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Abstract

Corporate accounting frauds are increasing in India. The unholy nexus between auditors and managements is allegedly the key reason for the
rising trend in the country. Though the Satyam scandal (2009), the largest corporate fraud in the history of the country, spurred thorough audit
checks, the series of frauds alleged thereafter call for more improved measures for prevention. The recent probes by Serious Frauds
Investigation Office (SFIO), the investigation arm of the Ministry of Corporate Affairs (MCA) in India, into the alleged frauds since 2008 in 83
companies is quite evident for the signalling scenario in the country. Auditors' involvement in different forms in these frauds have been
seriously deliberating in the country demanding measures to curb the situation. The very recent move in the new Companies Bill for the
formation of National Financial Reporting Authority (NFRA) to look after the quality of audit, compliance by auditors, and also the disclosures
they make is a significant move in the direction to remedy the situation. Alarmed by the magnitude of the situation, the capital market regulator
SEBI (Securities and Exchange Board of India), insurance regulator IRDA (Insurance Regulatory and Development Authority), and telecom
regulator TRAI (Telecom Regulatory Authority of India) have also been indulging in severe measures to improve the situation. It is in this
contextthat the paper sheds light on the selected scandals to dig out the involvement of the auditors in these scandals.
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he incidences of corporate frouds, in one way or the other, are on the rise in India. (KPMG, 2012). The India

Frouds Survey Report 2012 released by KPMG India states that around 59% of the corporate frouds in India

involve accounting frouds resulting from misstatements in finoncial stotements. Why do menoegements plon
for accounting frouds’ Most of the time, monogements ore pressured or willingly alter finonciol statements for short
term benefits primarily in the form of overstoted performance for monipulating share price (KPMG, 2012 ;
Wikipedia, Accounting Scondals, 2013). Conceptually, finoncial stotement froud is o type of froud that couses o
maoteriol misstatement in the finonciol stotement by deliberate fobrication of accounting records; suppression or
omission of tromsoctions, omission of balonces or disclosures from the finoncial stotements; or the misapplicotion of
finoncial reporting stondords. Imogine the situation if these misstatements are left unchecked or are given o green
signal by the external cuditors who must act os independent watchdogs.

Why do so mony corporote accounting frouds hoppen in Indiof According to the words of the Corporate A ffoirs
Minister - “such a nexus (cosy relation between the monogement ond ouditors) would not be allowed onymore as
lowmokers (in Indio) have become smarter after the Sotyom scom.” Identifying or finding frouds through finoncial
stotement verification is avery serious issue involving greoter cmount of skill ond integrity. Internationol ond notional
ouditing stondards ond proctices are ot the fore to lead the process. However, reloxing omdit stondords ond diluting
oudit integrity are all the way mounting in India, challenging regulatory bodies ond governments to intervene with
strong preventive measures.

Research Problem

India hos been omongst the fostest growing economies in the world in the last decade. It hos remoined relatively
unoffected by the global economic crisis on account of its strong fundomentals of the economic policy. However,
despite this situotion, corporote scoms have downgroded the confidence of international ond domestic investors,
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especially since 2009 (KPMG, 2012; Wikipedia, Accounting Scondals, n.d). The need for improving governonce ond
ethical culture across public ond private sector componies has never been felt as acutely os it is being felt now (KPMG,
2012). Interestingly, watchdogs often flog misstatements in the financiol reports. Instonces evidencing cuditor-
involved frauds are all the woy disturbing the country to remedy the situation. No doubt, necessity is the mother of
invention. Chinese philosopher Lao Tzu's words, "A journey of athousond miles begins with asingle step," opplies to
the case of regulotory ond governmental intervention in the light of the soaring corporate ond finoncial stotement
frouds in Indio. The Satyom scondal (2009), the lorgest corporate froud ever in the history of the country, though
cemented measures for thorough oudit checks, the series of frauds alleged thereafter call for more improved meosures
for prevention. The recent probes by Serious Frouds Investigation Office (SFIO), the investigation orm of the
Ministry of Corporote Affairs (MCA) in India, into the alleged frouds since 2008 in 83 componies ore quite evident of
the signalling scenorio in the country. Auditors' involvements in different forms in these frouds have been seriously
deliberating in the country, demonding meosures to curb the situation. Terming the 'cosy' relationship between
monogement ond cuditors os key to accounting frouds, the Corporate Affoirs Minister, Mr. Sochin Pilot, said it is high
time to tockle the issue ("Sotyom made us smorter; ouditors ton't get cosy with monogement: MCA," 2012). The
proposed formation of the National Finoncial Reporting Authority (NFRA) to look after the quality of omdit,
complionce by ouditors os also the disclosures that they maoke is a significont move in the direction to remedy the
situation. Worning the mognitude of the situation, the copitol morket regulotor SEBI (Securities ond Exchonge Boord
of India), insuronce regulator IRDA (Insurence Regulotory and Development Authority) ond telecom regulotor TRAI
(Telecom Regulotory Authority of India) have also been toking severe measures to improve the situotion.

