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__________________________________ 

This paper explores two of India’s most prominent corporate scandals, Satyam Computers (2009) and Infrastructure Leasing 

& Financial Services (IL&FS, 2018), to examine the intersection of corporate fraud and regulatory failure.1 Both cases 

reveal how weak corporate governance, compromised auditing practices, credit-rating manipulation, and inadequate regulatory 

oversight created conditions for large-scale misconduct.2 The comparative case study approach highlights systemic flaws, such 

as the complicity of auditors, ineffective board supervision, and the absence of strong whistleblower mechanisms. In the 

aftermath of these crises, several reforms were introduced, including the Companies Act 20133, amendments to SEBI’s 

regulatory framework, the establishment of the National Financial Reporting Authority (NFRA)4, and the strengthening 

of the Serious Fraud Investigation Office (SFIO)5. However, persistent gaps remain in enforcement, accountability, and inter-

agency coordination. The study underscores the need for stronger institutional safeguards, effective whistleblower protection, 

greater transparency, and more robust regulatory enforcement to prevent future corporate failures and restore trust in India’s 

financial system. 

 
1 Rica Bhattcharyya and Sachin Dave, ‘Lesson from Satyam: Corporate governance evolves, not execution’ The 
Economic Times (07 January 2016) <https://m.economictimes.com/news/company/corporate-trends/lesson-
from-satyam-corporate-governance-evolves-not-execution/articleshow/50476372.cms> accessed 25 June 2025 
2 ‘Regulating Audit Firms and Networks’ (PRS India) <https://prsindia.org/policy/report-
summaries/regulating-audit-firms-and-networks> accessed 25 June 2025 
3 Companies Act 2013 
4 National Financial Reporting Authority Rules 2018 
5 Serious Fraud Investigation Office (SFIO) Manual 2019 
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INTRODUCTION 

Corporate fraud seriously risks investor confidence, the capital market, and economic 

stability.6 In India, two watershed events, the Satyam scam (2009) and the IL&FS crisis (2018), 

emphasised determinants of corporate governance failures, audit procedures, rating 

methodologies, and regulatory oversight. While Satyam was driven by fabricated financial 

statements and the persuasion of auditors, IL&FS reflected systemic over-leveraging, 

misreporting, and credit rating collusion. Exploring these cases in parallel helps underscore 

recurring themes of regulatory failure, the role of independent oversight, audit integrity, and 

the importance of timely intervention.7 

THE SATYAM SCAM (2009) 

Background and Fraud Mechanisms: On 7 January 2009, Satyam’s founder and chairman, 

B. Ramalinga Raju, confessed publicly that he had manipulated the firm’s books, overstating 

cash, bank balances and assets by roughly ₹7,000–₹7,800 crore (USD ≈ 1 billion).8 He admitted 

to controlling both board and audit communications and relying on PwC’s failure to verify 

facts. The fraud persisted for several years, sustained by fictitious invoices, fake bank 

statements, inflated receivables, and related-party transactions. 

Governance and Oversight Failures: The board lacked effective independent oversight. 

Most directors were promoter-group affiliates, with only a minority of independent 

directors, far fewer than mandated thresholds, leaving internal controls ineffective. Audit 

committees failed to question irregularities, while statutory auditors (PwC) relied too heavily 

on management assurances and overlooked red flags. 

 
6 John C. Coffee Jr., Gatekeepers: The Professions and Corporate Governance (Oxford University Press 2006) 1–5 
7 Umakanth Varottil, ‘India's Corporate Governance Voluntary Guidelines 2009: Rhetoric or Reality?’ (2010) 
22(2) National Law School of India Review 1 <https://www.jstor.org/stable/44283789> accessed 25 June 
2025 
8 ‘Satyam: Full text of Raju’s letter to the Board’ Economic Times (08 January 2009) 
<https://economictimes.indiatimes.com/tech/software/satyam-full-text-of-rajus-letter-to-the-
board/articleshow/3946470.cms?from=mdr> accessed 25 June 2025 
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Role of Auditors and Regulators: PwC’s Indian affiliate was later sanctioned by both SEBI 

and the U.S. SEC for violating audit standards and complicating the massive masking of 

fraud. SEBI banned PwC from auditing listed firms for two years, ordered disgorgement of 

ill-got gains, and disqualified primary actors; Raju himself was barred and fined ₹1,849 crore 

with interest under the SEBI Act. 

