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Abstract 

This paper provides a comprehensive historical analysis of the ethical challenges 

confronting the accounting profession in India during the formative period of January 

2000 to December 2014. This era witnessed a dramatic transformation in the Indian 

accounting landscape—from the relative stability of the pre-liberalization era through 

the Ketan Parekh stock market scam (1999-2001), the Global Trust Bank collapse, and 

culminating in the watershed Satyam Computer Services fraud (2009), widely 

regarded as "India's Enron." The study examines the ethical framework governing 

Indian chartered accountants during this period, including the Chartered Accountants 

Act, 1949, and the Code of Ethics, 2009, which prohibited solicitation, advertising, and 

fee-sharing while mandating independence, integrity, and objectivity. Through 

detailed case analysis of disciplinary proceedings, regulatory responses, and 

institutional reforms, the paper identifies persistent ethical vulnerabilities: audit 

independence compromises, inadequate regulatory oversight, jurisdictional 

limitations of the Institute of Chartered Accountants of India (ICAI), and systemic 

failures in bank confirmation procedures. Key findings indicate that while the ICAI 

possessed a comprehensive Code of Ethics, enforcement mechanisms were severely 

constrained—the ICAI could penalize individual members but not audit firms, could 

not compel banks to send confirmations directly to auditors, and faced prolonged legal 

challenges that delayed disciplinary outcomes for over a decade. The Satyam scandal, 

involving fraudulent account inflation exceeding ₹7,000 crore over nine years (2000-

2009), exposed catastrophic failures in professional skepticism, audit quality, and 

ethical courage. The paper concludes that this period fundamentally reshaped Indian 

accounting ethics, catalyzing demands for independent oversight (ultimately leading 

to the National Financial Reporting Authority in 2018) and establishing precedents for 

auditor disqualification, including permanent removal from the register. 

Recommendations include the need for firm-level disciplinary authority, direct bank 

confirmation mandates, whistleblower protections, and mandatory audit partner 

rotation. 
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1. Introduction 

The period from January 2000 to December 2014 represents a critical epoch in the 

evolution of accounting ethics in India. It began with the aftermath of the 1990s 

economic liberalization, witnessed two major corporate scandals—the Ketan Parekh 

stock market scam (1999-2001) and the Satyam Computer Services fraud (2009)—and 

ended with the early stages of regulatory reform following these crises. This era 

fundamentally transformed how the accounting profession, regulators, and the public 

understood ethical responsibility, professional independence, and the consequences 

of audit failure. 

At the dawn of the twenty-first century, the Indian accounting profession operated 

under the Chartered Accountants Act of 1949, a framework designed for a very 

different economic environment. The Institute of Chartered Accountants of India 

(ICAI) served as both the professional body and the regulator, responsible for 

education, standard-setting, and disciplinary proceedings. The Code of Ethics 

prohibited advertising, solicitation, fee-sharing, and any conduct that might discredit 

the profession. In theory, this framework ensured that India's more than 160,000 

chartered accountants (as of 2010) maintained the highest standards of integrity and 

independence . 

In practice, however, the system contained critical vulnerabilities. Auditors relied on 

clients to obtain bank confirmations—a practice that would prove catastrophic when 

Satyam's founder B. Ramalinga Raju procured fictitious bank statements from his own 

printing press . The ICAI could discipline individual members but lacked authority over 

audit firms, meaning that even serious misconduct by partners did not necessarily 

affect the firm's ability to continue accepting new engagements . Disciplinary 

proceedings moved slowly, with some cases stretching for over a decade without 

resolution . 

This paper systematically examines the ethical challenges that emerged during this 

period. It begins by establishing the conceptual and regulatory framework, then 

analyzes the major scandals that exposed systemic vulnerabilities, examines the 

disciplinary responses, and concludes with an assessment of how this era shaped 

subsequent reforms. 

 

2. Definitions of Key Terms 

Term Definition 

Chartered 

Accountant (CA) 

A member of the Institute of Chartered Accountants of India 

(ICAI) who has completed prescribed education, training, and 

examinations, and is authorized to provide accounting, auditing, 

taxation, and related services. 



