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Abstract
“It was like riding a tiger not knowing how to get off without being eaten,” stated B.
Ramalinga Raju, the Chief Executive Officer of Satyam Computer Services, in his letter to
the Compang' Boad of Directors after heavealed significant material misstatements in
their financial statements (Raju). Rajstatement illustrates the trap that top executives
get into when they are trying to cover up a fraud. In situations like these, it is imperative
to have a committed and independent board of directors that is dedicated to promoting
good Corporate Governance. Howevéris needed foundation for good Corporate
Governance was not in place at Satyam. The Satyam fraud case illustrates the growing
disregard for Corporate Governance and how companies in rapidly emerging markets
are pressured to continue their unattainable growth. This paper provides the principles
for sound Corporate Governance, then enumerates the Corporate Governance failure at
Satyam Computer Services, and concludes by providing suggestions for effective Corporate
Governance.

Corporate Governance Governance is a compasyBoard of Directors.

he members of a comparsyBoard of
irectors are typically appointed to their
sitions through voting by that compasy’

Qareholders in a Generatsembly As the
x Body that sets the tone for the

Corporate Governance is defined by th
Securities and Exchange Commission and t
Insurance Commission as “a system where
shareholders, creditors and other stakeholde

of a corporation ensure that manageme o .
enhances the value of the corporation as @rganization, the Board of Directors must work
owards achieving the goals set forth in these

competes in an increasingly global marke&j finit it hat th litical and
place” (Espiritu S1/4). Another definition that efiniions no matter what the political an
economic situations are.

directly links Corporate Governance to the
maximization of shareholder value is seen in Many factors contribute to the
the Malaysian Finance Committe€Code: “The composition of a strong Board of Directors that
process and structure used to direct analill ensure good Corporate Governance. The
manage the affairs of the company towardfrst important feature is the size of the Board.
enhancing business prosperity and corporaféhere is no predetermined number that is right
accountability with the ultimate objective offor every company Rather each corporation
realizing long-term shareholder value whilsmust assess its needs and find a balance in
taking into account the interest of othesize that works for them. Despite there not
stakeholders” (Espiritu S1/4). Both thesdeing a precise number of needed directors,
definitions stress the importance of thdhere is somewhat of a minimum and maximum
managemend’ role in enhancing a compasy’ limit. A Board of Directors with a very small
shareholder value while keeping in mind theumber of members poses the risk of not being
well-being of all outside parties that are affectediverse  enough intellectually and
by that company Generally the group demographically to be able to assess issues from
responsible for maintaining good Corporatelifferent perspectives. On the other hand, a

SMART Journal of Business Managememades Vol.6 No.2 July - December 2010 1



Board with too many members might achiev&now what they do not know and seek to fill
this desired diversity but this high attendancthose gaps through continuous learning, and
would slow down the decision-making procesgpeople who are able to accept different views
The ideal size of a Board would rangeand debate robustly without getting personal”
somewhere between eight and eleve(ileen). Directors must not be content with
members, taking into consideration the size dheir current knowledge base, but rathbey
the organization and the industry in which it isnust strive to learn more everyday in order to
involved. Companies should review theihelp their corporation find continued success
Board’s size when their numbers go belowevery day Similarly, members must be open-
eight or above eleven. minded to the perspectives of other directors
and contribute with their ideas to create

A good Board of Directors must also : )
rategies that are best for the business.

possess effective and diverse competenciesg
Members need to have a “good mix of general Along with having diverse
business background and specialist skillstompetencies, a high-quality Board of Directors
(Teen). Additionally, directors must possessshould also incorporate diversity in the
an understanding of the industry that theidemographics of its members. This can be
organization operates in and a familiarity withachieved by electing people “from different
other industries that have close ties to thebrackgrounds, diérent genderdifferent races
dominant business. All directors do not havand nationality and the like” (€en). While

to be experts in every industfgathey having achieving a broad mix of personalities is
a mix of members with expertise in varyingmportant, companies must first consider the
skills and industries will provide a diverseintelligence and seriousness of each candidate.
understanding of the marketplace that theifoo often, shareholders vote individuals onto
business operates in. their Board solely based on the title of their
occupation or what country they are from

Directors relates to the professionaWithOUtﬁnding out if that person possesses the
characteristic of its members and theigualities that are needed to steer their company

motivation to take their duties seriousklected n thg right d|r_ect|op - Once someone, who is
Directors must accept their duties with ar‘%’:)Ot fit for the job, is elected to the Board of

Another attribute of a strong Board of

understanding of the amount of work and tim irectors, it is often quite difficult to remove
im. Directors may be removed by the

Qareholders’ vote in a General Body Meeting
r by a decision of other directors. However
jority of directors’ contracts include clauses

that is required to fulfill these duties. In
addition, members must have an interest anoS
desire to successfully perform at their position(.)

