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Abstract

Satyam Computer Services Ltd., once one of the largest IT services
companies in India, faced a catastrophic collapse that shook the entire Indian
corporate wotld. Founded in 1987 by B. Ramalinga Raju in Hyderabad, Satyam
was initially regarded as a pioneer in the Indian IT outsourcing industry, competing
with global giants such as IBM, Accenture, and TCS. The company offered a
range of services including consulting, software development, and business
process outsourcing.

By the early 2000s, Satyam had grown rapidly and was consistently ranked
among the top IT companies in India. However, the company’s success story
turned tragic when in January 2009, its chairman, Ramalinga Raju, confessed to
inflating the company’s accounts by over Rs. 7,000 crore (around USD 1.5
billion). This confession led to one of the largest corporate frauds in Indian
history.

This case study explores the rise, the fall, and the lessons from the Satyam
Computer scandal, and the broader implications for corporate governance and
ethics in India.

Company Overview

Satyam Computer Services Ltd., founded by B. Ramalinga Raju in 1987,
quickly became one of India’s top IT outsourcing companies. Initially focusing on
providing software services to American clients, the company expanded globally
and eventually became the fourth-largest IT services company in India by market
capitalization.
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The company's clients ranged from small businesses to Fortune 500
companies, and its global presence spanned across 60 countries. Satyam was
recognized for providing high-quality solutions in areas such as enterprise
resource planning (ERP), business intelligence, and e-commerce.

Satyam’s stock was listed on the New York Stock Exchange (NYSE), and the
company’s growth was a reflection of the booming Indian I'T sector during the late
1990s and early 2000s.

The Rise of Satyam

Satyam’s rise to prominence can be attributed to several key factors:

1. Pioneering in Outsourcing

Satyam capitalized on the global demand for outsourcing during the 1990s,
particulatly from the U.S. and European markets. The Indian government’s
liberalization policies and the rise of the internet helped create an ideal
environment for Indian IT companies, and Satyam was quick to take advantage of
this growth opportunity.

2. Strong Client Base

The company built a diverse portfolio of clients across various sectors such as
banking, healthcare, telecommunications, and manufacturing. Satyam's focus
on delivering customized and value-driven solutions led to long-term relationships
with many clients.

3. Global Expansion and Innovation

Satyam expanded its operations globally, establishing offices in several countries,
including the U.S., U.K., Canada, Australia, and the Middle East. The company
also invested in cutting-edge technologies, ensuring that it stayed competitive in
the rapidly evolving IT services industry.

4. High Growth and Market Capitalization

Satyam’s revenue and profits grew rapidly, with the company being consistently
ranked among the top five IT services companies in India. The company’s stock
was highly valued, and at its peak, it had a market capitalization of over $7 billion.
This made Satyam a favorite among investors and financial analysts.

The Downfall of Satyam

The dramatic downfall of Satyam began in January 2009, when B. Ramalinga
Raju, the founder and chairman of the company, made a shocking confession. He
admitted to committing fraud by inflating the company's accounts over several
years. The key details of the fraud were as follows:
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1. Financial Manipulation

Raju admitted that the company had inflated its revenue, profits, and assets to
the tune of over Rs. 7,000 crore. This was achieved by creating fictitious accounts,
overstating the company’s cash balances, and inflating the revenues from fake
clients and non-existent projects.

2. Failure in Corporate Governance

Satyam’s board of directors, auditors, and key executives failed to detect the
discrepancies in the company’s financial statements, which were audited by
PricewaterhouseCoopers (PwC). The lack of transparency, along with weak
internal controls, played a key role in the fraud.

3. The Role of the Auditors

PwC, one of the world’s leading audit firms, was supposed to ensure that Satyam’s
financial statements were accurate and reliable. However, the firm failed to identity
the fraudulent activities over the years, raising serious concerns about the auditing
standards in India. This led to intense scrutiny and legal actions against PwC and
its auditors.

4. Stock Market Impact

Upon the revelation of the fraud, Satyam's stock price plummeted by over 75%,
and the company’s market capitalization drastically reduced. Investors, both
domestic and international, lost billions of dollars. The Indian government was
forced to intervene, and a corporate governance crisis emerged in India.

5. Legal Action and Consequences

In the aftermath of the fraud, B. Ramalinga Raju and his brother B. Rama Raju,
who was the managing director, were arrested by the Central Bureau of
Investigation (CBI). They were charged with fraud, conspiracy, and falsifying
accounts. Raju’s confession and the subsequent legal proceedings revealed the
extent of the fraud, which involved the manipulation of books of accounts and
the creation of fictitious transactions.

The Indian government took several actions, including the appointment of a new
board of directors and the eventual sale of Satyam’s assets. The company was
later rebranded as Tech Mahindra following a merger in 2013.

Lessons from the Satyam Scandal

The Satyam Computer scandal is a landmark case in corporate governance and
business ethics. Several lessons can be drawn from this downfall:

1. The Importance of Corporate Governance

One of the key lessons from the Satyam scandal is the importance of having a
strong corporate governance framework. The lack of oversight from the
company’s board of directors, auditors, and regulatory bodies allowed the fraud to
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continue for years. Companies must ensure that their governance structures are
robust, transparent, and accountable.

2. The Need for Ethical Business Practices

The fraud at Satyam highlights the need for ethical business practices. The
temptation to overstate financials for personal gain not only led to the downfall of
Satyam but also caused significant damage to the broader Indian economy and its
reputation in the global market.

3. The Role of Auditors and Regulatory Bodies

The failure of PwC to identify the fraud raises questions about the role of auditors
in ensuring financial transparency. The regulatory bodies, such as the Securities
and Exchange Board of India (SEBI), also failed to detect the manipulation.
Stronger regulations and a more stringent auditing system are needed to prevent
such frauds in the future.

4. The Impact on Investor Trust

The Satyam scandal severely damaged the trust of investors, both domestic and
international, in the Indian stock markets. This case serves as a reminder that
transparency and accountability are key to maintaining investor confidence.

5. The Importance of Whistleblower Policies

A strong whistleblower policy could have helped bring the fraud to light earlier.
Encouraging employees, partners, and stakeholders to report unethical activities
within the company is vital for identifying financial irregularities.

CONCLUSION
The Satyam Computer Services scandal serves as a statk reminder of the
importance of corporate governance, ethics, and accountability in business.
The incident not only changed the way businesses in India operated but also led to
significant reforms in auditing and financial reporting standards. It highlighted the
need for greater transparency in the corporate world, making it clear that unethical

practices have far-reaching consequences.

Questions

1. What led to the downfall of Satyam Computer Services?

2. How did the Satyam scandal impact the Indian IT industry?

3. What lessons can other companies learn from the Satyam scandal?
4. How could the fraud have been prevented at Satyam?

5. What was the outcome of the Satyam scandal?
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