
www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

 

 

 

  

 

 

 

 

 

 

 

 

DISCLAIMER 
 

 

 

No part of this publication may be reproduced or copied in any form by any means 

without prior written permission of Editor-in-chief of White Black Legal – The 

Law Journal. The Editorial Team of White Black Legal holds the copyright to all 

articles contributed to this publication. The views expressed in this publication 

are purely personal opinions of the authors and do not reflect the views of the 

Editorial Team of White Black Legal. Though all efforts are made to ensure the 

accuracy and correctness of the information published, White Black Legal shall 

not be responsible for any errors caused due to oversight or otherwise. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

EDITORIAL 

TEAM 
 

 

 

Raju Narayana Swamy (IAS ) Indian Administrative Service 

officer 
Dr. Raju Narayana Swamy popularly known as 

Kerala's Anti Corruption Crusader is the 

All India Topper of the 1991 batch of the IAS 

and is currently posted as Principal 

Secretary to the Government of Kerala . He has 

earned many accolades as he hit against 

the political-bureaucrat corruption nexus in 

India. Dr Swamy holds a B.Tech in Computer 

Science and Engineering from the IIT Madras 

and a Ph. D. in Cyber Law from Gujarat 

National Law University . He also has an LLM 

(Pro) ( with specialization in IPR) as well 

as three PG Diplomas from the National Law 

University, Delhi- one in Urban 

Environmental Management and Law, another 

in Environmental Law and Policy and a 

third one in Tourism and Environmental Law. 

He also holds a post-graduate diploma in 

IPR from the National Law School, Bengaluru 

and a professional diploma in Public 

Procurement from the World Bank. 

 

 

 

Dr. R. K. Upadhyay 

 

Dr. R. K. Upadhyay is Registrar, University of Kota 

(Raj.), Dr Upadhyay obtained LLB , LLM degrees from 

Banaras Hindu University & Phd from university of 

Kota.He has succesfully completed UGC sponsored 

M.R.P for the work in the ares of the various prisoners 

reforms in the state of the Rajasthan. 
 

 
 

 

 

 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

Senior Editor 
 

Dr. Neha Mishra 
 

Dr. Neha Mishra is Associate Professor & Associate 

Dean (Scholarships) in Jindal Global Law School, OP 

Jindal Global University. She was awarded both her PhD 

degree and Associate Professor & Associate Dean M.A.; 

LL.B. (University of Delhi); LL.M.; Ph.D. (NLSIU, 

Bangalore) LLM from National Law School of India 

University, Bengaluru; she did her LL.B. from Faculty of 

Law, Delhi University as well as M.A. and B.A. from 

Hindu College and DCAC from DU respectively. Neha 

has been a Visiting Fellow, School of Social Work, 

Michigan State University, 2016 and invited speaker 

Panelist at Global Conference, Whitney R. Harris World 

Law Institute, Washington University in St.Louis, 2015. 
 

 

Ms. Sumiti Ahuja 
Ms. Sumiti Ahuja, Assistant Professor, Faculty of Law, University 

of Delhi, 

 Ms. Sumiti Ahuja completed her LL.M. from the Indian Law 

Institute with specialization in Criminal Law and Corporate Law, 

and has over nine years of teaching experience. She has done her 

LL.B. from the Faculty of Law, University of Delhi. She is currently 

pursuing Ph.D. in the area of Forensics and Law. Prior to joining 

the teaching profession, she has worked as Research Assistant for 

projects funded by different agencies of Govt. of India. She has 

developed various audio-video teaching modules under UGC e-PG 

Pathshala programme in the area of Criminology, under the aegis 

of an MHRD Project. Her areas of interest are Criminal Law, Law 

of Evidence, Interpretation of Statutes, and Clinical Legal 

Education. 
 

 

Dr. Navtika Singh Nautiyal 
 

 

Dr. Navtika Singh Nautiyal presently working as an Assistant 

Professor in School of law, Forensic Justice and Policy studies 

at National Forensic Sciences University, Gandhinagar, 

Gujarat. She has 9 years of Teaching and Research 

Experience. She has completed her Philosophy of Doctorate 

in ‘Intercountry adoption laws from Uttranchal University, 

Dehradun’ and LLM from Indian Law Institute, New Delhi. 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

 

Dr. Rinu Saraswat 
 

Associate Professor at School of Law, Apex University, Jaipur, 

M.A, LL.M, Ph.D, 

 

Dr. Rinu have 5 yrs of teaching experience in renowned 

institutions like Jagannath University and Apex University. 

