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ABSTRACT

Some years ago corporate social responsibility m@san emphasized business practice in generalit Buats
gained a special emphasis in the last 10-20 yeadscarporate social responsibility is now seen afriwer of good
corporate governance & the reasons behind wasetbeé of a mechanism that ensures good corporatergmaee & a need
on the part of corporate entities to fulfill thesocial responsibility that is taking care of thetee for which it has its
existence. Various scandals in the recent yeatsdimg Enron, Satyam, Tyco, Normura, Worldcom, Qs has further
strengthened the need for a strong and effectiveherm@sm for good corporate governance and othateglaspects such
as ethical practices of business and their respitibsitowards the society. The paper gives anghsiof various ethical
concerns with respect to governance and sociabnsdpilities of corporate entities & also suggegtidelines for ethical
behavior. A parallel study of two outrageous cogperscandals has been provided herein so as tedgnne lessons out

of these two scandals & to suggest corrective pations/measures.
KEYWORDS: Corporate Governance, Corporate Social RespoitgijtBlusiness Ethics, Satyam, Enron

I. INTRODUCTION

The discussions over what constitute a good cotparavernance & to develop a unified meaning of CfaR
been continuing since a decade or so but with gassftime the terms have become more diversifigdi feagmented.
The reasons are many ranging from a wide array adfranfactors to various micro factors i. e. thetdes that operate
within a specific country only and vary from onegiegn to another within a country. Many scholarssedchers,
academicians have defined the terms in their owy vt to some up Corporate Governance is the maiahgeactice of
directing and leading a corporate whereas CSR itotest all the actions of the management of thpaate that ensures
sustainability & survival of the firm in long ruBut now it has become all the more very importaniniderstand the terms
in their essence, the collapse of many large US@izgtions such as Enron and the most recent sellapSatyam (India)

provides sufficient support for the argument.

The terms are not to be studied in isolation. Bbthterms are interrelated since an organizatiahappears to be
socially responsible is more likely to have a gawmdporate governance model. So the way in whiclammgtions are
governed may or may not be socially responsibléflitits socially responsible than undoubtedlysitbecause a model of

good governance is being followed and thus CSResemg one of those drivers that lead to good catpgovernance.

At times corporate governance & good corporate gavece are used simultaneously but one has to stader
the difference between the two terms. CG refeth@¢oway corporate are directed and lead wheread G&@refers to the
ethical, socially responsible way of doing the safBe a Good Corporate governance model will ensbat the

expectations of all the stakeholders are takenaotmunt and not only of shareholders. The prgsspér is an attempt to
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understand these terms more comprehensively itightof Enron and Satyam debacle. To achieve thjeabives of the
study the paper has been divided into VII Secti@extion | that is the present section gives aiginmof CG & CSR,
their interrelationship; Section Il gives brief rew of literature, followed by section 11l specifig objectives, relevance of
study & methodology employed followed by section Which is about analysis of case, section V suggeatious
flaws & the corresponding corrective measures, kusien is covered in section VI followed by thetlasction containing

references.

Il. LITERATURE OVERVIEW
Bhasin M (2013) maintained that corporate entifiesspective of their sizes across the world arenerto
accounting scandals and frauds. Just because ok tfrauds the credibility of the financial infornuat gets

reduced & therefore the decision making procesthéynvestors also gets affected.

Cohen L, Frazzini A, Malloy C J (2012) assessed the firms appoint independent directors who are
sympathetic to management, but technically theyirdependent according to the legal definitionseifIstudy throws

light on characteristics of independent directord ene firms who appoint them.

Kunal K (2011) concluded the advent of globalizatibas given birth to various giant big multinatibna
companies with huge capital share and great marexgetherefore it becomes essential for the congsatui follow some
business ethics and moral to avoid the corporatedfiike Satyam scam. Corporate Ethics is veryndisdefor good
corporate governance. The need of time of is téevexthe structure of corporate governance in Iradid take a lesson

from the past.

Shirur S (2011) concluded that Enron sank due &éafency problem while on the other hand Satyam was
brought to its demise majorly due to tunneling. &lsy tunneling may not lead to sickness of the pany
(unless it is a case of vanishing company) anthéncse of agency cost, many remedial measuresbleavesuggested to

align the interest of managers with that of theshalders.