The KPMG (2012) report on corporate frouds in India emphosizes that increosed performonce pressure both on
employees os well as on orgonizotions in the current economic environment ond rising aspirations have aleoding role
to play in the increased occurrence of froud in most orgonizotions. The pressure to perform in the current economic
environment has never been higher ond it is o foct that one needs to work much harder to get the same results, the report
adds. In short, the chonging dimensions of performonce checks ond the increosing omount of globalization impocts
ond its linkoge to stock markets have been tronsforming the business scene complexity for monogers (Bhasin, 2012 ;
Shirur, 2011). Survival, sometimes, through oll possible meons moy be essentiol for menogements. Enriched finonciol
reports by fictitious meons with auditors' certification ,therefore, become monogement lifelines. Events evidencing
monogement-ouditor nexus to camoufloge frouds are mony. Being watchdogs, auditors are expected never to bock-
scratch with or without ony undue advontoge. Irrespective of the number of evidencing events, even a single similor
event is enough to stoin the sensibility ond sensitivity of the ouditing profession. The review of related literature
including the tough tolk by responsible authorities provoked the outhor to pursue some of the recent events in Indio,
including the Satyom accounting scondal to explore the nature ond the involvement of omditors in these scondals.

Methodology and Materials

The study is exploratory in nature using 'content onalysis' methodology to pursue the five selected coses of corporate
accounting frouds in Indiato elicit its noture ond involvement of auditors in the form of negligence or otherwise which
brewed up frouds without detection for along period of time. Thus, the present study is primarily based on 'secondory’
sources of data, gathered from the related literature published in newspopers, books, journals, statements, ond reports.
The frouds intended for perusal include the Satyom Scondal (2009), Reebok Scondal (2012), Niira Radio, Group
Corporote Scandal (2012), Sesa Goa Finoncial Froud (2009), ond the Nokia India Income Tox (IT) Scondal (2013).
The coses are onalyzed primarily on qualitative bosis ond ,therefore, exclude the use of ony quontitative or stotistical
tools for analysis. Results of the onalysis are reported to plousibly understond the noture of the frouds first ond
evidences forfuditors' negligence or otherwise next.

Case Analysis, Results, and Discussion

The exploration of the five selected cases of corporate frauds is done in the backdrop of avery recent report published
in The Economic Times that will help us to comprehend the severity of the scenario of accounting froud in India
(“SFIO detects siphoned funds worth INR 5,607 Cr,” 2013). The report detoils the MCA minister's promulgation
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about the findings of a SFIO investigation in 18 componies in the post three yeors (2009-10 to 2011-12) which
divulged siphoning of funds worth neorly US 1121.4 million (INR 56,070 million). The report corries the minister's
assuronce for necessary steps, including revamping of existing mochineries to keep corporate frouds in check. The
increasing numbers of corporate fromds have been ahot topic of discussion in the Parlioment, where the MCA minister
wos showered with o number of questions seeking clarification on the issue. Obviously, ofter the much discussed
Satyom Accounting Scondal ond the consequent vigilonce, corporate frouds ore getting more ond more divulged in
Indio. These bockgrounds give a boost for onolyzing the selected coses to reveal the noture of frouds ond the
wotchdogs' loxity in keeping the frouds in check.