Participated in more than 20 national and international seminars 

and conferences and 5 workshops and training programmes. 
 

 

 

 

 

 

 

Dr. Nitesh Saraswat 
 

 

E.MBA, LL.M, Ph.D, PGDSAPM 

Currently working as Assistant Professor at Law Centre II, 

Faculty of Law, University of Delhi. Dr. Nitesh have 14 years of 

Teaching, Administrative and research experience in Renowned 

Institutions like Amity University, Tata Institute of Social 

Sciences, Jai Narain Vyas University Jodhpur, Jagannath 

University and Nirma University. 

More than 25 Publications in renowned National and 

International Journals and has authored a Text book on Cr.P.C 

and Juvenile Delinquency law. 

 

 

 

 

Subhrajit Chanda 
 

 

BBA. LL.B. (Hons.) (Amity University, Rajasthan); LL. M. 

(UPES, Dehradun) (Nottingham Trent University, UK); 

Ph.D. Candidate (G.D. Goenka University) 

 

Subhrajit did his LL.M. in Sports Law, from Nottingham 

Trent University of United Kingdoms, with international 

scholarship provided by university; he has also completed 

another LL.M. in Energy Law from University of Petroleum 

and Energy Studies, India. He did his B.B.A.LL.B. (Hons.) 

focussing on International Trade Law. 

 
 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

 

 

 

 
 
 
 
 
 

ABOUT US 
 

 

 

 

 

        WHITE BLACK LEGAL is an open access, peer-reviewed 

and 

refereed journal providededicated to express views on topical legal 

issues, thereby generating a cross current of ideas on emerging 

matters. This platform shall also ignite the initiative and desire of 

young law students to contribute in the field of law. The erudite 

response of legal luminaries shall be solicited to enable readers to 

explore challenges that lie before law makers, lawyers and the 

society at large, in the event of the ever changing social, economic 

and technological scenario. 

                       With this thought, we hereby present to you 

 

 

 

 

 

 

 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

IMPACT OF SATYAM SCAM ON CORPORATE 

GOVERNACE IN INDIA” 
 

AUTHORED BY - ADV. SIDDHI UDAY KULKARNI 

 

 

ABSTRACT 

From Scandal to Safeguard: How Satyam Transformed Governance Norm. (History) On 

January 7, 2009, Satyam’s founder, Ramalinga Raju, confessed to falsifying financial 

statements, exposing major corporate governance failures, including weak oversight and 

compromised audits. This scandal underscored the need for urgent governance reforms in 

India. The Satyam scandal has made investors really worry, as well as bring into question how 

companies are governed in India. It showed that auditors, regulators, and the company's board 

did not do their jobs in finding and stopping dishonest actions. This clearly meant that there 

was a need for stronger governance rules such as in Satyam, leading to enactments such as the 

Companies Act, 2013, focusing on being transparent, good audit practices, and boards being 

accountable. Corporate governance is the way a company is managed and controlled through 

rules and practices. Good governance makes sure that companies act in a fair, responsible, 

and honest, hence safeguarding the interest of all those involved The Satyam scam put forward 

the kind of importance such principles were given because fraud could go unnoticed for many 

years due to poor oversight and weak ethics. The Satyam case revealed some big concerns in 

the way companies are run concerning poor oversight, accountability, and rules. One big issue 

is that the board was not independent enough and the auditors were not honest; hence, wrong 

actions happened uncontrolled. Secondly, the scandal also came clearly showing how 

regulators did not watch closely, which in the process let the fraud take on. Making corporate 

governance stronger by having more accountability, more transparency, and ethical 

leadership can greatly reduce the chances of corporate fraud. The Satyam scam triggered 

important changes to improve governance standards, making companies more accountable 

and clear to their stakeholders. After the Satyam scandal, significant changes were 

implemented, including stricter audit procedures, increased responsibilities for boards, the 

necessity for independent directors, and enhanced transparency in financial reporting. These 

measures are part of the Companies Act, 2013, and the regulations set by SEBI aimed at 

improving corporate governance and ensuring better oversight in companies This study aims 
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to investigate the Satyam scam and its effects on corporate governance practices both in India 

and globally. It will examine the governance issues that contributed to the scam and evaluate 

the reforms implemented to prevent similar incidents in the future.  