Khedekar D (2010) assessed that, in both the sgdrether it be a Satyam or Enron the ability to sliénthe
investors was created due to the failure of theilletgrs and auditors. These ‘gatekeepers’ are ties avho the investor

traditionally depends on to get information on hitve company is doing.

Shivanna M (2010) concluded that there are sefrfiggravisions of companies act 1956 which can beduse
punish and penalize the poorly performing directarsl executives. The provisions are available dngroperly

implemented will lead to a good corporate goverpafeahi hai iske bhi-pdf paper likha hai)

Fernando A.C. (2010) maintained that corporate dalan& frauds committed against investors have been
regular and almost an annual feature in India. tBatimpact of Satyam scandal had created bad impacbrporate’s

image in the corporate history of India.

Khan M.M.S and Sethi N (2009) concluded that ethicand socially responsible management can practitd
implement good governance in the organization ausiriess schools as supplier of business managensroduce well

trained and ethically responsible managers, wharersest practices of corporate governance in trganization.

Banerjee A, Gokarn S, Pattanayak M & Sinha S. kesssd that the more significant the presence @fshovs
who value good governance, the more likely it & pood governance practices will spread acrosbribeder community

of investors.
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lll. OBJECTIVES
The objective of our research paper is to analligepbtential & actual flaws within the system ofvgmance of
corporate entities and to identify the main readmetsind scams like Enron & Satyam. The paper atsmmpts to explain

various corrective actions & lessons learned froohsscams.
METHODOLOGY

The research study is based on the informatiorect®ll from various secondary sources. Articlesiphbtl in
leading journals, websites, newspapers, companyrdests available online, various books & persontdraction with

corporate professionals.
RELEVANCE OF THE STUDY

The study has importance in present time becawséatlure of Satyam was first of its kind that rowtly shook
the investors but government also. Though, Enrsrfaaas is concerned was not the first of its kmtJS but it was one
of the giant collapses ever seen in US corporatddwdhe two scandals brought out various corpogdgernance
failures & flaws that waited for their turn to getdressed. So the study is an attempt to hear phedr & make some

suggestions.
IV. CASE ANALYSIS

A brief Historical background
Satyam

Beginning as a disparate group of companies SATY@kbup came into existence back in the year 1982 in
Hyderabad when the group initiated two companieshi@ area of spinning & weaving and constructio®8d).
The business line was further expanded to shoedssi aquaculture & IT. By the year 1987 Satyand shest of its
unrelated business areas except the Constructidtesvfards named as Maytas) & IT business! 2dne 1987 was the
date Satyam Computer Services Ltd (SCSL) camebntong, got the status of a public Itd company ie ykear 1991.

In 2000 Mr. B. Raju was honored with IT man of grear award by Dataquest The company kept on writsiguccess
story & in the same lead was awardédi rank for its corporate governance by Global ingiinal investors in 2005.
In September 2008 it won the Golden Peacock Awardathieving excellence in its corporate governgmeetices by

world council (London).
Enron

The company began its journey as a natural gas aoynpamed Northern Natural Gas Company in 1932 in
Omaha, Nebraska and went through reorganizationthem year 1979 as the main subsidiary of InterNorth.
Enron Corporation finally emerged in 1985 to crahtefirst natural gas pipeline system that wasagpracross the nation.
In 1993 came the first international success fa@ tbompany when Enron’s Teesside power plant in &mblbegan
operation. The company branched into many non-gregted fields over the next several years, idiclg areas such
as Internet bandwidth, risk management, and weatl@ivatives. Although their core business remainedthe

transmission and distribution of power, their phmeoal growth was occurring through their other rieses®

! http://money.howstuffworks.com/cooking-books7.htm
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The company was consecutively named as the “Amienmnast innovative company” by fortune for 6 years.

What Went Wrong with the Two Companies that Ultimately Led to Their Demise?
Satyam-The Story of Lies
December 16, 2008Unwarranted acquisition of two Maytas companies Maytas Properties and Maytas Infra

against the proposed deal involving 1.6 billionu$ the intention got a thumbs down and share pfeleby 55%.
Decemberl8, 2008 Jose Abraham blew the whistle in an email to @inde independent directors.