Exposure and Aftermath: A whistle-blower (alias ‘Joseph Abraham’) alerted a board director 

and SEBI through anonymous emails and a rare instance of leak-based exposure. Following 

Raju's confession, the government dissolved the board, appointed independent directors, 

and initiated investigations. Tech Mahindra acquired Satyam through a public bidding 

process in April–June 2009, and Satyam was eventually merged into Tech Mahindra by 2013. 

The CBI took over in 2009 and filed charges, and in April 2015, Raju and nine others were 

convicted and jailed for seven years. 

Regulatory Reform Post-Satyam: Principal reforms ensued – 

• The Companies Act 2013 replaced the old 1956 legislation. It refined the 

responsibilities of auditors, CEOs/CFOs, and independent directors, and guaranteed 

the auditor rotation and strict disclosure requirements. 

• SEBI reforms also covered stricter listing requirements, mandatory reporting of 

suspected fraud, related-party transaction monitoring, and increased penalties. 

• Establishment of SFIO (Serious Fraud Investigation Office) as a statutory body with 

enhanced investigative authority. 

• The NFRA (National Financial Reporting Authority) was created to oversee auditing 

standards and crack down on audit firms with ethical lapses. 

These reforms aimed to institutionalise whistle-blower protections, class-action suits, and 

greater accountability for boards and auditors.9 

  

 
9 Companies Act 2013; SEBI (Listing Obligations and Disclosure Requirements) Regulations 2015; National 
Financial Reporting Authority Rules 2018 
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THE IL&FS CRISIS 

Background and Business Model: IL&FS, once India’s premier infrastructure financing 

group, managed over 300 entities and had assets of more than ₹1.2 trillion by 2018.10 Its 

business model relied heavily on short-term borrowings to fund long-term infrastructure 

investments, creating chronic asset-liability mismatches.11 

Fraud Mechanisms and Governance Weaknesses – 

Aggressive Debt-Driven Growth: IL&FS raised massive short-term funds while failing to 

generate long-term returns, leading to over-leveraging of nearly ₹91,000 crore debt by 2018.12 

Opaque Corporate Structure: A labyrinth of subsidiaries and SPVs enabled hiding liabilities 

and related-party lending.13 

Audit Failures: Deloitte and other audit firms failed to flag misstatements despite repeated 

deterioration and were alleged to have been complicit or negligent in audit duties.14 

Credit Rating Manipulation: Despite mounting stress, IL&FS maintained AAA ratings until 

defaults began in 2018. Investigations showed top management influenced rating agencies 

to delay downgrades and even threatened discontinuation of business to retain favourable 

ratings.15 

Regulatory and Institutional Failures – 

RBI Supervisory Lapses: RBI had repeatedly flagged non-compliance with exposure norms 

and net owned fund calculations as early as 2015. However, no punitive action was taken 

 
10 ‘Annual Report 2019’ (IL&FS, 09 August 2019) 
<https://www.ilfsindia.com/media/2768/32ndannualreport2019final.pdf> accessed 25 June 2025 
11Insolvency and Bankruptcy Board of India, Financial Stability Report Issue No. 17 (2018)  
12 IL&FS Financial Services Limited, IL&FS Annual Report 2017–18 (2021) 
13 National Financial Reporting Authority, Audit Quality Review Report (2022) 
14 Tarun Sharma, ‘Revealed | SFIO interim report blows the lid off extent of fraud in IL&FS’  
Money Control (04 December 2018) <https://www.moneycontrol.com/news/business/companies/exclusive-
sfio-interim-report-blows-the-lid-on-extent-of-fraud-in-ilfs-3253211.html> accessed 25 June 2025 
15 Anuradha Shukla, ‘IL&FS case: SEBI to take action against five Credit Rating Agencies’ The New Indian 
Express (22 July 2019) <https://www.newindianexpress.com/business/2019/Jul/21/ilfs-case-sebi-to-take-
action-against-5-cras-2007513.html> accessed 25 June 2025 
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until defaults escalated in 2018. The SFIO charges noted that the RBI's inaction may have 

ballooned the crisis.16 

Poor SFIO and Board Oversight: SFIO later launched criminal investigations and arrests 

(e.g., ex-vice-chairman Hari Sankaran), but action came after the collapse had taken root. The 

government replaced the IL&FS board only in October 2018. 

Rating Agency Collusion: SEBI launched probes into rating agencies' behaviour; ties 

between IL&FS leadership and rating firms raised questions about conflict of interest and 

manipulation. 