 

[ Keywords: Corporate governace, Satyam Scandal, Auditors, Company Dishonesty.] 

 

Introduction 

Corporate governance involves the frameworks, rules, and practices that dictate how 

companies are managed and overseen. It plays a crucial role in ensuring that businesses act 

ethically and consider the interests of their stakeholders, such as shareholders, employees, 

customers, and regulators. The Satyam scandal that came to light in 2009 revealed serious 

deficiencies in corporate governance in India, which resulted in a loss of confidence in the 

corporate landscape. Additionally, this paper investigates the repercussions of the Satyam 

scandal on corporate governance practices by outlining the reforms initiated to rebuild trust 

and accountability in the institution. 

 

The Satyam Computer Services scandal, which came to light in January 2009, highlighted 

critical weaknesses in India's corporate governance system. Ramalinga Raju, the company's 

founder and chairman, confessed to years of manipulating financial statements by inflating 

profits and overstating assets. This fraudulent admission sparked one of the largest corporate 

scandals in India. 

 

The Satyam fraud exposed significant failures in governance, particularly in oversight and the 

accountability of the board of directors, as well as the integrity of audits. It was clear that the 

Satyam board did not carry out its oversight responsibilities effectively. The auditors, tasked 

with ensuring that financial reporting was trustworthy, did not uphold their end of the 

agreement. Moreover, this scandal revealed that regulators were not diligent enough in 

monitoring corporate practices. These shortcomings allowed the fraud to persist undetected for 

a considerable time, ultimately damaging public trust in the corporate governance system at all 

levels in the country. 

 

India introduced a series of reforms aimed at strengthening governance frameworks and 

preventing future fraud. A crucial element of these reforms is the Companies Act of 2013, 
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which focuses on improving transparency, accountability, and audit practices. It mandates that 

companies include independent directors on their boards to enhance oversight and fairness. 

Furthermore, the Act reinforced the fiduciary duties of directors and imposed stricter disclosure 

requirements for financial statements, aiming to ensure greater transparency in corporate 

reporting. 

 

In addition, the Securities and Exchange Board of India (SEBI) tightened corporate governance 

regulations for publicly listed companies. These reforms included enhanced whistleblower 

protection, stricter norms for auditor rotation, and greater focus on board independence. 

Together, these measures aimed to rebuild trust in corporate governance, restore investor 

confidence, and ensure that companies operated ethically. 

 

Overview of Corporate Governance 

In India, corporate governance outlines the principles that guide a company's operations, 

focusing on ensuring that its actions are beneficial to all parties involved, such as investors, 

executives, customers, suppliers, financial backers, regulators, and the wider community.  

 

Corporate governance refers to a set of systems, principles and guidelines by which a company 

is governed, as to how the company can be directed or controlled to fulfill its goals and 

objectives in a manner adding value to the company and also beneficial to all the stakeholders1 

Importance of Corporate Governance – 

Corporate governance is essential for holding companies accountable, enhancing their 

responsibility, and minimizing business risks. It addresses issues of non-compliance with 

crucial financial and management regulations. Additionally, corporate governance is vital for 

safeguarding investors from significant losses due to the negligence or dishonesty of corporate 

leaders. It establishes effective management practices by ensuring clear separation between the 

roles and powers of company executives and their overseers. Furthermore, corporate 

governance fosters healthy competition among companies, promoting financial growth. By 

implementing corporate governance policies, companies can operate transparently, 

significantly reducing the likelihood of fraud.2 

                                                             
1 Rebecca Furtado, “The Satyam Scandal and its Effect on Corporate Governance Strategies in India”, available 

at: https://blog.ipleaders.in/satyam-scandal-effect-corporate-governance-strategies-

india/#:~:text=Thus%20corporate%20governance%2 
2 Athena Rebello, Corporate Governance in India: Objectives, History, Regulatory Framework, Examples, 

updated June 19, 2024. 
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Regulatory Framework of Corporate Governance in India- The following are some of the 

governing bodies deciding and implementing the best practices of corporate governance in 

India:  

• Companies Act 2013: This foundational legislation prescribes how companies should 

operate. It mainly touches on board composition, director duties, and audit committees. 

