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Abstract—This case study explores the internal governance and reporting crisis at Satyam Computer
Services during the final weeks leading to its public collapse. Told from the perspective of Prof. V. S.
Raju, an Independent Director and Audit Committee member, the case examines how aggressive
market expectations, audit complacency, and leadership pressures turned minor accounting tweaks
into a systemic corporate failure. Students are invited to evaluate red flags—such as operational
disconnects, unverified cash claims, and fake employee headcount—without relying on balance sheet
math, focusing instead on internal controls, professional skepticism, and board oversight.

I The Emergency Board Meeting

In late December 2008, Prof. V. S. Raju, an Independent Director on the board of Satyam Computer
Services, sat in his office reviewing an onslaught of emails from frantic insstitutional investors, market
analysts, and board members.

Only days earlier, Satyam’s executive leadership, led by Chairman and Founder B. Ramalinga Raju, had
attempted a sudden, multi-million-dollar acquisition of two real estate and infrastructure firms. The deal
raised immediate red flags: both target companies were heavily owned by the Chairman’s immediate family.

The investor reaction was swift and fierce. Shareholders viewed the move as an attempt to siphon money
out of a publicly traded software company into private family holdings. Under intense pressure, the board
canceled the acquisition within twelve hours.

THE CRISIS TIMELINE
|

[ Multi-Million Dollar Acquisition Announced (Family-Owned Firms) ]

v
[ Immediate Shareholder Revolt & Stock Price Collapse ]
|

v
[ Acquisition Canceled Within 12 Hours ]

|
v
[ Prof. Raju Initiates Internal Forensic Review ]

While top management dismissed the failed deal as a temporary strategic misstep, Prof. Raju suspected a far
deeper problem. Satyam had always claimed to have massive cash reserves sitting safely in bank accounts.
Why would an IT services giant attempt to spend almost all of its liquid funds buying debt-ridden real estate
companies controlled by the Chairman's family?

Prof. Raju realized he could no longer rely on management’s smooth presentations or the clean reports
provided by the external auditors. With an emergency board meeting scheduled in a few days, he began his
own independent review of the company's internal operations.
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Il. Background: The Pressure to Maintain Growth

Founded in India, Satyam had grown rapidly into a global information technology powerhouse, serving
major corporate clients across dozens of countries. Alongside competitors like TCS, Infosys, and Wipro,
Satyam was a primary face of India’s booming technology export sector.

However, success brought relentless external pressure. Global stock markets and financial analysts expected
Satyam to show steady, quarter-over-quarter revenue growth and high operating profit margins.

THE PRESSURE TRAP

[ Market Demands High Growth ] ---> [ Actual Operations Fall Short ]
|
v
[ Total Control Breakdown ] <--- [ Fake Clients, Payroll & Invoices ]

Inside Satyam’s executive suite, missing market targets was seen as an unacceptable threat to corporate
prestige and stock value. When actual business operations slowed down, leadership chose not to report
lower numbers. Instead, they began making artificial adjustments behind closed doors to bridge the gap
between actual performance and market expectations.

lll. The Conceptual Framework: The Fraud Loop

To understand how a reputable corporation fell into widespread falsification, Prof. Raju mapped the
company’s internal reporting history into a simple 5-stage framework:

1. Market Target Pressure
2. Initial Adjustment

3. Market Approval

4. Escalation

5. Control Collapse

1. Market Target Pressure: External analysts set high operational targets that the company cannot
meet naturally.

2. Initial Adjustment: Executive management makes small, temporary accounting tweaks to reach the
target.

3. Market Approval: Investors praise the company's reported results, pushing the stock price higher
and validating management's actions.

4. Escalation: In subsequent quarters, management must manufacture even larger falsifications to
cover up past adjustments while showing new growth.

5. Control Collapse: Falsifications become so massive that normal internal controls, board oversight,
and external audits completely break down.
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Iv.

As Prof. Raju looked deeper into Satyam’s day-to-day operations, four major operational red flags emerged

The Forensic Red Flags

that went beyond standard financial balance sheets:

FOUR MAJOR OPERATIONAL FLAGS

UNVERIFIED FABRICATED DISCONNECTED GHOST

CASH CLIENTS LIABILITIES WORKFORCE

Claims of huge bank | Thousands of fake | Taking on bank loans | Thousands of fake

deposits without | customer  invoices | despite claiming deep | worker accounts on

direct bank proof and non-existent | cash reserves to run | internal payroll.
project billing. daily operations.

4.1 Unverified Cash Reserves

Satyam’s executive team continually reported having huge liquid cash reserves deposited across major
commercial banks. However, these deposit claims were supported only by paper certificates and soft-copy
statements provided directly by management, rather than direct, written confirmations from the banks
themselves.

4.2 Fabricated Customer Billings

To maintain the appearance of expanding global sales, corporate systems were used to generate thousands of
fictitious customer invoices. These fake sales were entered directly into the internal accounting software to
make it appear that major international clients were purchasing software services that were never actually
provided.

4.3 Borrowing Money While Claiming Abundant Cash

Despite claiming to hold large cash balances in bank accounts, Satyam’s management was simultaneously
taking out short-term loans and incurring interest charges to cover daily operational expenses. This
operational contradiction pointed to a simple truth: the reported cash reserves existed only on paper.

4.4 Ghost Employees and Payroll Siphoning

On the operational side, internal human resource databases listed thousands of non-existent staff members.
Management routinely created "ghost worker" profiles, generated monthly salary payments for them, and
siphoned those funds into private company accounts controlled by trusted insiders to acquire real estate.

V. Failure of Internal Checks and External Audits
Prof. Raju also evaluated why Satyam’s internal governance systems and external auditors had failed to
catch these warning signs over several years:

e Audit Complacency: External auditors focused heavily on checking whether management followed
formal paperwork rules rather than independently verifying the underlying facts (such as getting
direct, independent bank confirmations).

e Board Passivity: The board and its Audit Committee met regularly and met all legal requirements
on paper. However, board meetings were structured around slick corporate presentations, leaving
little room for independent directors to challenge management’s claims or push for deeper checks.
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VL.

The Decision Dilemma

It is January 5, 2009. Prof. Raju is preparing to attend a critical board meeting in two days. He holds no
direct executive power, but as an Independent Director and member of the Audit Committee, he bears a
heavy duty to public shareholders, regulatory agencies, and company employees.

He must decide on his immediate course of action:

1.

2.

VIL.

Demand an External Investigation: Should he force an immediate, independent audit to verify all
bank deposits directly, bypassing the Chairman and executive management?

Confront Corporate Leadership: How should he handle the conflict during the board meeting
when challenging the Chairman’s real estate acquisitions and operational claims?

Notify Regulators: Does he have an immediate responsibility to report these operational
inconsistencies to market oversight bodies before the board meeting takes place?

Case Discussion Questions

Spotting Red Flags Without Math: What operational clues—such as taking out loans while claiming
large cash reserves—indicate that a company’s public claims do not match its real-world operations?

Board Oversight: Why did formal corporate governance structures (like having an Audit Committee
and independent directors) fail to prevent this situation? How can boards move from passive
compliance to active verification?

Ethical Leadership: If you were in Prof. Raju’s position on January 5, 2009, what specific actions
would you take during the upcoming board meeting?
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