Board members should not see these elect t entitle th i tion if d
positions as solely réesumé —builders in order at entitie them 1o compensation 1t remove

further themselves along in their careerdiom their position. This compensation clause

Rather Directors should join a Board, with full discourages the company from removing a
awareness of their responsibilities, and in th@ember from the Board in a casual manner
process, their careers will progress due to their Putting together a Board of Directors
work ethic and success at the compaMark with these aforementioned characteristics is an
Yen Teen, the Co-Director of the Corporatamportant process, but these boards must also
Governance and Financial Reporting Centre aperationalise their mission set for them in their
the National University of Singapore, believe®rganizations mission statemeni Board has
that shareholders should appoint “people whithe following functions: “Strategic guidance, risk
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management, audit, nomination, compensatioRamalinga Raju studied at Ohio University
performance evaluation, and capability buildingiwhere he received a Masters in Business
The Board must carry out these functions witthdministration. He also attended the Advanced
fairness, accountabilitytransparengyand Management Program at the Harvard Business
competence” (Espiritu S1/4). Boards aré&chool. After working in several different
responsible for organizing forecasts for theimdustries, Raju decided to venture into the
company and presenting ideas on how tmformation technology sector through the
achieve those goals. Moreoy&oards must creation of Satyam whose initial intent was to
be competent enough to foresee potential riskecure contracts for IT projects. In 1991,
in the industry that could affect their companysatyam was recognized as a Public Limited
and put in place controls to minimize those risk€Company and then the company went public
When risks arise that were unforeseeablé 1992. Since their public listing, Satyam
directors must be able to quickly handle thosguickly grew to having a global presence in
threats so that the impact on the company the information technology industry and by
minimized. Boards are required to set up aR005, they were “serving over 144 Fortune 500
Audit Committee which is responsible forand over 390 multinational corporations”. From
overseeing the financial reporting process, hiring001-2004, Satyam expanded their operations
and overseeing the performance of externaély founding Satyam Business Process
auditors, monitoring the internal control andOutsourcing (BPO) which assists their clients
internal audit functions, and examining théby providing outsourcing services to help
accounting practices that are used. In additiorliminate unnecessary costs. Overall, Satyam
boards are responsible for nominating newvoffers a range of services, including consulting,
members, setting compensation packages feystems design, software development, system
management, evaluating the performance dafitegration, and application maintenance” .The
management, and exploring all opportunities thatompanys Headquarters is located in
could lead to maximization of value forHyderabad, India and as the company
shareholders. While all of these responsibilitiedeveloped, the number of employees grew from
are important, it is imperative that boards ensunly twenty in 1987 to around 53,000 in 2009.
that they are accomplishing these d_uties_within Accompanying Satyars’ rapid
Government and Regulatory D'reCt'onSEXpansion was a similar growth in their financial

Compa_nles,_m the past, have lost fo_cgs 0igures over the years. When the company
complying with the law and have maximize

. entered into the Bombay Stock Exchange in
shareholder wealth through illegal means. R991  their initial public offering was

th? end, howeverusinesses that opergte '_noversubscribed seventeen times, illustrating the
this manner eventually collapse, resulting N mense demand for their stock early on in
significant financial loss for all StaKEhOIderS’Satyams operations. By the time the

!egal ::onsequences, and sizeable econonESrporation had expanded world-wide, their
Impacts. financials were still showing immense signs of

Corporate Governance Failure at Satyam success. For the year ending March 31, 2008,
Computer Services “Satyam reported $2.1-billion in sales and

Satyam Computer Services Ltd. WaS$427.55-m|II|on in profit,” representing “a

initially incorporated as a Private LimitedgrOWth of 48 per cent in revenue and 35.5 per

Company in 1987 by B. Ramalinga Raju 8m@ent in profit from the year before” (Sheth B8).
' ecause of their continued success, the

one of his brothers-in-lawDVS Raju. B.
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company and its management received of revenues). This has resulted in artificial
numerous awards for their innovation in cash and bank balances going up by Rs.
technology and Corporate Governance. B. 588 crore [US$124 million] in Q2 alone.
Ramalinga Raju was awarded the Ernst & (Raju)
Young (India) Entrepreneur of tiv@arAward
in both 1999 and 2007. Satyam was awardqgl the
the 2008 Golde_n Peacogkard for Corp_orate Indian Rupee, and a crore is an Indian
governance, given by thﬁ/orldk COUQC” Or;d numbering unit equal to ten million. The
orpora‘lt(eAGoverrjanceh(Rﬁlza ): The Gfo ecQ(change rate used for conversion was the rate
Peha}coc war_d s a hig d'y sought aterr]on September 30, 2008, the date of the financial
achievement given to top Indian companies t %Eatements, of 0.0260 Rs to USD. Rajg’
%Zrl?sc:rri]s;rate business excellence in thef‘c[;‘velation shocked the Indian economy and had
' similar effects on the global economy as
Seen through their growing financialSatyam was listed on multiple stock exchanges
figures and numerous awards, Satyararound the world. Howevethis fraud could
appeared to be the model corporation until ohave been prevented if there had been a better
January 7, 2009, when B. Ramalinga RajCorporate Governance Structure within
wrote a letter to SatyamBoard of Directors, Satyam.
stating that:

For financial conversion purposes, Rs
abbreviation for Indig’ currency the

Multiple events, leading up to Ragu’
1. The balance sheet carries as of Septembsatement, occurred that should have caused a
30, 2008 closer investigation of the financial status of
the companyThe first incident happened, on
ecember 16, 2008, when Satyam announced
million] as against Rs. 5,361 crore their ach|S|t|oq proposal of two companies,
e . Maytas Properties Ltd and Maytas Infra Ltd
[US$1,134 million] reflected in the bOOkS(Sheth B8). This plan valued the two
b. An accrued interest of Rs. 376 crorecompanies together at $1.6 billion. The problem
[US$79.5 million] which is non-existent with this plan was that these two companies
c. An understated liability of Rs. 1,230 Were owned by two of Rajs’'sons, Raju had
crore [US$260 million] on account of & Stake in the companies, and the companies
funds arranged by me. were involved with property development. This
» proposed acquisition should have raised red
d. An overstated debtors position of RS53¢5 a5 to why an information technology-based
490 crore [US$103 million] as againstcorporation was trying to acquire two
Rs. 2,651 [US$560 million] reflected  companies outside its realm of operations and
in the books this obvious case of nepotism should have
2. For the September quarter (Q2), welerted the DirectorShis proposal was Rag!’
reported a revenue of Rs. 2,700 cror@ttempt to obtain actual assets in order to
[US$571 million] and an operating marginreplace Satyars'fictitious asset numbers and
of Rs. 649 crore [US$137 million] (24 perDirectors acquiesced in this fraud. However
cent of revenues) as against the actugdespite these concerns, SatyanBoard of
revenues of Rs. 2] crore [US$446.8 Directors still approved this acquisition, which
million] and an actual operating margin ofwas abandoned only a few hours after the
Rs. 61 crore [US$12.9 million] (3 per centapproval because shareholders raised objections

a. Inflated (non-existent) cash and ban
balances of Rs. 5,040 crore [US$1,06
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to it. Another event that should have raisethembers were from India. Even though
suspicions occurred in December of 2008 wheBatyam was an India-based company
the World Bank barred Satyam from doingappointing directors from different countries
“business at the [Wfld Bank] for eight years would have brought different perspectives to
for ‘improper benefits to bank stafand ‘lack the table. Along the same lines, only one of
of documentation on invoices™ (Sheth B8).the independent directors was a female. All
Satyam had maintained all the software for thihese factors created a single-minded setting
World Bank, serving as one of Satyartdigest that was not beneficial in the attempt to provide
clients. This severe punishment raises concegood Corporate Governance. Another issue
about the ethical tone of the organization. that could have possibly helped avoid this fraud
was that Raju served as both the Chairman of
he Board and the Chief Executive Officer of
atyam. Placing an independent figure as the
hairman and taking some of the power away
rom Raju would have created a more
dependent decision-making environment.

The composition of SatyasBoard of
Directors also draws attention to the questio
whether or not the members were reall
appointed to be a Governing Body over th
company The size of the board did not appea
to be too small or large as it was composed i
six independent directors along with other These aforementioned factors, that
directors from the company (Muhuideen). Theontributed to the improper composition of
real issue relates to whether or not th&atyams Board of Directors, had a first-hand
independent directors were the right people faffect on the failure of the audit process. The
the job. Satyam adopted the mindset cAudit Committee is responsible for overseeing
appointing people to their board based on thethe financial reporting process as well as
titles. One member of the board is thenonitoring the internal and external audits. The
Associate Dean at the Harvard Businesmur members of the Board, who were
School, while another member was the Deaappointed to the Audit Committee, either were
at the Indian School of Busines®€h). Placing not competent enough for their position or were
together highly intelligent people, with theiraware of the fraud that was occurring because
reputations on the line, can impede the B@ardthe financial statements were materially
responsibilities because they might not have thmisstated since 2000. While Satyam bears
courage to express their concerns about certaimuch of the blame for this audit failure,
issues because this could tarnish theatyams$ external auditors, Pricewaterhouse
respectable statusAdditionally, appointing a Coopers India, is responsible as well. On the
Board like this “can give a false sense ofopic of PwCs performance, the President of
security to investors or even auditors” becaudadia’s Institute of Chartereficcountants, the
these stakeholders might be compelled to agréedustry Regulatqrstated that “either ‘the
with the company solely because of the statumuditor has been negligent’ or ‘the auditor was
of their boards members instead of diggingaware and intentionally overlooked it” (Razak).
deep into the problems furthere@n). PwC clearly did not independently work enough
Satyam failed to achieve diversity int.O prqvide a reasonable assurance of 'the

nancial statements, seen by the amount of time

demographics which, in the end, resulted i t th terial misstat i isted
failure to attain a diverse set of competencie .: boslf: material misstatements existed on