• Securities and Exchange Board of India (SEBI) Guidelines: SEBI has rules for listed 

companies. These rules provide that necessary information be given to the public. This 

helps keep things fair to those who buy shares in the company. 

• Secretarial standards: These were put forward by ICSI (Institute of Company 

Secretaries of India). They govern how board meetings should be conducted along with 

general meetings, thereby enhancing good practice in corporate affairs while ensuring 

adherence to laws.3 

 

Provisions of the Companies Act and SEBI Prior to the Satyam Scam 

Before the Satyam scam, corporate governance provisions in India were primarily governed by 

the Companies Act of 1956 and regulations put forth by SEBI (Securities and Exchange Board 

of India). Although some provisions existed to ensure accountability and transparency, they 

were not as stringent as post-Satyam regulations. 

 

1. The companies Act, 1956 

a. Board of Directors - The Board of Directors has a fiduciary responsibility to 

shareholders, which means they must prioritize the company's best interests. However, 

the mechanisms for enforcing this duty were not very strong, and the Act did not 

highlight the importance of independent directors or diversity on the board. While the 

Act outlined how directors should be appointed and operate, the measures for holding 

them accountable were quite limited. 

b. Disclosure and Transparency - Companies were required to submit annual financial 

statements and audit reports. While statutory auditors were supposed to ensure 

compliance with accounting standards, Satyam's case exposed how auditors could 

overlook financial misrepresentation. 

                                                             
3 Athena Rebello, Corporate Governance in India: Objectives, History, Regulatory Framework, Examples, 

updated June 19, 2024. 
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c. Shareholder Rights - Shareholders had the right to vote and participate in general 

meetings. Nevertheless, minority shareholders frequently found their influence limited. 

The Act did offer some protection in cases of oppression or mismanagement through 

Sections 397 and 398. However, the enforcement of shareholder rights was generally 

weak, and the existing provisions fell short of preventing significant fraud. 

d. Auditors - Auditors were required to provide opinions on whether financial statements 

presented a “true and fair view” of the company's finances. However, as seen in the 

Satyam case, auditing processes were weak, and corporate fraud could go undetected 

for years.4 

 

2. Securities Exchange Board of India  

a. Independent Directors - Clause 49 mandated that at least one-third of the board be 

composed of independent directors if the chairman was also an executive director. 

However, independent directors at Satyam were ineffective, highlighting the loopholes 

in implementing Clause 49. 

b. Audit Committee - Clause 49 also required an audit committee comprising independent 

directors. The audit committee was supposed to oversee financial reporting, but at 

Satyam, these committees failed to detect the ongoing fraud, showing the gap between 

the policy and practice of governance. 

c. CEO/CFO Certification - Clause 49 required CEOs and CFOs to certify the accuracy 

of financial statements. This certification process aimed to hold executives accountable, 

but despite this, fraudulent activities like the ones at Satyam continued, indicating a 

lack of proper checks and balances. 

d. Whistleblower Mechanism - Although Clause 49 encouraged companies to adopt 

whistleblower policies, there was no strict mandate, and many companies, including 

Satyam, lacked effective mechanisms for employees to report unethical activities.5 

 

The Satyam Scam 

1. Background of Satyam Computers – 

Satyam Computer Services Ltd., established by Ramalinga Raju in 1987, became one of India’s 

top IT and business process outsourcing (BPO) firms in the late 1990s and early 2000s. 

                                                             
4 Companies Act, 1956, No. 1 of 1956, India Code (1956). 
5 Securities and Exchange Board of India (SEBI) (Listing Obligations and Disclosure Requirements) Regulations, 

2015, Gazette of India, Part III Sec. 4 (2015). 
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Headquartered in Hyderabad, India, Satyam was crucial in the global IT revolution and helped 

establish India as a significant IT center. Its swift ascent in the IT services industry was seen 

as a testament to India’s technological capabilities and entrepreneurial achievements. 

 

Satyam's growth was driven by the worldwide demand for affordable IT services, and India's 

vast pool of talented IT professionals enabled the company to win contracts with multinational 

corporations. During the 1990s, Satyam experienced rapid expansion, benefiting from India's 

liberalization policies that welcomed foreign investment. 