=>» Case 1- The Satyam Scandal (2009) : The Sotyom scondal, dubbed os the Asion Enron, wos the lorgest occounting
froud ever in the history of corporate India. The compony was nomed after the Sonskrit word “Satyom,” a.synonym for
the English word “truth”. The IT firm, lounched in 1987 with 20 employees, grew up ropidly into o global concern
with US$ 2.1 billion by March 2008. The five yeoar average results of operations ending in March 2008 were
commendoble, figuring 0.300% increose in share price during the holf decade. However, the shooting stor fizzled out
in early 2009 following the confession of Mr. Romoalinga Roju (henceforth, Mr. Roju), the then Choirmon of the Board
(CoB) of Satyom Computer Services Limited. He wrote aletter to the Board of Directors ond the Securities Exchonge
Boord of India (SEBI) admitting froudulent finoncial reporting ond resigned from the chairmonship of the compony.
In his letter, Mr. Roju stated that the compony's bolonce sheet for the quorter ending on September 30, 2007 included
infloted cash ond bank balonces of up to $1.44 billion, understated liobilities worth obout $300 million, ond non-
existent occrued income of $86 million (Basilico, Grove, & Patelli, 2012; Bhosin, 2012 ; Shirur, 2011). Altogether, the
froud figured US$ 1.47 billion (INR 7,800 crores) involving both the monipulation of bolonce sheets ond income
statements of the compony (Bhosin, 2012; Basilico, Grove, & Patelli, 2012; "Sotyom made us smarter; ouditors ton't
get cosy with monogement: MCA," 2012).

The history of the compony ond its detoils of operotion ore irrelevont to the objective of the present paper. What is
importont here is the noture of froud ond the negligence of its omditors. Mr. Roju confessed that he had been
monipulating the compony's accounts for several yeors, neorly seven yeors (Bhosin, 2012). No doubt, it wos o
continuing froud. Bhasin (2012) and Bosilico, Grove, and Patelli (2012) observed that the compony's globol head of
internol oudit created foke customer identities ond generated foke invoices against their nomes to inflote revenue. The
global heod of internal cuditor also forged boord resolutions and illegally obtained loons for the compony. Noturally,
severe criticism rose ogainst the Head of the internal audit followed by criminal action ageinst him by the Central
Bureau of Investigation (CBI) in India. Is this the model example of efficient audit, internal or externall The remorks
of Caroballo, Cheerla, ond Jafti (2010, p.6), “The Satyom scondal is the clossic cose of negligence of fiduciory duties,
total collopse of ethical stondords, ond a lack of corporate social responsibility,” ore quite o worronting stotement
obout the event.

Coming to the external oauditing port, the PricewoterhouseCoopers (PwC) were auditing the books of Satyom from
June 2000 until the discovery of the froud in 2009. According to the words of PwC, “The oudits were conducted by
Price Waterhouse [sic] in accordonce with applicoble cuditing stondords ond were supported by oppropriaote oudit
evidence” (McKenna, 2009). The cloim of PwC, which had along nine years of standing with the books of accounts of
Satyom, thot they were unaware of the cooking process is hardly believoble. In contrast, Merrill Lynch, the U.S. bank,
discovered the deception in just ten doys (Bhasin, 2012 ; McKenna, 2009). This is a.clear indication thot the ouditors
were either grossly inept or were compliciting with the compony in committing the froud. Notwithstanding, the cloim
of PwC, unrelenting criticisms were harshly cired ogainst the oudit firm for failing to detect the froud (Bhasin, 2012).
Noticeobly, Satyom paid PwC twice what other componies chorge for oudit. This olso raised strong doubts obout
whether PwC was on occomplice in the froud (Bhosin, 2012; McKenna, 2009). The comments of the MCA Minister
years ofter the scondal (2012) are quite concluding, “sometimes ouditors get into too cosy o relationship with the
monogement, which creotes alot of problems. Satyom mode us smarter; ouditors con't get cosy with the monagement”
(“Satyom mode us smorter; ouditors con't get cosy with monogement : MCA,” 2012). Naturally, the factors which
contributed to the froud were many, however, the external cauditors who certified the accounts of the compony were o
symbol of trust for the stokeholders despite the legolity or otherwise reloted to the certification process.
Unfortunately, after the scam, the trustworthiness of the wotchdogs has become suspect.
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=>» Case 2 - The Reebok Scandal (2012) : Reebok Internotionol Limited, a subsidiory of the Adidas group (Germon
compony), since 2005, is aproducer of athletic shoes, opparel, ond accessories. The Indion orm of Reebok ollegedly
committed INR 870 crore froud in Morch 2012 under its former Monoging Director, Mr. Subhinder Singh Prem ond
former Chief Operating Officer, Mr. Vishnu Bhogot. It is deemed as the second biggest corporate scandal after Satyom
(some other events with higher mognitude ore pending investigation), ond the involved officials have been booked for
folsification of records, diversion of funds, creating loss for the compony, ond wrongful gain (Choudhury, 2012;
"Reebok India alleges Rs 8,700 crore fraud by former MD, COO," 2012). Large scale product pilfering, fudging of
accounts, and fictitious soles creation were olleged to be involved in the process, and the tointed accounts were
monoged to be certified by the Indion oudit firm N. Norosimhon & Co. (Choudhary, 2012 ; "Reebok India alleges Rs
8,700 crore fraud by former MD, COQ," 2012 ). The compony even mointained secret sales depots to store stock
returned by dealers ond distributers and thereby inflated sales by choosing not to occount for it for a long time
(Choudhary, 2012).

