 2006, 8.79% in 2007, 8.65% at the end of September,2008 and 5.13% in January 2009. The most recent decline is attributed to the decision of lenders from whom the family had borrowed to sell the shares that were pledged with them. But the earlier decisions must have been the result either of sale of shares by promoters or of sale of new shares to investors.

According to the audited balance sheet figures, the paid up equity in Satyam Computer Services rose from Rs.56.24 crore in March2000 to just Rs.64.89 crore by March 2006 and to further Rs.133.44 crore in March2007. Overall, the number of shares

held by the promoter group fell from 7.16 crore(22.8%) to 5.8 crore(8.6%) between September 2001 and September 2008.
This points to a conscious decision by the promoters to sell the shares, which may have been used to acquire assets elsewhere. The more inflated the share values, the more of such assets could be acquired. It is quite possible that the assets built up by the eight other Raju family companies under scrutiny including Matyas Properties and Matyas Infra, partly came from the resources generated through these sales. If true, this makes Raju’s confession suspect, since he stated that “neither myself, nor the Managing Director (including our spouses) sold any shares in the last eight years-excepting for a small proportion declared and sold for philanthropic purposes.”
This may not have been the only way in which resources were transferred out of Satyam Computer Services into the other arms of the expanding Raju family empire. Money could have been siphoned out through opaque transactions with beneficiaries who were paid sums not warranted by their business profile. Satyam’s business strategy did involve unusual transactions. One example was the acquisition in 1999 by group company Satyam Infoway, which was the largest private Internet service provider in the country at that time, of IndiaWorld Communications, for a sum of $115 million. The acquired company operated popular portals such as samachar.com and khel.com that had no clear revenue model, and was the principal beneficiary just as in the AOL deal.Mr.Raju’s confession is also suspect

for another reason, which has been widely discussed in the media. Even if he and his colleagues were inflating revenues and profits, the actual revenue and earning capacity of the company, as confessed by him, seems to be extremely low. He claims that the huge difference between actual and reported profits in the second quarter of 2008-09 was because the ratio of operating margins to revenues was just 3% rather than the reported 24%. But even if Satyam Computer Services was cooking its books, it was engaged in activities similar to that undertaken by other similarly placed IT or ITeS companies and it too had a fair share of Fortune 500 companies on its client’s list. It is known that many of these companies have been showing operating margins that are closer to the 24% reported by Satyam than the 3% revealed in Mr.Raju’s confession. Thus in the financial year ending 2008, the ration of profits before tax of Infosys was 32.3% of its total income, that of TCS 23.1%, of Satyam 27.8% and that of Wipro 19.2%.

This suggests that either Mr.Raju is exaggerating the hole in the balance sheet or there is some other, more complex and more disturbing explanation. But whatever it is, the difference between 24% and 3% seems too large to the industry standard.
Despite indicators of these kinds, which could raise suspicion, Satyam Computer Services remained a leading player with substantial investor support for many years. The promoters continued to hold control over the company despite the small share in equity they held and built an empire with land assets 

and contracts for executing prestigious infrastructural projects. And despite its award-winning reputation for corporate governance, its impeccable board with high-profile independent directors, and its appointment of big-four member PwC as its auditor, this still mysterious accounting fraud occurred.
Satyam scam-parties responsible
So who is guilty in this sordid state of events?   Of course, Raju is by far the father of this fraud, but there were others who are also culpable, if not by complicity then by negligence.
Reports indicate that more arrests are likely to be made in connection with the Satyam fraud. Let us take a look at the various players in the Satyam fiasco: 

Satyam's Auditors
So what were the auditors, PricewaterhouseCoopers, doing? There was no cash within the company's banks and yet the auditors went ahead and signed on the balance sheets saying that the money was there.
Not just the cash, even they even signed off on the non-existent interest that accrued on the non-existent cash balance!
Auditors do bank reconciliation to check whether the money has indeed come or not. They check bank statements and certificates. So was this a total lapse in supervision or were the bank statements forged? No one knows yet. The cops have already raided the PwC office in Hyderabad, but details of what they have found are yet to emerge. The company officials said they relied on data from the reputed auditors. But PricewaterhouseCoopers, stung by this insinuation hit back at Satyam. In a statement to the media, the firm said:The audits were conducted

by Price Waterhouse in accordance with applicable auditing standards and were supported by appropriate audit evidence. Given our obligations for client confidentiality, it is not possible for us to comment upon the alleged irregularities. Price Waterhouse will fully meet its obligations to cooperate with the regulators and others.