 

In 1991, Satyam went public, raising capital that allowed it to scale its operations. By 2001, 

Satyam achieved a significant milestone by being listed on the New York Stock Exchange 

(NYSE), becoming one of the few Indian IT companies to trade on a global stock exchange. 

Satyam continued to expand its services globally, providing IT consulting, enterprise resource 

planning (ERP), and business intelligence solutions. The company diversified its client base to 

include Fortune 500 companies, and its presence grew in major markets like North America, 

Europe, and Asia. By the mid-2000s, Satyam was ranked among the top four IT services 

companies in India, alongside Infosys, Wipro, and Tata Consultancy Services (TCS).  

 

Satyam’s financial performance attracted significant attention from both domestic and 

international investors. The company reported impressive revenue growth, strong margins, and 

a robust financial outlook. Satyam’s shares were among the most traded on Indian exchanges, 

and it was included in key indices, further enhancing its reputation in the stock markets. Satyam 

also ventured into corporate social responsibility (CSR) initiatives, aligning itself with 

sustainability goals and community development projects, which added to its positive public 

image. 

 

Satyam was once seen as a symbol of India's growing success. The company received many 

awards for its innovation, good management, and accountability. For example, Agrawal and 

Sharma (2009) mentioned that in 2007, Ernst & Young gave Mr. Raju the "Entrepreneur of the 

Year" award. In April 2008, Satyam was recognized as a leader in corporate governance and 

accountability by MZ Consult, and in September 2008, the World Council for Corporate 

Governance awarded Satyam the "Global Peacock Award" for excellence in corporate 

accountability. 
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From 2003-2008, in nearly all financial metrics of interest to investors, the company grew 

measurably, as summarized in Table which is given in following. Satyam generated Rs. 

25,415.4 million in total sales in 2003-04. By March 2008, the company sales revenue had 

grown by over three times. The company demonstrated an annual compound growth rate of 

38% over that period. Operating profits, net profit and operating cash flows averaged 28, 33 

and 35%, respectively. In addition, earnings per share (EPS) similarly grew, from $0.12 to 

$0.62, at a compound annual growth rate of 40%. Over the same period (2003‐ 2009), the 

company was trading at an average trailing EBITDA multiple of 15.36. Finally, beginning in 

January 2003, at a share price of Rs. 138.08, Satyam’s stock would peak at Rs. 526.25: a 300% 

improvement in share price after nearly five years. Satyam clearly generated significant 

corporate growth and shareholder value. The company was a leading star (and a recognizable 

name) in a global IT marketplace.6 

 

Table – Performance of Satyam Computers  

Particulars 

 

2003-04 

 

2004-05 

 

2005-06 

 

2006-07 

 

2007-08 

 

Average 

Growth 

Rate (%) 

 

Net Sales 

 

25,415.4 

 

34,642.2 

 

46,343.1 

 

62,284.7 

 

81,372.8 

 

38 

 

Operating Profit 

 

7,743 

 

9,717 

 

15,714.2 

 

17,107.3 

 

20,857.4 

 

28 

 

Net Profit 

 

5,557.9 

 

7,502.6 

 

12,397.5 

 

14,232.3 

 

17,157.4 

 

33 

 

Operating Cash Flow 

 

4,165.5 

 

6,386.6 

 

7,868.1 

 

10,390.6 

 

13,708.7 

 

35 

 

ROCE (%) 

 

27.95 

 

29.85 

 

31.34 

 

31.18 

 

29.57 

 

30 

 

ROE (%) 

 

23.57 

 

25.88 

 

26.85 

 

28.14 

 

26.12 

 

26 

 

(Source: www.geogit.com) 

                                                             
6 Dr. Madan Lal Bhasin, Revisiting the Satyam Accounting Scam: A Case Study, 5 Int'l J. Mgmt. & Soc. Sci. Res. 

31 (2016), 

http://www.whiteblacklegal.co.in/
http://www.geogit.com/


www.whiteblacklegal.co.in 

Volume 3 Issue 1 | Dec 2024        ISSN: 2581-8503 

  

2. The Satyam Scandal– 

Despite Satyam’s outward success, problems were brewing behind the scenes. From as early 

as 2002, Ramalinga Raju, the Satyam founder and chairman started doctoring the financial 

statements of the company. The intention behind the "adjustments" in the financials was to 

indicate more revenues, higher profits, and an adequate level of cash at hand. This would, by 

necessity, project growth without break in the future. This would continue the momentum of 

high share prices and sustain the investors' trust. 

