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APPELLATE AUTHORITY 
(Constituted under The Chartered Accountants Act, 1949) 

 

Appeal No.  05/ICAI/2012 

 

In the matter of: 

 

CA V. Srinivasu      : Appellant 

(Through : Shri B.Nalin Kumar and Shri K.S.Rahul, Advocates) 

 

versus. 

 

The Institute of Chartered Accountants of India : Respondent 

(Through: Shri J.S.Bakshi, and Shri A.S.Bakshi Advocates) 

 

 

CORAM:   

HON'BLE THE CHAIRPERSON 

HON'BLE MR. RAKESH CHANDRA, MEMBER 

HON’BLE DR. ASHOK HALDIA, MEMBER 

HON’BLE MR. KAMLESH VIKAMSEY, MEMBER 

 

Date of hearing: 2nd June, 2012 

Date of order:  5th September, 2012 

 

ORDER 

 The appellant is a Chartered Accountant and a Member of the Institute 

of Chartered Accountants of India (ICAI).  He was working as Director cum 

Senior Vice President and Chief Financial Officer (CFO) of M/s Satyam 

Computers Services Ltd. (SCSL) from year 2002 to 2009.  He has been found 

guilty of professional misconduct by the Disciplinary Committee of ICAI vide 

its report dated 3rd January, 2012 and has been punished vide order dated 

23rd January, 2012 with removal of his name from the register of members for 

life and a monetary fine of Rs.5 lacs.  The appellant being aggrieved by the 

report and order passed by ICAI, has preferred the present appeal. 
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2. The brief facts relevant for the purpose of deciding this appeal are that 

on 7th January, 2009, Mr. B.Ramalinga Raju, the then Chairman of SCSL wrote 

a letter to the Board of Directors and sent copies of this letter by e-mail to 

different regulatory authorities within & outside India in which inter alia he 

disclosed that the balance sheet of SCSL as on 30th September, 2008 carried 

inflated (non-existent) cash and bank balances of Rs. 5040 crores out of Rs. 

5361 crores which was reflected in the books and non-existent accrued 

interest of Rs. 376 crore, an understated liability of Rs. 1,230 crore on account 

of funds arranged by him and an overstated debtors position of Rs. 490 crores 

out of Rs. 2651 crores which was reflected in the books.  He has also disclosed 

that for the September quarter, the company had reported a revenue of Rs. 

2,700 crore and an operating  margin of Rs. 649 crore (24% of revenues) as 

against the actual revenue of Rs. 2,112 crore and an actual operating margin 

of Rs. 61 crore (3% of revenues).  This had resulted in artificial cash and bank 

balances going up by Rs. 588 crore in the second quarter alone.  Mr. Raju 

tendered his resignation as the Chairman of SCSL and stated that he was 

prepared to subject himself to the laws of the land and face the consequences 

thereof. 

 

3. The above letter of Shri B. R. Raju sent shock waves throughout the 

corporate world in India as well as outside India.  SCSL was a top Information 

Technology company of India and its official literature claimed of governance 

by adhering to sound corporate governance principles.  A paragraph of report 

on corporate governance of SCSL reads as under;- 
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“Satyam believes that sound Corporate Governance practices provide an 

important framework to help the Board of Directors fulfill its 

responsibilities.  The Board is elected by shareholders.  It is responsible 

for setting strategic objectives to management and ensuring that 

stakeholders’ long-term interests are served.  It does so by adhering to 

and enforcing the principles of sound Corporate Governance.  Thus the 

management is responsible to establish and implement policies, 

procedures and systems to enhance the long term value of the Company 

and delight all of its stakeholders.  The principle of ‘delighting 

stakeholder’ is part of everything we do at Satyam and is depicted in our 

value emblem as a mark of our commitment towards this principle.” 

 

4. After the disclosure made by Chairman of SCSL, investigations by 

Securities and Exchange Board of India (SEBI), Central Bureau of 

Investigation (CBI) and other agencies started into the affairs of the Company.  