Volume 5, Issue 4, Aug 2015 ISSN 2457 – 0362 Page 222 

 
 

      
 

Term Definition 

Professional 

Misconduct 

Behavior by a chartered accountant that violates the Chartered 

Accountants Act, 1949, or the Code of Ethics. Categorized under 

the First Schedule (professional misconduct) or Second 

Schedule (grossly negligent conduct) with varying penalties. 

Code of Ethics (2009) 

The comprehensive ethical framework adopted by the ICAI, 

incorporating fundamental principles including Integrity, 

Objectivity, Professional Competence and Due Care, 

Confidentiality, and Professional Behavior. 

Audit Independence 

The requirement that auditors remain free from influences—

financial, personal, or organizational—that might compromise 

their ability to render objective opinions on financial 

statements. 

Professional 

Skepticism 

An attitude that includes a questioning mind, alertness to 

conditions indicating possible misstatement, and a critical 

assessment of audit evidence. 

Bank Confirmation 

The process by which auditors directly verify a client's bank 

balances by obtaining statements directly from financial 

institutions. In India during this period, auditors typically relied 

on clients to obtain these statements . 

Evergreening of 

Loans 

A practice where fresh loans are disbursed to enable repayment 

of existing dues, preventing classification as a Non-Performing 

Asset (NPA) and concealing true financial position. 

Related-Party 

Transaction 

A transfer of resources, services, or obligations between a 

reporting entity and a related party (e.g., subsidiaries, 

promoters, key management personnel), requiring specific 

disclosures under Accounting Standard 18. 

Non-Performing 

Asset (NPA) 

A loan or advance where interest and/or principal payments 

remain overdue for a period of 90 days or more. 

Whistleblowing 

The act of reporting misconduct, fraud, or unethical behavior 

within an organization to internal or external authorities. 

Research during this period indicated Indian accounting 
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Term Definition 

professionals demonstrated "collectivist attitudes" toward 

whistleblowing . 

Management 

Consultancy Services 

Non-audit services provided by accountants to clients, including 

financial advisory, systems design, and business process 

outsourcing. The ICAI Code permitted such services but 

restricted certain activities including broking, underwriting, and 

portfolio management . 

Solicitation 

The act of seeking professional work through advertising, 

personal communication, or other direct means, which was 

generally prohibited under the Code of Ethics, 2009, with 

limited exceptions for responding to tenders or announcing 

practice changes . 

 

3. The Regulatory Framework (2000-2014) 

3.1 The Chartered Accountants Act, 1949 

The foundational statute governing the profession during this period remained the 

Chartered Accountants Act of 1949. This legislation established the ICAI as a statutory 

body with authority over: 

1. Regulation of the profession of chartered accountants 

2. Maintenance of the register of members 

3. Conduct of examinations and training 

4. Disciplinary proceedings against members 

The Act distinguished between "professional misconduct" (First Schedule) and 

"grossly negligent conduct" (Second Schedule), with the latter attracting more severe 

penalties including removal from the register of members. 

3.2 The Code of Ethics, 2009 

During this period, the ICAI operated under the Code of Ethics, which codified 

fundamental principles for professional conduct . Key provisions included: 

Prohibition on Solicitation and Advertising: 

Clause (6) of Part-I of the First Schedule prohibited practicing chartered accountants 

from soliciting clients or professional work "either directly or indirectly by circular, 

advertisement, personal communication or interview or by any other means" . 

Exceptions included: 

1. Responding to tenders or enquiries from users of professional services 

2. Advertising changes in partnership, dissolution of firms, or address changes 

(limited to "bare statement of facts") 
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3. Classified advertisements in ICAI journals for sharing professional work 

4. Publication of name in telephone directories under the "Chartered 

Accountants" category, subject to restrictions  

Prohibition on Fee-Sharing: 

Clause (2) prohibited chartered accountants from paying or allowing "any share, 

commission or brokerage in the fees or profits of his professional business" to any 

person other than a member of the Institute, a partner, or a retired partner . 

Branch Office Requirements: 

Section 27 of the Act required that each office of a practicing chartered accountant 

be in the separate charge of a member of the Institute, who must be "actively 

associated" with the office—defined as residing at the location for at least 182 days 

per year or attending the office for the same period . 