Probes by SFIO ond other agencies obout the scandol ore on the respective troils. Principled by professional ethics,
the Institute of Chartered Accountonts of India (ICAI), the body thot reguloates ouditors ond accountonts in the country
is independently probing the fromd cose to dig out whether there were instonces of professional negligence by the
chortered accountonts. Reading between the lines, the initiol responses of Mr. Shoh, the then ICAI President is quite
penetrating. "We are yet to initiote on investigotion, but prima. focie, there seems to be criticol lapses in the way the
compony's ouditors functioned. Without the knowledge of ouditors, both internal ond stotutory, such o huge
misappropriation of funds is impossible." More importontly, Choudhury (2012) reported thot "the porent compony,
Adidos AG had hired the forensics team of KPMG to probe into the matter in 2010, in o project code nomed "project
diomond." But KPMG gave a cleon chit to the two dismissed executives. Confusion! who are cuditors’ Are they ony
different from froudsters/

=>» Case 3 - Niira Radia Group Corporate Scandal (2012) : Nine componies associoted with the corporate lobbyist,
Niira Radio, are now under the scon of the SFIO alleging serious financial irregularities. The SFIO hos issued notices
to all the componies seeking detoiled information regording finonciol accounts ond tronsoctions in the lost few yeors
(Dey, 2012). The investigation hos been ordered following the report of Registrar of Componies (RoC) in July 2012
alleging serious violations of vorious provisions of the Indion Componies Act, 1956. The nine componies under
scrutiny are Vaishnavi Corporate Communicotions, Voishnovi Advisory Services, Leisure Clubs Indio, Claro
Consultoncy, Mogic Airlines, Maonsi Agro, Crownmort Internotionol India, Vitcom Consulting, ond Neucom
Consulting Pvt. Ltd. ("Nira Radia’s componies under SFIO sconner: Corporote Affoirs Minister Veerappo Moily,"
2012). The RoC submitted the report after examining the balonce sheets of the companies for the years 2008-09 and
2009-10 ond hos reported non-complionces in all the componies. However, the size and composition of finoncial
regularities ore yet to be disclosed. Violation of disclosure requirements os per the Componies Act by some of these
componies regording bulk revenue from consultoncy business from top business groups in India is one of the
irregularities olleged and reported by the RoC. Wrongdoings relating to write-offs, payment of donations, loon for
purchose of capitol ossets, intra-compony tronsoctions, ond shore issue application money are olso omong the serious
charges pending investigation by SFIO (Dey, 2012; "Niro.Radia’s componies under SFIO sconner: Corporote Affoirs
Minister VeerappaMoily," 2012).