A multi disciplinary investigation team was constituted at the instance of the 

CBI and the accounts and financial statements of SCSL were gone into and it 

was found that from the year 2000 onwards, the Company was fudging its 

financial statements and cash, bank balances, liabilities and the assets of the 

company were being wrongly reflected.  Similarly, debts and revenues were 

also not being correctly stated.  Even T.D.S. on interest was being differently 

shown in the balance sheet and differently shown in the income tax returns.  

Bungling of the financial affairs of SCSL, after disclosure by Mr. B.R. Raju, had 

appeared in newspapers and business magazines throughout the world.  The 

ICAI also swung into action to book those of its members, who being 

Chartered Accountants and being financial watchdogs failed in their duty and 

allowed or were involved in fudging of the financial statements / financial 

information, . 
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5. A show cause notice was sent to the appellant on 14th January, 2009 by 

the Director (Discipline), wherein a reference was made to the letter dated 7th 

January, 2009 addressed by Mr. B.R. Raju to the Board of Directors of the 

Company admitting the falsification and fudging of the accounts of the 

company.  The letter stated that various regulatory authorities namely SEBI, 

Registrar of Companies (ROC), and Andhra Pradesh Police were carrying out 

the inspection of books of accounts of SCSL.  The appellant was the Chief 

Financial Officer of the Company for past several years and was one of the 

signatories of the financial statements / financial information of the company 

for all those years when accounts were fudged.  The letter enumerated the 

following allegations against the appellant:- 

“The Management of SCSL manipulated/inflated the 

profit/revenue/cash/debtors/bank balances and understated the 

liabilities (in) the annual financial statements of the company for years 

2001-02 till the date of letter written by Shri B.R. Raju and the appellant 

was one of the signatories in all those financial statements and quarterly 

results which implies that he had signed the manipulated/fudged 

statement of accounts knowingly; 

 

That he violated the accounting principles while signing the 

accounts/quarterly results of the company for aforementioned years and 

quarters. 

 

That it was also reported in newspapers that he had made a confessional 

statement before the police of Andhra Pradesh stating that those 

accounts were manipulated for years to show fictitious and unreal fixed 

deposits.  The statutory auditors never pointed out any deficiency.  He 

(appellant) used to get the finalized accounts from the department and 

just signed the same and he endorsed on whatever was audited by Price 

Waterhouse (auditors). 

 

That the appellant failed to carry out his duties and role as CFO of the 

Company diligently and connived with the management of the company 

in manipulation of accounts of the company for all the previous years.”   
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6. It was opined by the Director (Discipline) that fudging/falsification of 

the accounts of the company was not possible without the appellant’s 

knowledge as he was the CFO of the Company and that the acts of the 

appellant have brought disrepute to the profession and to the Institute.  The 

appellant was asked to reply to the aforesaid letter by filing his written 

statement within 21 days. 

 

7. The appellant in response to the above letter informed the Director 

(Discipline) that he was under judicial custody and was not in a position to 

provide the required clarification; he be given a month’s time by when he was 

confident of getting bail and would be in a better position to explain his case.  

The Director (Discipline) granted one month’s time as requested by the 

appellant.  However, the appellant sought further time on the ground that he 

had not been granted bail and one month time more was allowed by the 

Director (Discipline) informing him of this vide a letter dated 18th February, 

2009 that he should file a written statement by 9th March, 2009.  The 

appellant vide a letter dated 4th March, 2009, sought more time, which was 

again granted and he was asked to send his written statement so as to reach 

the Institute by 9th April, 2009.  The appellant was still in judicial custody and 

had not been granted bail.  The Director (Discipline) waited for the written 

statement for quite some time.  Ultimately, she gave her prima facie opinion 

on 17th September, 2009 and sent the same to the Disciplinary Committee.  

The Director (Discipline) in her opinion observed that the appellant failed to 

discharge his duty as a Chartered Accountant while being the Chief Financial 

Officer of SCSL.  He failed to supervise the maintenance of accounts and failed 
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to ensure that actual position and financial health of the company was 

reflected in financial statements.  He did not carry out independent 

verification of audit related matters at his end and did not bring it on record 

that he had verified the fixed deposit receipts, cash balances etc. or he had 

received confirmations in respect of bank balances directly from the banks.  