While the board members included an innovaté
and a political figure, the independent directors Following B. Ramalinga Rajs’
were primarily ProfessordAdditionally, all the revelation of the fraud, many remedial
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measures have taken place. The Centr@ifficer, and three finance employees. Based
Government barred the current Board obn these charges, the Institute of Chartered
Directors and appointed ten nominal directorsAccountants of India has found two Satyam
The Minister for Corporate Affairs, Premexecutives and four PwC auditors guilty of
Chand Gupta stated that “the current board ofisconduct. One of the Satyam executives is
Satyam has failed to do what they wer¢he former CFO of Satyam, Srinawéadlamani
supposed to do” (Dolnick). PwC stepped dow({'ICAI"). Additionally, the 2007 Ernst &oung
from their duties while the auditing firms of (India) Entrepreneur of th¥ear Award and
KPMG and DeloitteTouche Tohmatsu were the 2008 Golden Peacodlard were revoked
brought in to perform a forensic investigatiomafter the news of the fraud was released.
of Satyams misstatements. In terms of theSince Rajus revelation, the image of PwC has
continued existence of Satyanbperations, been tarnished, causing financial troubles for
Tech Mahindra, an information technologthem as some clients changed auditors after
service provideroffered approximately 17.6 their year-end because of this lack of trust.
billion Indian Rupees (US $354 million) for aThe major consequence that Satyarfraud
31% stake in Satyam (EEh Mahindra”).This had was on the confidence of the consumers
bid was selected by the new Board of Directons the Indian market, mainly in the information
on April 13, 2009, and on June 21, 2009, a netechnology sectorindia’s IT sector had shown
corporate identity“Mahindra Satyam,” was significant growth and achievements, serving
released in an effort to combine the strengthas one of the countiyymost promising markets.
of both Tech Mahindra and Satyam and tdSatyams fraud stunted this expansion and it is
separate themselves from the fraud case. causing shareholders to rethink their

Along with these efforts to correct the'nVGSImentS'

situation, there were also many consequenc€onclusion
that have taken placeThe company stock
price, which had peaked right above US$29 i
2008, plummeted to a closing price of US$1.02

“Whoever commits a fraud is guilty not
nly of the particular injury to him who he
eceives, but of the diminution of that
Tonfidence which constitutes not only the ease
%ut the existence of socigtystated Samuel
ﬁohnson, a famous English author and moralist

almost all their investments. This drop signifie
the loss of confidence in Satyam and th
difficult road ahead for Mahindra Satyam a?“Quotes”) Johnsos' statement further

they move forward, OAp.rll 7 20(.)9.’ Indizs .illustrates the impact that fraud has on not only
Central Bureau of Investigation finished the||:[he perpetrators but also on society as a whole.

investigation of the case and proceeded tI the economy todayhere is a need for good

charge six people from Satyam.compUteE:orporate Governance because of the lasting
Services, two suspended auditors fro ffects that a fraud can have on all

Prlgewatgrh?uge_Coopers gnd an qut3| Sfakeholders. Unfortunatelgorporations have
adviser with ‘criminal conspiragycheating, become more interested in meeting their

cheati'ng by personification, forgery of Valu_abl‘?inancial forecasts than with complying with
security forgery for the purpose of Che"’1'“m~31’their Corporate Governance Policies.

?Slmfg a;_ forgfed docutmentd a]ts 9€NUINEs \sinesses need to reassess their strategies to
aisification ot accounts and Tor causingy,q e that they are achieving their financial

gls?ppearanlce of evﬁence”’l(v:]'mons(j).Th(Ie defli%ures through legal and transparent means.
alyam employees Who were charged, INCIUASH, ¢ g step to doing this is by taking a closer

the two founders, the former Chief Financial
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look at who companies are placing on thei6.
Board of Directors, since they are the ones
who are directly responsible for good Corporate
Governance. Businesses must ensure that their
directors are committed to serving a
independent advisors who are willing to stand’

up for what is right.

Companies need to

recognize all the negative consequences that a
potential fraud would have and start operating-
responsibly to help bring confidence back to
the marketplace.
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