The promoters
Just three months ago, India's fourth-largest software services exporter, Satyam Computer Services received a Golden Peacock Global Award from a group of Indian directors for excellence in corporate governance. Now that Satyam is in turmoil and its shares have plunged after a botched attempt to buy two infrastructure firms in which management held stakes, concerns over the conflict of interest and a lack of transparency are being raised. RamalingaRaju himself was the recipient of many an award for corporate governance and transparency, but the fraud has brought to light the fact that in India the distinction between owners and management is still not very clear. Where the owners are also the managers, such frauds are always a possibility. In the Satyam case, of course, none is guiltier than the Rajus. 
Since the promoters, in this case, held only about 8 percent shares, their idea to push through the Maytas acquisition deal was defeated by an angry lot of shareholders. One wonders what would have happened had they owned a majority of the stake.
Other company bigwigs
Satyam's chief financial officer SrinivasVadlamani has already been arrested. He has even admitted to signing on the dotted line, saying

he never really paid much attention to the balance sheet! But could only two or three people have managed to cook the books for years of a company so large? Highly unlikely. It is quite likely that some other top managers in the company too were in the know of what was happening but chose to keep quiet.
The SEBI
The Securities and Exchange Board of India, which says it is 'horrified at the magnitude of the fraud' had in December given a clean chit to Satyam saying that it had not found any violation of norms relating to takeover and corporate governance in its preliminary surveillance of the deal involving the acquisition of Maytas Infra by Satyam Computer Services.
Thus there was no need for a formal investigation. Instead, the market regulator said it would probe the deal under Sections 370 and 372 of the Companies Act. Therefore, the probe would be limited to the deal between the two listed entities -- Satyam and Maytas Infra -- and not cover the one involving Satyam and unlisted firm Maytas Properties. 
Former economic affairs secretary E A S Sarma, speaking to a business newspaper, said that he has written to the Securities and Exchange Board of India questioning the delay in investigating Satyam Computer even after he had alerted the regulator 'well in advance' about certain irregularities in the company's books of accounts after the Maytas deal was called off last month. 
Analysts say the market watchdog lacks the teeth for ensuring compliance on governance. Now, after so much water has flown under the bridge, Sebi has moved to 'take

action' against the company. Let us see what emerges from the Sebi probe now.

The bankers
The company's bankers -- and it has a whole bunch of them, considering it is a huge company -- too have been shown in poor light. Satyam's books showed cash to the tune of over Rs 5,300 crore (Rs 53 billion) in its banks. Now, the external auditors who check accounts go by the bank statements to verify if the books are showing the correct figures. 
Satyam's banks -- ICICI Bank, HDFC Bank, Bank of Baroda, etc -- were supposed to provide bank statements on a quarterly basis and bank certificates on basis of which auditors go ahead and signed the balance sheet. So, if the auditors were conned, it means that either the bank statement and certificates were forged or the auditors did not take any cognizance of the fact that bank statements were showing one figure and the management was showing some other figure. Now, banks are looking at options to stop sanctioning additional credit lines to the company and seek an auditor's explanation. The banks said they would not be affected much following the findings of fraudulent transactions in Satyam's balance sheet.
Directors and independent directors
The role of the company's directors, including independent directors, in the entire episode too has been exposed after the Satyam episode. Most of them essentially remain 'nodders' in the boardroom and agree to whatever the management or the promoters want to push through. The Satyam board, including its five independent directors had approved the founder's proposal to buy

51 per cent stake in Maytas Infrastructure and all of Maytas Properties, owned by the family members of Satyam chairman B RamalingaRaju.
Despite the shareholders not being taken into confidence, the directors went ahead with the management's decision.
The decision of acquisition was, however, reversed 12 hours later after investors dumped Satyam's stock and threatened action against the management.