He did not follow the internal confirmation procedure and internal guidelines 

of the company itself.  Thus, he has committed professional misconduct under 

clause (7), (8) and (9) of part I of Second Schedule of the Chartered 

Accountants Act and ‘other misconduct’. 

 

8. The Disciplinary Committee on receiving the prima facie opinion of 

Director (Discipline) sent a copy of the report to the appellant and asked him 

to file his written statement to the Disciplinary committee. By the time the 

disciplinary proceedings were initiated, chargesheets in the criminal case 

against the appellant had been filed and SEBI had also completed its 

investigation and given its report.  Supplementary chargesheets had also been 

filed by the CBI.  All these documents were sent to the appellant and the 

appellant was asked to appear and defend himself. 

 

9. The first meeting of the Disciplinary Committee was held on 14th 

December, 2009.  The Disciplinary Committee noted that the appellant was 

still in judicial custody, so it adjourned the matter till the time the appellant 

was in judicial custody.  The appellant was released on bail on 20th June, 

2010.   The Disciplinary Committee, after learning about the appellant having 
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been released on bail, fixed the disciplinary proceedings for 12th August, 

2010, and sent a notice to the appellant for appearance on 12th August, 2010.  

The appellant did not appear before the Disciplinary Committee on the said 

date i.e on 12th August, 2010.  The Disciplinary Committee noted that the 

appellant on 9th August, 2010 had sent a letter seeking adjournment.  His 

adjournment request was rejected by the Disciplinary Committee and an 

email to this effect was sent to him but the appellant, despite rejection of his 

adjournment request, did not appear before the Committee either in person 

or through his authorized representative.  The Disciplinary Committee, 

despite this, decided to grant one more opportunity to the appellant and fixed 

the matter for 8th September, 2010.  On 8th September, 2010 again neither the 

appellant appear nor did he send his authorized representative to represent 

him before the Committee.  The Committee continued waiting for the 

appellant and when the appellant did not turn up, it adjourned the hearing to 

15th December, 2010.  The hearing of 15th December, 2010 was fixed at 

Hyderabad i.e. the place of residence of the appellant.  The appellant was 

informed about this.  However, on 15th December, 2010, also the appellant did 

not turn up.  Neither did he he send in a request for adjournment nor did he 

send any representative.  The Committee learnt that the appellant was in 

judicial custody as his bail was cancelled on 22nd October, 2010, by the order 

of the Hon’ble Supreme Court and he was directed to surrender on 8th 

November, 2010.  Noting this fact, the Committee decided to adjourn the case 

and fixed the next hearing on 18th June, 2011.  This meeting of Disciplinary 

Committee was cancelled due to certain reasons and the next meeting of the 

Committee was fixed on 9th July, 2011 at Hyderabad.  The committee for that 

day had summoned witnesses as well.  The Committee on 9th July, 2011 also 
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kept waiting for the appellant or his representative but the appellant did not 

send either an adjournment request or his representative.  In the absence of 

the appellant, the matter was again adjourned by the Committee for the sixth 

time in a row and the next hearing was fixed on 16th October, 2011.  On 16th 

October, 2011, the Committee learnt that the appellant was in judicial custody 

on that day.  So the Committee adjourned the matter for 18th December, 2011.  

The Committee also noted that looking at the facts and circumstances of the 

case, no witnesses required to be examined in the case.  So the Committee 

dispensed with the examination of witnesses. 

 

10. The appellant was admitted to bail by the order of the Hon’ble 

Supreme Court on 4th November, 2011.  Thus on 18th December, 2011, the 

appellant was not in judicial custody.  The appellant continued to enjoy bail as 

granted by Hon’ble Supreme Court continuously from 4th November, 2011 

onwards. The meeting of the Disciplinary Committee on 18th December, 2011 

was fixed at Hyderabad.  The appellant, despite being on bail for about more 

than a month prior to the date of hearing chose not to appear before the 

Disciplinary Committee either in person or through his representative.  He 

also did not send any letter so as to reach the Disciplinary Committee, before 

the date of hearing, seeking adjournment.  The Committee taking into account 

the information and evidence available on record decided to conclude the 

hearing ex parte and gave its report on 3rd January, 2012. 
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11. Vide its report dated 3rd January, 2012, the Disciplinary Committee 