Management Consultancy Services: 

While permitted, the Code expressly barred certain activities including "broking, 

underwriting and Portfolio Management" from being considered part of legitimate 

practice . 

3.3 Regulatory Limitations 

Critically, during this period the ICAI could only take disciplinary action against 

individual members, not against audit firms. As ICAI President Amarjit Chopra noted 

in 2010, "if a small proprietary CA firm errs, it has to shut up shop, but the bigger firms 

continue to flourish since the regulator cannot take any action against them" . This 

created an uneven playing field and limited the deterrent effect of disciplinary 

proceedings. 

Furthermore, the ICAI lacked authority to compel banks to send confirmations directly 

to auditors. In practice, "auditors often have to rely on clients for the bank 

statements"—a vulnerability that would prove catastrophic in the Satyam case . 

 

4. Need for the Study 

4.1 Historical Significance 

The period 2000-2014 represents a crucial transition in Indian accounting ethics. 

Understanding the ethical challenges of this era is essential for several reasons: 

Precedent Setting: The disciplinary actions and regulatory responses during this 

period established precedents that continue to influence professional conduct. The 

Satyam case, in particular, resulted in the first permanent removal of auditors from 

the ICAI register . 

Regulatory Evolution: The vulnerabilities exposed during this period—particularly the 

ICAI's inability to discipline audit firms and the lack of direct bank confirmation 

requirements—directly influenced subsequent reforms, including the eventual 

establishment of the National Financial Reporting Authority (NFRA) in 2018 . 

Lessons for the Present: Many ethical challenges that emerged during this period—

audit independence, related-party disclosure compliance, professional skepticism—
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remain relevant today. Understanding how these challenges manifested historically 

informs current practice. 

4.2 Gap in Literature 

While substantial literature exists on the Satyam scandal, there is limited 

comprehensive analysis of the broader ethical landscape of Indian accounting during 

this period. This study addresses that gap by synthesizing disciplinary records, 

regulatory responses, and contemporary professional commentary. 

 

5. Aims and Objectives 

5.1 Aims 

This study aims to provide a comprehensive historical analysis of the ethical challenges 

confronting accountants in India from January 2000 to December 2014, examining 

both the systemic vulnerabilities exposed by major scandals and the regulatory 

responses that shaped the profession's evolution. 

5.2 Objectives 

1. To identify and categorize the principal ethical challenges faced by Indian 

accountants during this period. 

2. To analyze the regulatory framework governing the profession, including its 

strengths and limitations. 

3. To examine the Ketan Parekh/Global Trust Bank scandal and its implications 

for banking audits. 

4. To analyze the Satyam Computer Services fraud (2000-2009) as a case study of 

systemic audit failure. 

5. To evaluate the ICAI's disciplinary responses, including the permanent removal 

of auditors. 

6. To assess the adequacy of the Code of Ethics, 2009, in addressing 

contemporary challenges. 

7. To identify lessons from this period for current and future accounting ethics. 

 

6. Hypothesis 

H1: The Indian accounting profession during 2000-2014 possessed a comprehensive 

Code of Ethics but suffered from critical enforcement gaps, particularly the inability to 

discipline audit firms and the lack of authority to mandate direct bank confirmations. 

H2: Major corporate scandals during this period—particularly the Satyam fraud—

resulted not from the absence of ethical rules but from failures in professional 

skepticism, independence, and ethical courage. 

 

7. Literature Search 

7.1 Search Strategy 

A systematic literature review was conducted focusing on sources from or about the 

period 2000-2014: 
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Databases Consulted: 

1. Scopus and Web of Science (peer-reviewed academic literature) 

2. Google Scholar (broad scholarly coverage) 

3. ProQuest (dissertations and working papers) 

4. LexisNexis (legal and regulatory materials) 

Search Terms: Combinations including "accounting ethics India 2000," "Satyam 

scandal," "ICAI disciplinary proceedings," "Ketan Parekh scam," "Global Trust Bank 

auditors," "Code of Ethics 2009 ICAI," "professional misconduct chartered accountants 

India," and "audit independence India." 

Temporal Scope: Primary focus on events and publications from January 2000 

through December 2014. 