 

However, The illusion started to fade in late 2008, as the global financial crisis took a toll on 

the IT sector. Raju faced increasing pressure from lenders and creditors to fulfill his financial 

obligations, especially as Satyam's sales and profitability began to fall. To add to his troubles, 

the World Bank investigated Raju's actions and prohibited Satyam from its projects for eight 

years due to issues with employee benefits.  

 

On January 7, 2009, Mr. Raju, the Chairman of Satyam Computer Services, revealed in a letter 

to the company's Board of Directors that he had been falsifying the company's financial records 

for several years. He confessed to inflating Satyam’s assets by $1.47 billion, with around $1.04 

billion in bank loans and cash that the company claimed to possess being nonexistent. Satyam 

also understated its liabilities and inflated its income in nearly every quarter to satisfy analysts' 

expectations. For example, the results announced on October 17, 2009, overstated quarterly 

revenues by 75% and profits by 97%. 

 

 Mr. Raju, together with the global head of internal audit, engaged in several fraudulent 

practices. According to Willison (2006), Mr. Raju utilized his personal computer to generate 

counterfeit bank statements, which artificially boosted the balance sheet with fictitious figures. 

He also exaggerated the income statement by claiming interest income from these bogus bank 

accounts. Furthermore, Mr. Raju confessed to establishing 6,000 fake salary accounts, which 

he exploited to siphon off company funds after the deposits were made. 

 

The global head of internal audit contributed to the fraud by creating fake customer identities 

and generating fraudulent invoices to inflate revenue. This individual also forged board 

resolutions and illegally secured loans for the company.  
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3. Role of Auditor in Satyam Scam-  

PricewaterhouseCoopers (PwC), the global auditing firm, conducted audits for Satyam from 

June 2000 until the fraud was revealed in 2009. PwC faced heavy criticism for not uncovering 

the fraud, especially regarding the $1.04 billion in “non-interest-bearing” deposits listed on 

Satyam’s balance sheet. Accounting experts pointed out that any prudent company would have 

either invested this money or returned it to shareholders, which should have raised a clear "red 

flag" for auditors that warranted further scrutiny. However, it seems that PwC did not 

independently verify these deposits with banks. 

 

The Satyam fraud continued for several years, with the company repeatedly inventing fake 

income sources to meet the expectations of analysts. Notably, Satyam paid PwC twice the 

standard audit fee, which raised concerns about possible complicity. While PwC conducted 

nearly nine years of audits without detecting the fraud, Merrill Lynch uncovered it in just ten 

days during their due diligence. This discrepancy indicated either a serious lack of competence 

on PwC's part or potential collusion with Satyam.  

 

A variety of factors contributed to the Satyam fraud, such as greed, a desire for rapid corporate 

growth, a lack of transparency in financial reporting, a strong focus on keeping stock prices 

high, executive incentives, and ineffective oversight from independent directors and audit 

committees. Additionally, failures in both internal and external audits, aggressive tactics from 

investment banks and rating agencies, and a weak whistle-blower policy played crucial roles 

in allowing the fraud to persist unnoticed.7 

 

The scam brought out several loopholes in the Indian corporate governance structure, viz., 

unethical conduct, fraudulent accounting, insider trading, oversight by auditors, ineffectiveness 

of the Board, failure of independent directors and non-disclosure of material facts to the 

stakeholders.8 

 

After – Effects of  Satyam  Scam – 

1. Role of Regulatory Bodies – The role of regulatory bodies in the Satyam scam, 

especially regarding corporate governance, was vital in tackling the failures that enabled the 

                                                             
7 Agrawal, S. and Sharma, R. (2009) Beat This: Satyam Won Awards for Corporate Governance, Internal Audit.: 

http://www.vccircle.com/news/technology/2009/01/09/beat-satyam-won-awards-corp-governance-internal-audit 
8 Ramya S. R., Ethics of Auditors – A Case Commentary on Satyam Scam, 28 Supremo Amicus 1 (Jan. 2022). 
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fraud and in enacting reforms to avert similar occurrences in the future. Here are the main 

functions and actions undertaken by regulatory bodies: 

 

1. Securities and Exchange Board of India (SEBI)- SEBI initiated a comprehensive 

investigation to determine the extent of the violations by Satyam’s management. This inquiry 

centered on the manipulation of financial statements that deceived investors and regulatory 

bodies over several years. SEBI closely examined the company’s accounting practices and the 

involvement of auditors, especially PricewaterhouseCoopers (PwC), which did not identify the 

fraudulent activities during its audits. This investigation was vital for understanding how such 

significant financial misreporting could remain undetected for so long and how it eroded 

investor trust in the integrity of financial markets.  