held the appellant guilty of professional misconduct falling within the 

meaning of clause 1 of part II of the Second Schedule read with clause 7 of 

part I of the Second Schedule and other misconduct falling within the 

meaning of Clause 2 of Part IV of the First Schedule under section 21 read 

with section 22 of the Chartered Accountants Act, 1949.  A copy of this report 

was sent to the appellant and the appellant was asked to appear and address 

arguments on quantum of punishment on 12th January, 2012.  The appellant 

vide a letter dated 6th January, 2012 sought adjournment seeking 8 weeks 

time.  The Disciplinary Committee vide a letter dated 12th January, 2012 

informed the appellant that keeping in view his request, the matter had been 

adjourned to 21st January, 2012 at 1115 hours at Hyderabad.  The appellant 

on 21st January, 2012, for the first time appeared before the Committee and 

gave his written submissions and his counsel made oral submissions before 

the Disciplinary Committee.   The Disciplinary Committee thereafter passed 

an order dated 23rd January, 2012,directing removal of the name of the 

appellant from the register of members permanently and also imposed a fine 

of Rs.5 lacs on him. 

 

12. The appellant by way of present appeal has assailed the order of the 

Disciplinary Committee on various grounds.  The main grounds of attack by 

the appellant are as under:- 

i) The Disciplinary Committee has not followed the principles of natural 

justice.  He was not given sufficient opportunity to defend himself as he 
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was in judicial custody for most of the time when proceedings were 

being conducted by the Disciplinary Committee. 

ii) The Director (Discipline) had given a prima facie opinion of his being 

guilty under clauses 7, 8 and 9 of part I of Second Schedule and other 

misconduct under section 21 and section 22 of the Act.  Part I of the 

Second Schedule applies to Chartered Accountants in practice.  The 

appellant was not a Chartered Accountant in practice.  The Disciplinary 

Committee considered him guilty under clause 1 of Part II of Second 

Schedule read with clause 7 of part I of Second Schedule and other 

misconduct.  Thus the findings of the Disciplinary Committee were 

different from the findings of the Director (Discipline) and as the 

Disciplinary Committee disagreed with the opinion of the Director 

(Discipline), it should not have issued a show cause notice for 

professional misconduct and the report of the Disciplinary Committee 

dated 3rd January, 2012 was illegal and contrary to the provisions of 

the Chartered Accountants Act regarding investigation of professional 

misconduct. 

iii) The charge against the appellant was based on  statement of the 

Chairman made to the Board on 7th January, 2009 and on the CBI 

chargesheet and SEBI investigation team report. No independent 

investigation was conducted by the Director (Discipline) or 

Disciplinary Committee.  

iv) The disciplinary committee wrongly held that an action could be taken 

against the appellant under clause 1 of part-II of  Second Schedule of 

the Chartered Accountants Act, 1949 where under, a Member of the 



Sample Copy

Appeal No. 5/ICAI/2012 Page 11 of 35 

 
 

Institute, even if an employee, has to exercise due diligence and has not 

to be grossly negligent in conduct of his duties, since the notification 

relied upon by the Disciplinary Committee which contained this 

guideline had no force of law. 

v) There was absolutely no material on record to show as to what was the 

work entrusted to the appellant by SCSL and the details of lack of due 

diligence and gross negligence in his conduct in discharge of his duty. 

    vi) The disciplinary authority failed to produce evidence to prove that the 

appellant was responsible for financial dealings of SCSL and had 

knowledge of whatever was happening in SCSL.  The disciplinary 

authority held the appellant vicariously liable, without pointing out his 

job responsibilities and the overt act done by him. 

    vii) No resolution was ever passed by the Board of SCSL delegating its 

powers /responsibilities to the appellant as required under Article 51 

of the Articles of Association of SCSL.  Preparation of the accounts was 

a job of the Directors of SCSL and not of the appellant.  The appellant 

was not a Director on Board but was merely an employee Director, who 

was designated as Director and Sr. Vice President. Neither the 

Managing Director nor Board of SCSL ever gave the appellant anything 

in writing charging the appellant with the duties of maintenance or 

preparation of financial statements, balance sheet and Profit & Loss 

Account.  No evidence was produced to show that the appellant had 

actually given the Chief Financial Officer’s certification to financial 

statements, that too with the knowledge of the alleged fraud.  The 

Disciplinary Committee only presumed the duties of the appellant and 
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since he was a Chartered Accountant presumed that Board of Directors 

would rely heavily on statement made to them by a person who was 

Member of the Institute. 