Inclusion Criteria: 

1. Peer-reviewed journal articles and conference proceedings 

2. Official ICAI disciplinary orders and reports 

3. Contemporary news reporting from reputable sources 

4. Government and regulatory reports (JPC, RBI, SEBI) 

5. Professional publications with substantive analysis 

Exclusion Criteria: 

1. Sources published after December 2014 (except for retrospective 

analysis) 

2. Opinion pieces without factual basis 

3. Sources focused exclusively on non-Indian contexts 

7.2 Key Sources Identified 

Source Type Key Documents Relevance 

Disciplinary Orders 
ICAI orders against Satyam 

auditors (2011-2012) 

Primary evidence of misconduct 

findings 

Regulatory Reports 
JPC report on Ketan Parekh scam 

(2002) 
Analysis of banking audit failures 

Professional 

Commentary 

ICAI President statements (2010-

2012) 

Official perspectives on reform 

needs 

Academic Research 
Whistleblowing studies (2013-

2014) 

Empirical evidence on ethical 

behavior 

News Reporting 
The Indian Express, Business 

Standard coverage 

Contemporary accounts of 

proceedings 
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8. Research Methodology 

8.1 Research Design 

This study employs a historical-qualitative case study methodology, combining: 

1. Doctrinal legal analysis of the Chartered Accountants Act, 1949, and Code of 

Ethics, 2009 

2. Case study analysis of major scandals and disciplinary proceedings 

3. Document analysis of regulatory reports, committee findings, and 

contemporary professional commentary 

8.2 Case Selection 

Primary Case: Satyam Computer Services fraud (2000-2009) and subsequent ICAI 

disciplinary proceedings (2009-2012) 

Secondary Cases: 

1. Ketan Parekh stock market scam and Global Trust Bank collapse (1999-

2002) 

2. ICAI proceedings against GTB auditors (2004-2014) 

8.3 Data Sources 

Data Type Sources Period 

Primary Legal Chartered Accountants Act, 1949; Code of Ethics, 2009 1949-2009 

Disciplinary Records 
ICAI Appellate Authority orders (2012); Disciplinary 

Committee orders (2011-2012) 
2011-2012 

Regulatory Reports 
Joint Parliamentary Committee report (2002); RBI 

communications (2004) 
2002-2004 

Contemporary 

News 

The Indian Express, Business Standard, Moneycontrol, The 

Accountant 
2009-2015 

Academic 

Literature 
Peer-reviewed journals (ScienceDirect, deGruyter) 2013-2014 

8.4 Analytical Framework 

The analysis is structured around the IESBA conceptual framework for ethical 

decision-making, requiring professional accountants to: 

1. Identify threats to compliance with fundamental principles 

2. Evaluate the significance of those threats 

3. Apply safeguards to eliminate or reduce threats to an acceptable level 

8.5 Limitations 
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1. Document accessibility: Complete disciplinary records are not systematically 

published; analysis relies on publicly available orders and news reporting. 

2. Temporal distance: Some primary participants are no longer available for 

interview. 

3. Confidentiality restrictions: Some disciplinary proceedings remain 

confidential. 

4. Language limitations: Analysis restricted to English-language sources. 

 

9. Strengths and Weak Points of the Study 

9.1 Strong Points 

1. Historical depth: Comprehensive coverage of a transformative 15-year 

period 

2. Case-based evidence: Detailed analysis of actual disciplinary proceedings and 

outcomes 

3. Regulatory perspective: Examination of both the ICAI's self-regulatory role 

and its limitations 

4. Contemporary sourcing: Use of period-appropriate news reporting and 

professional commentary 

5. Precedent identification: Documentation of first-time actions (e.g., 

permanent removal of auditors) 

9.2 Weak Points 

1. Limited primary data: Relies significantly on secondary reporting of 

disciplinary proceedings 

2. ICAI-centric focus: Limited attention to other accounting bodies (ICMAI, ICAI's 

other designations) 

3. Geographic concentration: Cases primarily involve metropolitan firms; rural 

practice challenges less documented 

4. Outcome uncertainty: Some proceedings initiated during this period remained 

unresolved as of December 2014 

 

10. Current Trends (Contextual to 2000-2014 Period) 

10.1 The State of the Profession 

As of 2010, the ICAI had over 160,000 members, making it one of the largest 

professional accounting bodies in the world . The profession was predominantly 

organized into: 

