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The Managing Director of a company who lost his father bought a coffin laid with silver at Rs.1lakh and sent the bill to the CFO who paid it off.  Not knowing where to show it in his accounts, sought the advice of his friend, a globally reputed auditor.  Pat came the reply: show it in ‘packing and forwarding charges.’  Ramalingaraju had put many such coffins in the cupboards of Satyam- the most defamed firm.  The accounting scandal of the size and dimension unleashed in Satyam is neither the first nor would be the last though one thing most common of such scandals of the past – Enron, Worldcom, Xerox, Rite Aid Drug Store Chain, Adelphia Cable TV Group – is that all came to light only after the companies themselves disclosed the fraud in accounting.  None of them were uncovered by the government regulators. The seeds of fraud were sown in the Associate Firm Maytas – the reverse of Satyam – that later amassed tens of thousands of crores of rupees, by whatever means.  This is what that made all question the role of the most reputed independent directors as well. The institutions of audit, independent directors instantaneously became the target of attack, investigation and action. While the accounting firm in most cases was Arthur Anderson, since exited the Audit market, its close cousin, PwC, only gained strength in India even after they indulged in collusive and questionable accounting practices in the case of Global Trust Bank that had to be merged with a public sector bank apparently in the interests of the depositors.  The shareholders took the worst hit.  Had the five-year RBI-ban on the PwC doing bank audits, following the GTB debacle, been a total ban of performing this audit function and SEBI for reasons best known did not join RBI in this regard, could Satyam have been saved?  May be.  
Neither the Great Depression of 1930s nor the current global financial turmoil could lead to accounting practices, laws and rules of corporate governance par excellence.  The major change since the new economy business model of 1980s has unleashed is the importance of the stock price.  Stock options became the major component of the pay package of managers and employees.  In addition, the bonuses awarded to the top company executives were directly linked to stock prices.  This provided the incentive to jack up stock prices by hook or crook. In the case of Satyam it was by crook. 
When we look at Audit of the Company, there are three layers of audit: 1. Internal Audit; 2. Statutory Audit; and 3. Audit Committee of the Board chaired by a very competent independent Director most knowledgeable in this task. Statutory Auditors do not usually question the Internal Audit. But what they would and should invariably check is the Bank cash balances and the Fixed Deposits. In the Rs.7000-odd crore scandal, Bank FDs worth Rs.3084crs were found to be fraudulent and Rs.500cr cash shown in the Bank accounts was also not locatable. These two – the foremost are enough evidences to book the Statutory Auditors employed by Satyam for a continuous 5-year period for collusion in fraud and derecognize the PwC as an auditing firm.  The third layer of the Audit – part of the Corporate Governance mechanism - the Audit Committee obviously went by what was placed before them and not what they should seek to see. Since in all these fraudulent cases the methods used were to overestimate the profits and artificially boost stock prices, those with insider information knew that it would not last.  So they sold their stocks at inflated process and increased their personal wealth.  In this task, the auditors helped the firm with their certificates.  The first and foremost task should be to axe PwC.  The second is not to repeat the mistake.  KPMG is its close cousin.  The entire MNC Audit business is shared by the four global firms in India: PwC, KPMG, Deloitte and Ernst & Young.  Why do I rank all these as close cousins? Because all these audit firms are not above board as they are facing either severe penalties or court cases in US, UK and Europe.  If you look at Deloitte, recall the case of Tata finance and its audit firm A.F. Ferguson & Company, the later withdrew its signed Report and the later happened to be statutory auditor for many Tata Companies.  Entrusting the enquiry regarding alleged questionable inter-group transactions abetted by the then Board of Directors was not considered as leading to any conflict of interest. Deloitte Haskins and Sells have A.F. Ferguson & Co as its Indian Partner. Nevertheless, it is these companies consultancy and audit reports that get a favourable nod from the World Bank, Asian Development Bank and other international donor agencies and so several States in India and several countries across the globe engage them. Whatever are the reasons for auditors to oblige the firm, whether it is huge audit fees, or high value consulting assignments or audits of all associate and subsidiary firms again at huge fees, appointment of children of men who matter at policy or government level, all lapses are ex-ante.  To exonerate the auditors under the usual excuse that even well-intentioned auditors could not detect the fraud, is nothing but acquiescing to inefficiency and dishonesty.  

Independent Directors in the case of Satyam are of highest repute and knowledge in adorning Boards.  Imagine one of them is on the selection committee of the Dy. Governor of the Central Bank of the country and another, a Cabinet Secretary, known for his integrity and honesty in his long bureaucratic innings! Why this institution collapsed?  This would mean that the firm could successfully camouflage information placed before the Board for years.  They could mask and even tantalize the watch dogs. If they are arrested, the very institution of Independent Directors would collapse.  At least now, the Government should seriously think of enlivening this Institution – certainly not in the manner they are currently doing like appointing those owing allegiance to the ruling party as independent directors in public sector bank and PSU Boards!! 
Can investors step up their efforts for improved corporate governance? CII, FICCI, ASSOCHAM etc. have an important role at this critical juncture by objectively looking at what needs to be done to restore the image of the corporate India.  Since extra-ordinary problems require extra-ordinary solutions, the Government may have to incorporate appropriate amendments to the regulatory provisions to tackle such eventualities, which hopefully would not arise in future, if we wake up now.   
The new Board no doubt has a tough and challenging agenda.  But they are riding a firm that has global orders; excellent manpower that has all along performed with reputation in sixty countries – no mean achievement by any standards and huge fixed assets that can stand as collateral.  A lesson or two from the current global turmoil could help.  Since the employees for a decade have enjoyed – barring those recently recruited – should be asked to go for voluntary sacrifice: top management to take a 50 percent cut for one year and the rest 25 percent cut in their pay packets; even when stocks go up as the firm gets back its image, the employees should hold on to the stocks.  No institutional investor should shed its stock in hurry (of course, IL&FS has already sold). Future receivables could be converted to derivatives and funded by the Banks.  All this can be done simultaneous with the action on the errand and reformulating the Regulatory Agenda drawing lessons out of this episode.  Risk of mis-governance has to be dealt with sternly.  
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