   viii) The Disciplinary Committee had wrongly shifted the onus of proof on 

the appellant.  The appellant had not to prove anything and it was the 

Disciplinary Committee that had to prove the misconduct of the 

appellant. 

    ix) The Disciplinary Committee was vindictive in its approach and on the 

pretext that appellant had not sent replies at the earlier stage ignored 

the submissions made by the appellant in written representations 

dated 21.1.2012. 

x) The Disciplinary Committee wrongly dispensed with the examination 

of witnesses and wrongly proceeded ex-parte against the appellant just 

to push forward its predetermined agenda.  

    xi) The Disciplinary Committee wrongly treated the newspaper reports as 

information under section 21 (2) of the Chartered Accountant Act.  The 

Disciplinary Committee wrongly came to conclusion that it was the 

responsibility of the appellant to bring to the notice of the Board of 

Directors various lapses and frauds and practices in the financial 

statements and on this assumption wrongly came to the conclusion 

that the appellant conducted gross negligence in the discharge of his 

duties or committed professional misconduct. 
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13. The appellant had taken almost the same grounds in his written 

statement before the Disciplinary Committee when he was asked to appear 

and represent himself after the Disciplinary Committee had found him guilty 

of ‘professional misconduct’. 

 

14. We have heard the learned counsel for the parties at length and have 

perused the material on record. Before considering the grounds of appeal 

taken by the appellant, it would be necessary to consider as to what is a 

Chartered Accountant and how a Member of the Institute is looked upon by 

the society.  A Chartered Accountant is a specially trained person capable to 

undertake various statutory functions under the Companies Act and under 

various other Acts, in respect of management and administration of 

companies and in respect of financial affairs of the company.  The provisions 

of the Companies Act are indicative of the extent to which a Chartered 

Accountant is looked upon by the society with special reference to the 

corporate world.  Even under the Income Tax Act and other Acts, Chartered 

Accountant has been given a special place.  This position of the Chartered 

Accountant in law demonstrates the faith that various Government 

departments and the public repose in the professional qualifications, 

competence and integrity of a Chartered Accountant.  That is the reason that 

the Chartered Accountants in India not only carry independent practice as 

practicing chartered accountants but are also employed in companies at high 

positions with the expectation that they shall continue to use their 

professional acumen and integrity for the benefit of the shareholders and the 

Board of Directors.  The conduct of a Chartered Accountant has to be tested 
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and appreciated in context of the responsible position which the law has 

given to him, whether as a practicing Chartered Accountant or as an 

employee Chartered Accountant and a Member of the Institute.    

 

15. The Chartered Accountant whether an internal auditor or external 

auditor or holding a position of authority in a company, is expected to act in 

the best interest of the stakeholders and in case he is the chief authority in the 

financial department, he is supposed to examine the accounts of the Company 

with a view to inform the shareholders of the true financial position of the 

company.  He is supposed to exercise such ‘reasonable care’ as would satisfy a 

man that the accounts were genuine and there was nothing to arouse 

suspicion on honesty in the accounts.  He is under a clear duty to probe into 

the transactions and to report the true character of the transactions. 

 

16. There is no dispute about the fact that the financial statements of SCSL 

were forged continuously from the year 2000-2001 till 7th Jan, 2009, as 

informed by Mr. B. Ramalinga Raju, the then Chairman of SCSL by his letter to 

the Board of Directors and to regulators showing his willingness to undergo 

the punishment for the same. 