1. Large multinational firms (the "Big Four": Price Waterhouse, Ernst & 

Young, KPMG, Deloitte) 

2. Mid-sized national firms 

3. Small proprietary practices (particularly in non-metropolitan areas) 



Volume 5, Issue 4, Aug 2015 ISSN 2457 – 0362 Page 229 

 
 

      
 

10.2 Emerging Ethical Awareness 

During this period, there was growing recognition of ethical challenges beyond 

traditional audit independence. Research indicated that Indian accounting 

professionals demonstrated "collectivist attitudes" toward ethical dilemmas, with a 

"firm desire to collect more evidence against the likely fraudster" before reporting . 

This suggested a preference for internal resolution over external whistleblowing. 

10.3 The Satyam Shadow 

Following the January 2009 disclosure of the Satyam fraud, the profession operated 

under unprecedented scrutiny. As one commentator noted, "Satyam was an 

aberration" became a common refrain, but even ICAI President Amarjit Chopra 

acknowledged the fraud "has shaken the profession" . 

 

11. History of Accounting Ethics in India (2000-2014) 

11.1 The Pre-Satyam Era (2000-2008) 

The early years of the twenty-first century saw India's accounting profession operating 

with relatively limited regulatory oversight. The ICAI continued its self-regulatory role, 

with disciplinary proceedings generally attracting little public attention. 

The Ketan Parekh Scam and GTB Collapse (1999-2002): 

The first major test of the period came with the Ketan Parekh stock market scam, 

which exposed serious irregularities in the banking sector. The Joint Parliamentary 

Committee (JPC) investigating the scam issued 276 recommendations in December 

2002, including action against the auditors of Global Trust Bank (GTB) for "dereliction 

of duty" . 

The GTB case involved alleged irregularities in the bank's books for three financial 

years (2000-01, 2001-02, 2002-03). Seven partners of Price Waterhouse & Co and 

Lovelock & Hewes were placed under investigation . However, as will be discussed, 

these proceedings would drag on for over a decade without resolution. 

11.2 The Satyam Scandal (2009) - A Detailed Analysis 

The Fraud: 

On January 7, 2009, B. Ramalinga Raju, founder chairman of Satyam Computer 

Services, confessed to fudging the company's accounts to the tune of more than 

₹7,000 crore (approximately $1.6 billion) over a period of nine years starting from 

2000 . The fraud included: 

1. Fictitious cash and bank balances (approximately ₹5,000 crore) 

2. Inflated sales and profit figures 

3. Undisclosed related-party transactions 

4. Fabricated bank statements obtained from Raju's own printing press rather 

than from actual banks  

The fraud's duration was particularly significant: it persisted from 2000 through 2009, 

surviving multiple audit cycles and remaining undetected despite the involvement of 

a "Big Four" audit firm . 
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The Auditors: 

The statutory auditor of Satyam Computer from 2000 till 2009 was Price Waterhouse 

and Company of India (PW India), Bangalore . Two auditors were directly associated 

with the engagement: 

1. P. Sivaprasad: Associated with the audit from April 2000 to March 2005 

2. Chintapatla Ravindernath: Associated with the audit from April 2005 to 

September 2008  

Additional proceedings were initiated against: 

1. Vadlamani Srinivas: Pricewaterhouse auditor 

2. Srinivas Talluri: Satyam's former Chief Financial Officer 

3. S. Gopalakrishnan: Former PW partner 

4. V. Prabhakar Gupta: Former internal auditor  

Systemic Failures Exposed: 

The Satyam scandal exposed several critical vulnerabilities in Indian audit practice: 

1. Bank Confirmation Procedures: The most fundamental failure was the 

reliance on clients to obtain bank confirmations. As The Accountant reported, 

"in reality, the bank sends the statements directly to auditors in less than 2% 

of cases" . Rather than going to the bank, Raju procured fictitious statements 

from his printing press. 

2. Professional Skepticism Deficit: The auditors certified "fudged accounts as 

true and fair accounts for nine long years," which the Appellate Authority 

characterized as "gross disregard to the audit requirements" . 