Economic and Market Impact: IL&FS defaults triggered panic across India’s shadow 

banking sector (non-banking financial companies), triggering a liquidity crisis. Banking 

institutions exposed to IL&FS and related entities suffered heavy losses. Only ₹44,000 crore 

was later recovered; creditor losses were estimated at ₹38,000 crore or more, and recovery 

could have been higher had warnings been acted on earlier. The broader NBFC sector saw 

market disruptions, triggering RBI-led resolutions under the Insolvency and Bankruptcy 

Code (IBC). 

COMPARATIVE ANALYSIS OF SATYAM AND IL&FS 

Dimension The Satyam Scam (2009) IL&FS (2018) 

Type of Fraud Fabricated financial 

statements, overstated 

assets, and fake bank 

balances. 

Excessive borrowing, 

cash-flow mismatch, 

related-party loans, and 

hidden liabilities. 

Corporate Governance 

Failure 

Promoter control, weak 

independent board, 

inadequate audit 

committee. 

Clinical absence of 

oversight in sprawling 

groups, weak 

whistleblower systems. 

 
16 Shilpi Sinha, ‘IL&FS case: RBI scans internal processes to identify any lapses’ Economic Times (06 June 2019) 
<https://economictimes.indiatimes.com/industry/banking/finance/banking/ilfs-case-rbi-scans-internal-
processes-to-identify-any-lapses/articleshow/69669758.cms?from=mdr> accessed 25 June 2025 
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Audit Failure PwC ignored red flags, 

complicit or negligent. 

Deloitte and others failed 

over multiple years and 

missed the obvious stress. 

Rating Agencies Not central. Actively manipulated by 

management and delayed 

downgrades. 

Regulatory Response 

Timeline 

Immediate post-exposure 

dissolution and takeover 

by the government. 

Delay of several years 

despite the RBI warnings 

and internal audit signals. 

Reforms Stimulated Companies Act, 2013, 

SEBI norms, NFRA, SFIO 

reforms. 

RBI prudential norms for 

NBFCs tightened, SFIO 

investigations, and rating 

agency oversight. 

ANALYSIS OF REGULATORY FAILURES 

Fragmented, Passive Oversight: Both scandals illustrate that regulators failed to act 

proactively. In Satyam’s case, insiders and auditors suppressed whistleblower warnings. For 

IL&FS, the RBI had early inspection reports as early as 2015, but failed to impose corrective 

actions until defaults occurred. SFIO’s eventual involvement came only after the government 

takeover.17 

Auditor Dependence and Capture: In both cases, audits were conducted by Big Four-

affiliated firms (PwC for Satyam, Deloitte et al. for IL&FS), which lacked independence. 

Firms reportedly traded audit scrutiny for lucrative consulting contracts, ignored internal 

dissent, and missed obvious signs of fraud.18 

 
17 Payaswini Upadhyay, ‘IL&FS Crisis: A Cheat Sheet Of The SFIO’s 800-Page Report’ NDTV Profit (10 June 
2019) <https://www.ndtvprofit.com/law-and-policy/ilfs-crisis-a-cheat-sheet-of-the-sfios-800-page-report> 
accessed 25 June 2025 
18 ‘ICAI Press Release - Satyam Verdict’ (ICAI, 09 April 2015) <https://www.icai.org/post/icai-press-release-
satyam-verdict-09-04-2015> accessed 25 June 2025 
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Credit Rating Agency Collusion: While rating agencies are intended to be independent, 

IL&FS’s case shows they yielded to pressure from management—delaying adverse ratings 

to protect business ties—and Satyam’s financials were certified healthy until collapse.19 

Weak Whistleblower Protection: Satyam’s fraud blew up only after anonymous emails from 

a whistleblower; had stronger internal channels or legal protections, exposure might have 

been earlier. IL&FS lacked effective whistleblower mechanisms altogether. India’s 

Whistleblowers Protection Act 2014 excludes private sector employees, exposing private 

whistleblowers. 