In 2014, the Securities and Exchange Board of India (SEBI) amended the Listing agreement to 

include provisions relating to: 

• Establishment of vigil mechanism  

• Role of audit committee in case of suspected fraud or irregularity  

• Role of CEO and CF pertaining to financial reporting and disclosure to the audit 

committee. 

 In 2015, SEBI framed the LODR - SEBI (Listing Obligations and Disclosure Requirements) 

Regulations, 2015 that is applicable to all listed companies and provided for stringent 

guidelines relating to reporting/ disclosure of material events and actual and suspected fraud.9 

 

2. The Ministry of Corporate Affairs (MCA)- MCA responded to the Satyam scandal by issuing 

Voluntary Guidelines for Corporate Governance in 2009, based on the recommendations of a 

task force led by former Cabinet Secretary Naresh Chandra. These guidelines are as follows –  

• Independence of directors  

• Roles and responsibilities of audit committees 

• Roles and responsibilities of Board of companies  

• Whistleblower policies  

• Separation of offices of Chairman and CEO for independence  

• A system of checks and balances  

• Terms and conditions of appointment of directors  

                                                             
9 Ramya S. R., Ethics of Auditors – A Case Commentary on Satyam Scam, 28 Supremo Amicus 1 (Jan. 2022). 
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• In 2010, SEBI amended the listing agreement to include the provision dealing with the 

appointment of CFO 

The separation of the roles of the Chairman and the Chief Executive Officer (CEO) is a strategic 

decision aimed at improving board independence and minimizing the concentration of power 

in one person. This structural adjustment was meant to establish a more effective system of 

checks and balances within organizations, allowing boards to maintain independent oversight 

of management decisions. By promoting these best practices, the MCA sought to raise 

governance standards and avoid the repetition of similar corporate scandals in the future. 

 

3. Companies Act 2013 - The Companies Act, 2013, introduced to replace the Companies Act 

of 1956, brought sweeping changes to improve corporate governance and accountability in 

India. It was enacted after corporate fraud i.e. Satyam scandal, which exposed significant lapses 

in transparency, oversight, and financial integrity in Indian corporations. Here’s a detailed 

breakdown of key provisions related to corporate governance, including specific sections of 

the Act: 

1. Independent Directors (Section 149) 

• Mandate: The Act mandates the appointment of independent directors on the boards of 

listed companies and certain classes of public companies. The role of independent 

directors is critical in ensuring that the board makes unbiased decisions that protect the 

interests of shareholders and other stakeholders. 

• Requirement: Every listed company is required to have at least one-third of the total 

number of directors as independent directors. In the case of unlisted public companies, 

if they meet certain thresholds related to share capital, turnover, or outstanding loans, 

they are also required to appoint independent directors. 

• Duties and Responsibilities: Independent directors are tasked with overseeing the 

operations of the company without being influenced by its management. They ensure 

that decisions are taken in an ethical manner, assess risks, and ensure legal compliance. 

• Role of Independent Directors: The Act defines the role of independent directors to 

include upholding integrity and credibility, ensuring transparency, protecting minority 

shareholders, and reviewing the performance of management.10 

2. Audit Committees (Section 177) 

Section 177 mandates the formation of audit committees for listed companies and certain 

                                                             
10 The Companies Act, No. 18 of 2013, § [149], India Code (2013). 
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classes of public companies. The committee must consist of a minimum of three directors, the 

majority being independent directors. 

• At least one member should have financial expertise. 

• The committee oversees financial statements, internal audits, related-party transactions, 

and fraud detection.11 

3. Corporate Social Responsibility (CSR) (Section 135) 

• Mandate: India became one of the first countries in the world to introduce mandatory 

Corporate Social Responsibility (CSR) spending through Section 135 of the Companies 

Act, 2013. The law requires companies meeting certain financial thresholds to 

contribute a portion of their profits to CSR activities. 