Shareholders and the media
Sometimes activism just does not help. When Raju sought to push through the Maytas deal without taking shareholders into confidence, he was faced with huge protests. The media, keen to help the underdog, too joined in the protest. Raju was forced to cancel the deal. In hindsight, it appears that it would have perhaps saved Satyam if the deal had been allowed to go through, as Satyam would have been able to use Maytas's assets to shore up its own books. Raju, who showed artificial cash on his books, had planned to use this 'non-existent cash' to acquire the two Maytas (which is Satyam spelled in reverse) companies. Since the Rajus held more than 36 percent stake in Maytas, it would have been easy to push through the deal, at least from that side. Maytas would, of course, have been okay with the deal even though it would have got non-existent cash for selling its stake. After all, the money was remaining the family, so to speak. 
But with the shareholders and the media queering the pitch, the deal fell through and now so has Satyam.

Investment bankers
Investment banker DSP Merrill Lynch was appointed by Satyam to look

for a partner or buyer for the company a fortnight ago.
We now know that DSP Merrill terminated its engagement with the company soon after it found financial irregularities.
Merrill Lynch is also understood to have sent the information and the reason for their termination of the contract to the Bombay Stock Exchange, Sebi and even the New York Stock Exchange, on which Satyam is listed. However, despite the fact that DSP Merrill Lynch blew the whistle, it is not yet clear why it took such a long time to inform the authorities, and why it did not let the public know of Satyam's misdeeds. DSP Merrill has not yet answered these questions. Yet in the whole shady affair, DSP Merrill comes out the best party as it was finally because of its move that Raju was forced to quit. The government Many people, including a former director, some politicians, etc have come forward now, saying they had suspected 'something was wrong' in Satyam years ago. Some of them even claim to have written to the authorities, but all this was to no avail. The government, on its part, was perhaps too busy projecting the stellar show of the Indian IT sector and did not find it necessary to launch an enquiry into these 'complaints,' so to speak. Thus by way of negligence the government too is equally guilty in not having managed to save the shareholders, the employees and some clients of the company from losing heavily.
Aftermath of the Satyam Scam
Raju had appointed a task force to address the Maytas situation in the last few days before revealing the news of the accounting fraud.

After the scandal broke, the then-board members elected Ram Mynampati to be Satyam's interim CEO. Mynampati's statement on Satyam's website said:
"We are obviously shocked by the contents of the letter. The senior leaders of Satyam stand united in their commitment to customers, associates, suppliers and all shareholders. We have gathered together at Hyderabad to strategize the way forward in light of this startling revelation."

On 10 January 2009, the Company Law Board decided to bar the current board of Satyam from functioning and appoint 10 nominal directors. "The current board has failed to do what they are supposed to do. The credibility of the IT industry should not be allowed to suffer." said Corporate Affairs Minister PremChand Gupta. Chartered accountants regulator ICAI issued show-cause notice to Satyam's auditor PricewaterhouseCoopers (PwC) on the accounts fudging. "We have asked PwC to reply within 21 days," ICAI President Ved Jain said.
On the same day, the Crime Investigation Department (CID) team picked up VadlamaniSrinivas, Satyam's then-CFO, for questioning. He was arrested later and kept in judicial custody.
On 11 January 2009, the government nominated noted banker Deepak Parekh, former NASSCOM chief KiranKarnik and former SEBI member C Achuthan to Satyam's board.
Analysts in India have termed the Satyam scandal India's own Enron scandal. Some social commentators see it more as a part of a broader problem relating to India's caste-based, family-owned corporate environment.
Immediately following the news, Merrill Lynch now a 

part of Bank of America and State Farm Insurance terminated its engagement with the company. Also, Credit Suisse suspended its coverage of Satyam. It was also reported that Satyam's auditing firm PricewaterhouseCoopers will be scrutinized for complicity in this scandal. SEBI, the stock market regulator, also said that, if found guilty, its license to work in India may be revoked. Satyam was the 2008 winner of the coveted Golden Peacock Award for Corporate Governance under Risk Management and Compliance Issues, which was stripped from them in the aftermath of the scandal. The New York Stock Exchange has halted trading in Satyam stock as of 7 January 2009. India's National Stock Exchange has announced that it will remove Satyam from its S&P CNX Nifty 50-share index on 12 January. The founder of Satyam was arrested two days after he admitted to falsifying the firm's accounts. RamalingaRaju is charged with several offences, including criminal conspiracy, breach of trust, and forgery.
Satyam's shares fell to 11.50 rupees on 10 January 2009, their lowest level since March 1998, compared to a high of 544 rupees in 2008. In New York Stock Exchange Satyam shares peaked in 2008 at US$ 29.10; by March 2009 they were trading around US $1.80.
The Indian Government has stated that it may provide temporary direct or indirect liquidity support to the company. However, whether employment will continue at pre-crisis levels, particularly for new recruits, is questionable.
On 14 January 2009, Price Waterhouse, the Indian division of PricewaterhouseCoopers, announced