December 23, 2008The announcement by World Bank that Satyam has barred from business with World

Bank for a period of 8 years led to 13.6% fall lrase prices (Lowest in last 4 years).
December 26, 2008The independent directors since 1991 Manglami@&sian announced his resignation.

December 28, 2008This was followed by the resignation of 3 othedeépendent directors viz Vinod K Dham,

M. Rammohan Rao & Krishna Palepu.
January 7, 2009 The 7800 crore rupees scandal was announced .a@RdrBalinga Raju gave his resignation.
January 09, 2009 Raju his brother and the auditors were arresteldsant to jail

June 21, 2009 Satyam was acquired and renamed as Mahindra rBatyal the executive board was also

replaced. Vineet Nayyar was appointed as the \hiedriman and afterward as chairman.
Enron-No More on
August 14, 2001 Jeffrey Skilling was replaced by Kenneth Lay &0C

Mid- to Late August: Sherron Watkins blew the whistle in an anonymietter to Kenneth Lay expressing and

afterwards discussed her concerns with a forméeaglie and audit partner at Andersen Mr. Jamesétleck

October 12, 2001 The Company’s documents were prompted to be deredn an advice by an Arthur

Andersen lawyer.

October 16, 2001 A quarterly earnings of $393 million was annouhcglong with nonrecurring charges

of $1.01 billion after tax to reflect asset writewehs primarily for water and broadband businesses.
October 22, 2001 Inquiries were initiated by The Securities anadfange Commission

November 8, 2001 Financial statements were restated to incorpgrattnership arrangements retroactively and
as a result of this there was a sharp decline rinirggs by $ 591 million (from 1997 to 2000), andtéor the year 2000

increased by $658 million.
November 9, 2001 Merger agreement with Dynegy was entered into.

November 28, 2001 Enron’s debt securities were downgraded as jumkdb by Major credit rating agencies

making the firm liable to retire $4 billion of ig&l 3 billion debt. Dynegy also stepped out of theppsed merger.

December 2, 2002Enron led for bankruptcy in New York and simultansly sued Dynegy for breach of

contract.
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Key People/Parties to Fraud
Satyam
B. Ramalinga Raju (Founder member & Chairman who resigned from thaerdhdne realized the scandal could

not be kept secret anymore)

B. Rama Raju (One of the promoter directors & brother of B. Réinga Raju, arrested along with him by CID
Andhra Pradesh Police)

S Gopalkrishnan & S Talluri (senior partners-Price Waterhouse Coopers, arr&stexbked by the CID Andhra

Pradesh on charges of criminal conspiracy & fraud).

Manglam Sinivasan (Lone independent director since 1991 was the fostesign on December 25 for not

casting a dissenting vote in the Maytas deal).

Vinod K Dham (Independent director & father of Pentium, appedvetbre the special court for Economic

Offences).
M Rammohan Rao(Independent director & chairmen of the meetingvirich Maytas deal was finalized).
Krishna Palepu (Independent director whose role also came undetisg on approving the Maytas deal).

Jose Abraham(ex-senior executive & whistle blower)
Enron?
Andrew Fastow. Former chief financial officer, sacked as thensiz unfolded, and alleged author of the

deceptive accounting practices.

Kenneth Lay: Enron's former chief executive and chairman sit@86 refused to testify at the last moment after

saying he had been pre-judged.

David Duncan Enron's chief auditor at Andersen who shreddgddaeuments relating to the case. It was his job

to check Enron's accounts.
Joseph Berardina Andersen's chief executive vigorously defendexdfinm's role in the affair.

Jeffrey Skilling: Enron's chief executive in the first half of 20@8&nied knowing that anything was wrong

at the firm

Sherron Watkins: Enron employee and "whistleblower" of the scan@ile claimed that Ken Lay was 'duped’

and placed the blame on Jeffrey Skilling and Andrastow.

V. VARIOUS FLAWS & CORRECTIVE ACTIONS
We have attempted to examine some of the commoargaxce flaws in both the scandals-Satyam as waetirE

The following table enlists those common flaws vitik corrective action that can prevent such maéggpbning in future.