• Applicability: CSR provisions apply to companies with: 

o A net worth of ₹500 crore or more, 

o A turnover of ₹1,000 crore or more, or 

o A net profit of ₹5 crore or more during any financial year. 

• CSR Committee: Eligible companies are required to form a CSR Committee, 

comprising at least three directors, with at least one independent director. The 

committee is responsible for formulating the CSR policy and overseeing its 

implementation. 

• CSR Spend Requirement: Companies are required to spend at least 2% of their average 

net profit from the previous three financial years on CSR activities. If the company fails 

to meet the required expenditure, it must disclose the reasons for not spending in its 

board report. 

• CSR Activities: The Act provides a list of activities that qualify as CSR, including 

eradicating hunger and poverty, promoting education, gender equality, environmental 

sustainability, and contributions to government initiatives.12 

4. Fraud Prevention and Whistleblower Protection (Section 177(9) and (10)) 

• Section 177(9) and (10) of the Act introduces Whistleblower Mechanisms for listed 

companies and other prescribed classes of companies. These provisions ensure that 

employees have the opportunity to report unethical practices or financial fraud without 

facing retaliation from the company. The establishment of such mechanisms reflects 

the importance of accountability and transparency in corporate governance. 

                                                             
11 The Companies Act, No. 18 of 2013, § 177, India Code (2013). 
12 The Companies Act, No. 18 of 2013, § 135, India Code (2013). 
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• The Audit Committee is tasked with ensuring that the whistleblower mechanism is 

functioning effectively and that complaints are properly investigated.13 

5. Board Accountability (Sections 134 and 166) 

• Section 166 of the Companies Act lays down the duties of directors to act in the best 

interests of the company, its employees, shareholders, and the community. Directors 

are required to exercise their duties with care, diligence, and in good faith. 

• Section 134 mandates that the board of directors provide a Directors’ Responsibility 

Statement in the board’s report. This statement affirms that the board has taken proper 

care in preparing the company’s financial statements and that they provide a true and 

fair view of the company’s financial condition. It also affirms that the company has 

implemented proper internal financial controls. 

 

Conclusion – 

The Satyam scandal marked a turning point in India's approach to corporate governance, 

revealing significant weaknesses in the regulatory framework. Prior to the scandal, the 

Companies Act of 1956 provided a basic structure for corporate regulation, but it contained 

numerous loopholes that were taken advantage of due to poor enforcement, inadequate 

oversight, and a lack of focus on transparency and accountability. The Satyam case highlighted 

the shortcomings of corporate governance practices, such as flawed audits, ineffective boards, 

and insufficient regulatory oversight. 

 

Ramalinga Raju’s confession in 2009, where he admitted to years of financial manipulation, 

sent shockwaves through investor confidence both in India and abroad. It underscored how 

corporate fraud can thrive without strong governance structures, independent oversight, and 

effective regulatory enforcement. The case revealed the shortcomings of auditors, directors, 

and regulators in detecting or preventing such fraud, raising serious concerns about the integrity 

of the system that oversees India's corporate sector. 

 

In response to the scandal, the government and regulatory bodies implemented major reforms 

to restore public confidence and enhance corporate governance standards. The Companies Act 

of 2013 marked a significant milestone, introducing several important changes such as the 

requirement for independent directors, the formation of audit committees, mandatory corporate 

                                                             
13 The Companies Act, No. 18 of 2013, § 177(9) and (10), India Code (2013). 
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social responsibility (CSR) spending, and improved disclosure requirements. These reforms 

aimed to increase board accountability, strengthen audits, and promote greater transparency in 

corporate operations. Furthermore, regulatory agencies like SEBI (Securities and Exchange 

Board of India) rolled out stricter regulations to bolster corporate governance and ensure more 

effective financial oversight. 

 

While corporate governance in India has significantly improved since the Satyam scam, the 

scandal serves as a reminder of the importance of continuous vigilance, ethical leadership, and 

the need for regulatory bodies to adapt to evolving challenges in the corporate world. The 

Satyam case not only reshaped India’s corporate governance framework but also reinforced the 

global significance of strong governance standards in maintaining trust in capital markets and 

business operations. 
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