that its reliance on potentially false information provided by the management of Satyam may have rendered its audit reports "inaccurate and unreliable".
On 22 January 2009, CID told in court that the actual number of employees is only 40,000 and not 53,000 as reported earlier and that Mr. Raju had been allegedly withdrawing INR 20 crore rupees every month for paying these 13,000 non-existent employees.

FIVE TYPES OF PEOPLE AFFECTED FROM SATYAM SCAM

  1. Employees
It is very clearly anxious moments, sleepless nights and heartburns for the over 53,000 employees of Satyam Computers as they conjure up worst case scenarios like non-payment of salaries, project cancellations , layoffs and equally bleak prospects outside. 
As the company's management tries to reassure shocked employees, jobs sites have got flooded from resumes of hundreds of Satyam employees. "Till Tuesday evening, there were about 7,800 people from Satyam who had posted their resumes on job sites. By Wednesday afternoon, it has gone up to 14,000. By the end of the day, the numbers may be much higher," said Kris Lakshmikanth, CEO of Headhunters India. 
However, job consultants believe that in the current economic climate when the IT industry is already facing tough time, Satyam employees might have to settle for lower salaries outside. Also, with most IT companies already announcing a hiring freeze, it is an employers' market. 
2. Customers
The debacle may force the clients of beleaguered Satyam to review their contracts and look at other offshore suppliers. "Satyam clients

will naturally be concerned and many clients will be forced to review their contracts and talk to the other offshore suppliers in the account about potentially taking over work from Satyam," said a Forrester Research analyst. 
According to a senior executive from a rival IT firm, Australian telecom company Telstra, which contributes $20-25 million to its revenues, had already decided to split a new contract worth $200 million among three Indian vendors. “There was intense competition among Satyam and other offshore vendors earlier but Telstra now seems to be more tilted towards Infosys and EDS-Mphasis. Satyam seems to have lost the race,” said the official, whose company was one among the bidders for the contract.
Another partner and customer of the company, Cisco Systems said that a proposed investment in Satyam subsidiary (Satyam Global Lifenet) could be in jeopardy. However, allaying the fears of employees and clients in the Asia-Pacific, Satyam today said it is committed to its customers in the region. "Satyam as an organization remains committed to its customers in (the) Asia Pacific, a region which continues to offer promising growth," said Satyam's Senior Vice-President (Asia Pacific, Middle East, India and Africa) VirenderAgarwal, based in Singapore. 
3. Shareholders
An accounting fraud was the last thing investors in India would have imagined as a trigger for a reversal in investor sentiment. The Satyam accounting fiasco has come at a time when the sentiment is already brittle and is likely to affect the image of Indian companies among

foreign portfolio investors. 
Fund managers said the revival of India’s position as a preferred investment destination would depend on the speed of regulatory action to salvage the situation. “The regulators would have to take drastic measures to regain the confidence of foreign investors in Indian companies as frauds like these will have greater implications on emerging markets than developed markets,” said a CIO with a leading private mutual fund. 
National Association of Small Investors (NASI), a registered NGO, has filed a complaint against scam-hit software exporter Satyam Computer Services Economic Offences Department (EOD), for "cheating shareholders and investors". 
Law firms in the US have also filed class-action complaints against Satyam Computer Services and its executives for securities fraud. The lawsuit has been filed on behalf of all buyers of Satyam ADS between January 6, 2004 and January 6, 2009. 

4. General Public
The incident has hurt public perception of Corporate India. Howsoever one-off incident one may term it, it is likely to hurt shareholders' confidence in India Inc. No doubt, India Inc reacted with shock and dismay to the scam. The VC and MD of Mahindra and Mahindra, Anand Mahindra in a statement said that the development had "resulted in incalculable and unjustifiable damage to Brand India and Brand It in particular." In a write-up in ET, Rahul Bajaj said, "It is likely to dent the public credibility about the concepts of corporate governance that the Indian industry has been so assiduously trying to cultivate for 
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