Believobly, the cuditors' certified accounts of these componies ore now under consideration of the Serious Frouds
Investigating Agency of the country. The submitted report of the RoC regording serious financiol wrongdoings in the
componies ond the much expected detailed investigotive report from SFIO on the issue ore oll obout the numbers in the
oudited finoncial stotements of these companies. Obviously, onyone con doubt the context. Why are 'certified
accounts' by 'quolified ouditors' this much unrelioble ond controversioll Is ouditing on unholy business of
certificotion] Whaot about investors' confidencel And finolly, who is responsiblel

=>» Case 4 - Sesa Goa Financial Fraud (2009) : Sesa Goa, o Vedonta Group-owned compony, is on iron ore mining
mojor in India. In 2009, the SFIO wos asked to investigate the affoirs of Sesa Goa, following areport of the Registror
of Companies (RoC), which 'prima facie' found the compony guilty of fudging invoices in addition to other severe
charges| (“SesaGoaFaces Over Rs 1K-Cr Froud Cose,” 2011). After on investigation, sponning over one-ond-o-holf
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years, the Serious Froud Investigation Office (SFIO) found thot the compony hos over-invoiced import receipts of
coking coal by INR 14.6 crore and also sale of iron-ore by INR 42.51 crore, while under-invoicing exports by INR
1,002 crore. The SFIO haos also recommended prosecution ogainst Seso. Goa's Monoging Director ond the Compony
Secretary for violations under the Indion Componies Act, 1956. The report also accused the compony's independent
directors ond statutory ouditor of non-cooperotion with the investigations, ond hos also recommended prosecution on
this bosis (“SFIO recommends prosecution of Sesa Goa for over and under-invoicing of export/import of over INR
1000 crore,”2011).

However, asecond investigotion wos conducted after several representations were made by Seso Goato the SFIO.
The probe ogency, which had found various irregulorities to recommend prosecution on nine counts ogainst the
compony ond its menogement, chonged its stond from time to time. When the second SFIO report come, it soid, had
SesaGoaprovided sufficient focts ond explonations earlier, the conclusion would have been in favour of the compony.
Finolly, the MCA has directed the SFIO not to initiate prosecution proceedings ogoinst the compony ond its
monogement (“MCA asks SFIO not to initiate prosecution ogoinst Sesa Goa,” 2013). Will a third report bring o
different conclusion Not privy to the evolving dromo, let me substontiote my point relating to the negligence of the
ouditors. Evidently, SFIO had recommended prosecution ogainst stotutory ouditors of the compony for not-
cooperating with the investigation process. What happened to the ouditors Is it possible to under or over invoice
import ond export without the notice of the ouditors’ What con on ouditor dig out through the oudit process If
accounting frouds connot be brought to light, why do we audit ot alll

=> Case 5 - Nokia India IT Scandal (2013) : Nokia India Ltd., the Indiasubsidiory of the Finnish telecom maojor, is now
focing investigation under a serious allegotion of tox evosion omounting to INR 3000 crores (“Nokia’'s Chennai Plont
under tox scomner,” 2013). The compony storted functioning in 2006 ond is today the lorgest production focility of
Nokia employing nearly 9000 people (“Tox probe not in tune with foir ploy: Nokio," 2013). The crux of the cose
alleged in Jonuary 2013 is that Nokia India hos been downloading software from its parent compony in Finlond ond
used it in the mobile hondsets monufactured in Indio. Payment of royolty for downlooding the software has been mode
without moking ony deduction for income tox while such payments were ottracting income tox of 10% of the amount
poid. This wos continuing for the lost six years. Moreover, the tox deportment hos alleged that Nokia changed its
accounting policy ond wos also in the process of reorgonizing the existing business model to bypass certain direct ond
indirect tox liobilities (“MNCs like Nokia, Shell lash out ot 'unocceptoble’ tox demond”, 2013). The Income Tox (IT)
outhorities conducted asearch in the compaony premises with the help of Central Forensic Science Loboratory (CFSL)
before serving notice to the compony to pay the evoded amount ("MNCs like Nokia, Shell lash out ot 'unacceptable'
tox demond," 2013 ; “Tox probe not in tune with foir play: Nokia,” 2013).

The Indion orm of PricewoterhouseCoopers (PwC) is auditing the accounts of the compony and they have been
called for interrogation as port of the investigation ("MNCs like Nokio, Shell lash out ot 'unacceptable' tox demond,”
2013 ; "Nokia India ouditors appeor before income tox eportment,” 2013). Kondavel (2013) reported on reference to
on IT official, "The evidences gothered so for clearly indicate that PwC has advised Nokio ond they were aware of the
tox evaded ond the accounting proctices.”" Con omditors cosy up with the monogement to orgonize irregulorities is the
question that needs to be probed.