3. Related-Party Disclosure Failures: The fraud involved substantial undisclosed 

related-party transactions that should have been identified through proper 

audit procedures. 

4. Regulatory Jurisdictional Gaps: The ICAI could only take action against 

individual members, not against Price Waterhouse as a firm . 

11.3 The Immediate Aftermath (2009-2010) 

ICAI High Powered Committee: 

On January 13, 2009—less than one week after Raju's confession—the ICAI 

constituted a High Powered Committee (HPC) to examine issues arising from the 

Satyam scam. The HPC was tasked with identifying root causes and recommending 

changes . 

Key recommendations included: 

1. Banning the sub-contracting of audit work 

2. Introducing whistleblower policies on corporate governance issues 

3. Directing banks to send confirmations of balances directly to auditors 

4. Granting ICAI authority to take action against erring audit firms (requiring 

amendment to the Chartered Accountants Act) 

5. Audit rotation requirements 
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International Regulatory Response: 

The scandal attracted international attention, particularly given Satyam's listing on the 

New York Stock Exchange. In April 2011, the U.S. Securities and Exchange Commission 

(SEC) imposed a $6 million fine on five PwC India subsidiaries—the largest penalty ever 

levied against a foreign accounting firm by the SEC . The SEC found that the firms had 

"failed to perform the most basic audit procedures" and that the problems reflected 

"PwC India's quality control failures" . 

The PwC subsidiaries were also prohibited from accepting new U.S. clients for six 

months and required to implement enhanced training and audit procedures . 

11.4 ICAI Disciplinary Proceedings (2011-2012) 

The Disciplinary Committee Findings: 

In December 2011, the ICAI Disciplinary Committee found Sivaprasad and 

Ravindernath guilty of professional misconduct. The Committee imposed: 

1. A penalty of ₹5 lakh each (the maximum permitted under the Act) 

2. Removal of their names from the Institute's register of members  

In February 2012, the ICAI barred former Satyam CFO Srinivas Talluri and auditor 

Vadlamani Srinivas from practice for life—permanent removal from the register—

while also imposing ₹5 lakh fines . 

The Appellate Authority Decision: 

Both Sivaprasad and Ravindernath appealed the Disciplinary Committee's decision. 

The Appellate Authority, chaired by former Delhi High Court Judge S.N. Dhingra, 

upheld the ICAI's order in September 2012 . 

The Authority's observations were scathing: 

"The very fact that fudged accounts were certified as true and fair accounts for nine 

long years shows and proves that the conduct of the audit by the auditors was in gross 

disregard to the audit requirements..."  

11.5 The Lingering GTB Case (2004-2014) 

While Satyam dominated headlines, the Global Trust Bank case exemplified the glacial 

pace of disciplinary proceedings. The Reserve Bank of India had provided detailed 

information on alleged irregularities to the ICAI in 2004 . Yet by June 2015—over a 

decade later—action remained pending. 

The case involved multiple legal challenges. Auditors filed petitions in various courts, 

including a contempt petition against ICAI's disciplinary committee. By 2010, ICAI had 

found Ramakrishna and Agarwal guilty and recommended suspension (five years and 

three years respectively), but appeals continued . 

Ramakrishna ultimately won an appeal in the Delhi High Court concerning procedural 

definitions, requiring proceedings to be conducted afresh. When a division bench 

overturned that decision, two more years had been lost . The Supreme Court then 

granted an interim stay, further delaying final resolution. 
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This case illustrated a critical weakness: the disciplinary process could be prolonged 

indefinitely through successive legal challenges, undermining the deterrent effect of 

professional regulation. 

 

12. Discussion 

12.1 The Enforcement Gap 

The central finding of this analysis is that India's accounting profession during 2000-

2014 suffered from a critical "enforcement gap"—a disjuncture between the 

comprehensive Code of Ethics and the practical ability to enforce it effectively. 

Firm-Level Accountability: The ICAI's inability to discipline audit firms meant that even 

serious misconduct by partners did not necessarily affect the firm's ability to continue 

operating. As one commentator noted, "while Arthur Anderson had to shut shop after 

the Enron case, PwC continues to flourish, post Satyam" . This created a moral hazard: 

firms could benefit from audit fees while individual partners bore the risk of 

disciplinary action. 