Poor Data and Transparency in Filings: A lack of machine-readable, verified filings and the 

absence of fraud-detection analytics until recently hampered detection. Though platforms 

like MCA21 now enable anomaly detection (AI tools launched July 2025), they rely on clean, 

consistent submission data—often, missing or scanned documents remain prevalent.20 

REFORMS AND THEIR EFFECTIVENESS 

Companies Act 2013: Addressed critical gaps mandating auditor rotation, class-action suits, 

whistle-blower policy, strengthened board composition, including independent directors 

and CEO/CFO responsibilities. It also empowered the SFIO and introduced penal provisions 

for fraudulent reporting.21 

SEBI and Judicial Measures: SEBI introduced Listing Obligations & Disclosure 

Requirements (2015), enhanced disclosures, related-party transaction oversight, class action 

recognition, and raised penalties. It imposed bans and sanctions, including a two-year 

suspension for PwC after Satyam, though later challenged by the Securities Appellate 

Tribunal.22 

 
19 Jayshree P. Upadhyay, ‘Sebi penalizes rating agencies over lapses in IL&FS’ Mint (26 December 2019) 
<https://www.livemint.com/news/india/sebi-penalises-care-and-icra-on-lapses-in-rating-il-fs-
11577373033951.html> accessed 25 June 2025 
20 Ayush Rai, ‘Digital Compliance and E-Governance in Indian Corporate Law’ (2025) 2(6) The Infinite 
<https://theinfinite.co.in/wp-content/uploads/2025/06/Digital-Compliance-and-E-Governance-in-Indian-
Corporate-Law.pdf> accessed 25 June 2025 
21 Companies Act 2013, ss 134–138, 177, 178, 447 
22 Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) Regulations 2015 
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NFRA (National Financial Reporting Authority): Established in 2018 to regulate auditors, 

set audit standards, and discipline errant practitioners. NFRA is intended to reduce audit 

firm capture and elevate professional accountability.23 

SFIO Strengthening: SFIO now has statutory authority to investigate corporate fraud, 

summon documents, issue charges, and coordinate across agencies like CBI, ED, and RBI. Its 

recent interventions in IL&FS show an expanding investigatory capability post-scandal. 

Financial Reporting and Analytics Tools: The MCA 21 portal now supports XBRL-

formatted filings and real-time anomaly detection. From mid-2025, regulators (including 

SEBI and ICAI) have partnered to enhance forensic accounting frameworks and red-flag 

detection across capital markets.24 

REMAINING GAPS & LESSONS LEARNED 

Despite reforms, systemic weaknesses remain: 

• Whistle-blower regime still excludes private sector employees under national law. 

India lacks financial incentives akin to the U.S. SEC whistle-blower bounty system. 

• Rating agency accountability needs stronger oversight and conflict-of-interest 

management. Rating agencies still lack effective deterrents for manipulation.25 

• Data quality and enforcement of standardised machine-readable filings must improve 

to enable analytics and detection. 

• Regulator coordination across SEBI, RBI, SFIO, MCA, ED, and CBI remains 

fragmented; a permanent fraud intelligence unit could better interlink data and enable 

early detection. 

• Audit independence continues to be undermined by commercial audit fee dynamics; 

strict rotation, firm-size limits, and separation of audit/consulting roles remain 

essential. 

 
23 National Financial Reporting Authority Rules 2018 
24 ‘India completes shift to MCA V3: digital filings fully modernised’ (XBRL International, 09 June 2025) 
<https://www.xbrl.org/news/india-completes-shift-to-mca-v3-digital-filings-fully-modernised/> accessed 
25 June 2025 
25 ‘Consultation Paper on Measures for Regulation of Activities of Credit Rating Agencies (CRAs)’ (SEBI, 09 
July 2025) <https://www.sebi.gov.in/reports-and-statistics/reports/jul-2025/consultation-paper-on-
measures-for-regulation-of-activities-of-credit-rating-agencies-cras-_95142.html> accessed 09 July 2025 
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CONCLUSION 

The Satyam and IL&FS scandals exposed fundamental failures in corporate governance, 

auditing, credit rating, and regulatory oversight. In Satyam, deception and collusion masked 

fraudulent financials for years, while in IL&FS, systemic overuse of short-term borrowing, 

misreporting, and rating-agency collusion created a financial contagion. Post-scandal 

reforms—including the Companies Act 2013, SEBI rule changes, NFRA, SFIO empowerment, 

and digital disclosure reforms—have strengthened India’s corporate governance 

architecture. Yet, gaps remain in whistle-blower protection, rating-agency regulation, data 

standardisation, and inter-agency coordination. Strengthening the pillars is still necessary to 

transition from reactive enforcement to proactive fraud defence. The takeaways from both 

cases are still extremely timely: integrity, transparency, and accountability need to be 

embedded in corporate design, and regulators need to move resolutely on early warning 

signs. 