Are Regulators Strong and Vigilant ?

The rising number of frouds in the corporote sector hos been a serious debote even in the Indion Parlioment. The
government is monoging the queries in the Lok Sobha (the powerful Lower House of the Porlioment) by fielding
numbers regording frouds detected, persons prosecuted, ond so forth, os vigilonce from its port to tackle the situotion.
Assuring necessary steps to keep corporate frouds in check, the MCA hos revamped the existing Market Reseorch ond
Analysis Unit of the SFIO to enoble them to function os on intelligence unit . However, concrete meosures for curbing
finonciol statement frouds ot the source itself thot remain undetected for several years is still amenace wonting serious
ond definitive action from the regulators ond the government. Indisputobly, the auditors hove to corry out their
ossignments with utmost professionol care ond sincerity to uphold the public's foith in them. This, in turn, creates o
demond for ensuring the reliobility of the oudited accounts by professional ouditors. Unfortunately, in all the cases
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discussed obove, the auditors' involvement in the form of negligence or cosy relationships have made the accounting
ond ouditing profession a travesty in our country. The ICAI which issues oudit stondords in India through its orm —
Auditing ond Assurance Stondords Boord - highlights the duty of the ouditors to ensure that the oudit stondords ore
followed without foil ond olso to remind the ouditors about the consequences for non-complionce. However, the
finonciol statement frouds uneorthed during these days ond the negligence or cosiness of the ouditors in perpetroting
such fromds are, no doubt, alorming.

Obliviously, the repeated promulgotion of the authorities on the number of detection ond prosecution in the
scenario ore only post-mortem onalysis. The recent onnouncement in the Compaonies Bill 2012 for the formation of the
National Financiol Reporting Authority (NFRA) os on overarching body to oversee the accounting ond cuditing
profession regording frouds is awelcome relief to oll concerned. Though the ICAI hos its own mechonism to serve the
above purpose, the reported non-complionce rate is on olorming question obout the proper functioning of the system
(“New Watchdog,” 2013). Above all, the new and improved provisions in the forthcoming new Componies Bill for
preparation of consolidated finoncial statements, restatement of finoncial informaotion, accounting for amalgomations
ond court schemes, depreciation of fixed assets, ond uniform finoncial yeor are reported to be some of the concrete
meosures to curb finoncial statement frouds. The unprecedented greater vigilonce by the copital market regulator
(SEBI), insuronce regulator (IRDA), ond telecom regulator (TRAI) by indulging in severe measures to improve the
situation are olso positive signs promising a.better future.

Conclusion

Believobly, frauds con set in ony form ond ot ony time. No terroin or entity is free from the risk of frouds. The corporate
sector, which hos the onerous responsibility of adding towards the gross domestic product of o notion is prone to
different vulnerobilities, including fromds by employees. However, while the monagement itself is indulging in
serious frouds by monipulating accounts ond finonciol stotements for private goins by cousing loss to the government
exchequer ond investors, it is quite untrustworthy. The times ore shocking ond pothetic when the wotchdogs (having
the responsibility to oftest the statement of accounts) negligently ond cosily fraternize with ruthless corporate
monogements to commit white-collor crimes. The meosures token by India to improve the situation, especially in the
aftermath of so mony corporate frouds, are opprecioble. New lessons for the future must be leornt from post
experiences. Now, no ouditor con oudit o compony for more thon five years in Indio. The unprecedented greoter
vigilonce on the port of different regulators ond anew quosi-judicial body (proposed) to look-after the quality of cudit
ond complionce by auditors ore the right steps towards accountobility in corporote reporting.

Managerial Implications

The corporate monogements thot ore destined to moximize the wealth of the shareholders while involved in
accounting frouds to eat short-term benefits ore reolly moligning the corporote sector in the country. The so colled
“wotch dogs” are also hond-in glove with the monogements to cook frouds. The study exposes that the monogement-
ouditor involvement in corporate accounting frouds con serve as on eye-opener both for monogements ond ouditors to
keep them oway from unethical proctices. A country torgeting superior growth rotes in the future should have o
corporate accounting ond ouditing system free from frouds, thot is tronsparent enough to build investors' confidence,
bring new investments, ond sustain corporates from unwonted risks.
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