Procedural Delays: The GTB case demonstrated that the disciplinary process could be 

stretched over a decade or more. Such delays severely undermine deterrence; if 

misconduct is not sanctioned until years after the fact, the connection between 

unethical behavior and consequences becomes attenuated. 

The Willful Blindness Problem: The legal standard requiring "willful blindness" or "ill 

motive" for misconduct created a high bar for establishing professional misconduct. 

Mere negligence or error of judgment might not suffice, potentially shielding auditors 

who failed to exercise appropriate skepticism but could not be shown to have 

knowingly participated in fraud. 

12.2 The Professional Skepticism Deficit 

The Satyam case fundamentally exposed a failure of professional skepticism. For nine 

years, auditors certified financial statements containing fictitious cash balances 

amounting to billions of rupees. The most basic audit procedure—direct bank 

confirmation—was not properly performed . 

This failure cannot be attributed solely to inadequate rules. The Code of Ethics clearly 

required due care and professional competence. The problem was one of 

implementation: auditors who relied on clients to obtain bank statements, who 

accepted management representations without verification, and who failed to 

question obvious red flags. 

12.3 The Commercial Pressure Paradox 

The Satyam engagement involved a prestigious "Big Four" client. The commercial 

value of maintaining such a relationship created inherent self-interest threats to 

independence. While the Code of Ethics recognized such threats, the practical reality 

was that auditors faced significant pressure to maintain client relationships. 

The debate over audit rotation illustrated this tension. The government panel 

recommended mandatory rotation (maximum five consecutive years), but the 
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proposal faced "strong opposition from within the profession" . Critics argued rotation 

would allow management to "do hanky-panky" during the transition period or provide 

"a good way of getting rid of an astute auditor" . 

12.4 The Whistleblowing Environment 

Research during this period indicated that Indian accounting professionals 

demonstrated "collectivist attitudes" toward ethical problems—preferring to address 

issues internally rather than through external reporting . While professionals 

expressed a "firm desire to collect more evidence against the likely fraudster," this 

approach risked delay and allowed problems to persist while evidence accumulated. 

The absence of robust whistleblower protections during this period likely contributed 

to reluctance to report misconduct externally. 

12.5 The Regulatory Reform Imperative 

The Satyam scandal created momentum for regulatory reform that had been absent 

following the Ketan Parekh scam. Key proposals included: 

1. Establishment of an independent oversight board (which would 

eventually become NFRA in 2018) 

2. Authority to discipline audit firms 

3. Direct bank confirmation requirements 

4. Mandatory audit rotation 

However, as of December 2014, many of these reforms remained unimplemented. 

The ICAI continued to resist the creation of an independent regulator, arguing that 

"one fraud can't force us to take a knee-jerk reaction" . 

 

13. Results 

1. Satyam Fraud Duration: The fraud persisted for nine years (2000-2009), 

involving fictitious accounts exceeding ₹7,000 crore, representing the largest 

corporate scandal in Indian history . 

2. Auditor Disqualification: ICAI permanently removed Vadlamani Srinivas and 

Srinivas Talluri from the register of members—the first such permanent 

disqualification in the profession's history . Sivaprasad and Ravindernath 

received removal orders (terms not specified as permanent) plus ₹5 lakh fines . 

3. International Penalties: PwC India subsidiaries paid $6 million to SEC and $1.5 

million to PCAOB—the largest penalties against a foreign accounting firm—and 

were barred from accepting new U.S. clients for six months . 

4. GTB Case Delay: Proceedings against GTB auditors remained unresolved over 

a decade after the JPC recommendations (2002-2014+), with multiple legal 

challenges causing extended delays . 

5. Bank Confirmation Failure: In less than 2% of cases during this period did 

banks send confirmations directly to auditors, creating a fundamental 

vulnerability in audit quality . 
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6. Regulatory Jurisdictional Gap: ICAI could discipline individual members but 

not audit firms, limiting deterrent effect . 

7. Code of Ethics Provisions: The 2009 Code prohibited solicitation, advertising 

(with limited exceptions), fee-sharing, and required branch offices to be in 

separate charge of members . 

8. Whistleblowing Attitudes: Research indicated collectivist preferences among 

Indian accounting professionals, with emphasis on gathering evidence before 

reporting . 