2 http://news.bbc.co.uk/2/hi/business/1780075.stm
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Table 1

ta Dang

Common Flaws in the System of Corporate
Governance of Satyam & Enron

Corrective Actions/Suggestions to
Prevent or Tackle Such Flaws

Audit Flaws-in both the cases the major culprits

were the respective auditors- PwC(Satyam)
& Arthur Anderson(Enron)

In order to fix the role of auditors there can bade

| stronger rule to control & define auditors’ area of
responsibility. The concept of joint audit can ateo
suggested as a compulsion. Also there should be
independent regulatory bodies to monitor the auslit
(PCAORB is already there playing such rolein US).

Board Flaws-whatever the auditors undertook

were with the connivance of the directors of the

company.

There has to be a check on the board of direc®ts
what they do, when they do & why they do it. They
undoubtedly are answerable to the investors byt th
should be selected out of a rigorous process &ldhg
not be handpicked by promoter directors espedially
case of independent directors. Also independent
directors who are overly sympathetic to managemé
while still technically independent according to
regulatory definitions.

ent,

Rating Flaws-Enron was given sound ratings byshould be asked to clearly disclose their rating
various credit rating agencies even when it was atethodology & the necessary documentary eviden
the verge of collapse. Similarly in case of Satyarso as to support the given rating. There should be

too credit rating agencies blindly relied on the

fraudulently prepared statements of the compansatings are found influenced or manipulated. Also

There should be a proper mechanism to keep an €
over the credit rating agencies. These companies
should be made more accountable. Moreover they

stricter laws also to punish these companies if the

these companies should be barred from providing
allied services to their clients because it isliike
affect their independence.

ye

Ethical Flaws-the major reason of downfall of
both the companies were the unethical busines
conduct & the motive was to gain as was poss
at the cost of investors.

In order to make sure that the companies work on
ethical premise various committees ranging from
saudit committee to corporate governance & ethics
btmmmittee can be formed. Companies can also ha
an Ethics & Compliance offices t make sure that th
company functions as per the stated rules & laws.

ve

Whistle Flaws (Whistle blowers-blown out) - in
case of Satyam Mr. Jose Abraham played the
of whistle blower while the similar role was

played by Sherron Watkins. No action was take
by the companies when the whistle blowers firs
blew the whistle internally.

Whistle blowers often do not come forward becaus
radé various fears. Companies can provide for a well
established mechanism of whistle blowing so that
2remployees of the company can report about the
tunethical business conduct, actual or suspected
fraudulent practices etc.

Trading Flaws (Insider trading) - no doubt that
the rampant scandals involved insider trading.
case of Satyam Promoters indulged into inside
trading to create huge bank balances & cheate
on investors. Similar was the case with Enron
where the directors/CEO was charged of insidé¢
trading.

There should be established an effective mechanig
to check for the insider trading practices. The
Irownership models should be continuously peeped
r as to check who owns what percentage of shares
dwhen they sell it. At times (especially in Indiaevh
there is no prescribed rule) promoters pledge their
ershares & by this they keep on diluting their hotf&
therefore the existence of any artificial profits bt
hurt them.

m

into

® http://www.people.hbs.edu/Icohen/pdffiles/malcofrazill.pdf
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VI. CONCLUSIONS
On a concluding note we would only like to emphasthat making policies & implementing them are

two different issues altogether. Scandals like Bn& Satyam only prove that there was a completéurii of
implementation of various laws. Such huge scams wetting cooked for so long & nobody could traeen raises a
question on the part of various bodies & regulatuhorities also. In order to make sure that gomgorate governance
prevails & Enrons & Stayams are not repeated gawem of the country need to assure that policieshat only framed
but followed too. There should be really harsh jpt@ason the guilty parties. Some of the commonlgnitified flaws are
given above along with their possible remedialaxtibut the above said points definitely do notesent the scenario in
entirety & there is really a need to go beyond doenestic territories while making or implementingyapolicy for
corporate entities since gone are the days wherconmorate entities were not linked now they adbglly linked and can
easily hide or falsify various facts & crucial imfoation. There should be continuous check on theerg@ance of the
companies also they can be asked to compulsoritgecavith corporate governance reports periodicalitireg the

mechanism, system, policies, decision taken inrai@govern & manage the entity.
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