 

14. Conclusion 

The period from January 2000 to December 2014 represents a transformative era in 

Indian accounting ethics. It began with the profession operating under a self-

regulatory framework largely unchanged since 1949, confident in its ability to 

maintain standards through professional discipline. It ended with that confidence 

shattered, the profession's most prominent firm tainted by association with India's 

largest corporate fraud, and fundamental questions being asked about audit quality, 

independence, and regulatory oversight. 

The Satyam scandal stands as the defining event of this period—not because it was 

the only fraud, but because its scale and duration exposed systemic failures that could 

no longer be ignored. The fact that fictitious cash balances could be certified as true 

and fair for nine years demonstrated that the existing framework, however well-

intentioned, was inadequate. 

Yet this period also demonstrated the resilience of the regulatory process. The ICAI, 

despite its limitations, did ultimately discipline the auditors involved. The permanent 

removal of Vadlamani Srinivas and Srinivas Talluri from the register established a 

precedent that the most serious misconduct could result in the ultimate professional 

sanction. 

The period's legacy is mixed. On one hand, the enforcement gaps—particularly the 

inability to discipline firms and the procedural delays exemplified by the GTB case—

remained unresolved. On the other hand, the Satyam scandal created an irreversible 

demand for reform that would eventually lead to the establishment of the National 

Financial Reporting Authority in 2018 and fundamental changes in audit regulation. 

For the accounting profession, the central lesson of this period is that ethical rules 

alone are insufficient. What matters is ethical culture—the willingness to exercise 

professional skepticism, to question management representations, to refuse to certify 

when verification is impossible, and to speak up when fraud is suspected. The absence 

of these qualities, not the absence of rules, enabled the Satyam fraud to persist for 

nine years. 

 

15. Suggestions and Recommendations 

15.1 For Regulators (Based on Period Learnings) 



Volume 5, Issue 4, Aug 2015 ISSN 2457 – 0362 Page 235 

 
 

      
 

1. Firm-Level Discipline: Amend the Chartered Accountants Act to permit 

disciplinary action against audit firms, not merely individual members . 

2. Direct Bank Confirmation Mandate: Require banks to send confirmations 

directly to auditors rather than through clients, eliminating a critical 

vulnerability . 

3. Independent Oversight: Establish an independent audit oversight body 

(subsequently achieved with NFRA in 2018) . 

4. Time-Bound Proceedings: Implement statutory timelines for disciplinary 

proceedings to prevent indefinite delays as seen in the GTB case . 

15.2 For Professional Bodies 

1. Mandatory Audit Rotation: Implement partner rotation requirements (if not 

firm rotation) to address familiarity threats. 

2. Enhanced Whistleblower Protections: Establish clear protections for 

accountants who report misconduct . 

3. Professional Skepticism Training: Integrate skepticism training throughout 

continuing professional development. 

15.3 For Audit Firms 

1. Quality Control Systems: Implement robust systems ensuring bank 

confirmations are obtained directly from financial institutions. 

2. Independence Monitoring: Establish internal mechanisms to identify and 

address threats to independence. 

3. Speak-Up Culture: Foster organizational cultures where junior auditors can 

question senior decisions without fear of retaliation. 

15.4 For Future Research 

1. Longitudinal Studies: Examine whether post-Satyam reforms have improved 

audit quality. 

2. Comparative Analysis: Compare disciplinary outcomes across different 

regulatory regimes. 

3. Whistleblowing Effectiveness: Study actual whistleblowing cases to identify 

barriers and facilitators. 

 

16. Future Scope (Post-2014) 

16.1 The NFRA Era 

Research should examine the effectiveness of the National Financial Reporting 

Authority (established 2018) in addressing the enforcement gaps identified during 

2000-2014 . 

16.2 Technology and Ethics 

Examine how technological advances (data analytics, AI) affect audit quality and 

professional skepticism. 

16.3 Comparative International Analysis 
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Compare India's post-Satyam reforms with international responses to similar scandals 

(Enron in US, Carillion in UK). 

16.4 Long-Term Career Consequences 

Study the actual career trajectories of auditors who have been disciplined to 

understand deterrent effects. 
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