17. There is no doubt that a company is managed by a Board of Directors 

but no company is run by the Board of Directors alone.  The Board of 

Directors employ managers and other officials for running the business of the 

company. These managers and officials of the company are given various 

designations in the company according to their responsibilities.  It is not 
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necessary for the Board of Directors to pass resolutions specifying the powers 

of each & every employee or official of the company.  In case of SCSL, there 

were about 5000 employees and it was not required that for each employee, 

the Board of Directors should pass a resolution assigning responsibilities.  It 

is implied that whenever employees are engaged by a company, they are 

given responsibility to discharge certain functions commensurate with their 

designations and the pay package.  

 

18. The plea taken by the appellant that he was not a Director on Board of 

the company is correct.  However, he has not denied that he was a high official 

of the company holding a responsible position of the Director, Sr. Vice 

President and Chief Financial Officer.  

 

19. SCSL had constituted an audit committee. The document on corporate 

governance of SCSL claims that the audit committee consisted of 100% 

independent and non-executive directors which helped the Board of 

Directors fulfill their oversight responsibilities. The Committee consisted of 

four persons and it is specifically mentioned in the governance documents 

that meetings of audit committee were attended by Chief Financial Officer, 

head of internal audit and statutory auditors as invitees.  The appellant was 

the Chief Financial Officer and had the responsibility of attending the 

meetings of the audit committee. The appellant was a Chartered Accountant 

by training and was a member of the ICAI.  Obviously, being the CFO, he was 

to oversee the entire accounts, accounting, principles and procedures being 
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followed by the company.  He was not only the Chief Financial Officer but also 

made a Director and it is admitted by him that he was authorised by the 

Board to sign the annual financial statements.  It is his own case that this 

power was delegated to him by the Board.  When powers are delegated to a 

person to sign the documents on behalf of another person then the person 

steps into the shoes of other person and takes upon responsibility to ensure 

that what he signs is in order and as per law. Power and responsibility go 

together. He cannot take thea plea that he was merely to sign the documents 

with no responsibility at all to ensure that the financial statements were 

correct and credible and this responsibility was of the Board Members who 

delegated the powers to him.   

 

20. The appellant has extensively relied upon provisions of the Companies 

Act as well as reported cases under Section 138 of the Negotiable Instruments 

(NI) Act to press the point that he had no responsibility, as he was not a 

member of the Board of Directors and he was only an employee Director.  He, 

among many cases has relied upon, SMS Pharmaceuticals Vs. Neeta Bhalla 

and Anr. (AIR 2005 SC 3512).  Even in this case, the Supreme Court held that 

liability arises from being incharge of and responsible for the conduct of 

business of the company at the relevant time and liability depends on the role  

one plays in the affairs of the company and not on holding a designation or 

office.  It is apparent from this judgment that every person who has the 

responsibility to play a role in the affairs of the company is to be held 

responsible for such affairs.  The appellant being an employee Director and 

CFO was delegated the powers of signing the financial statements and of 
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attending the Audit Committee meetings.  These powers were not delegated 

to the appellant because someone in the Board was pleased with the 

appellant’s appearance or he was very close to someone in the Board.  These 

powers were obviously delegated to the appellant because he was made a 

Director and Chief Financial Officer and Sr. Vice President and was holding a 

responsible position in the company and he was a Chartered Accountant by 

qualifications and was a Member of the Institute of Chartered Accountants of 

India (ICAI), who was specially skilled in overseeing the financial reporting of 

the company and detecting financial irregularities.  If he did not have the 

qualification of being a Chartered Accountant and member of ICAI and had 

been simply a B.Com. or a Graduate he would not have reached the post of a 

Director and Sr. Vice President and Chief Financial Officer which he was 

occupying.  He was occupying such a senior position in the company and 

drawing handsome remuneration (and also having stock options as is evident 

from testimony of Shri A. Srinivas Murthy given before (Chief Metropolitan 

.Magistrate (CMM), Hyderabad on which the appellant has relied) because of 

his being a Chartered Accountant and Member of ICAI and having the skill 

which a Chartered Accountant has.  Even Mr. A. Srinivas Murthy, who was 

another employee Director and Sr. Vice President from the engineering side, 

in his testimony before the CMM stated that the Satyam Associate Trust used 

to have its accounts prepared, income tax returns filed and he used to sign 

such statements only after they were signed by financial executives and in 

this particular case, the finance person was the Chief Financial Officer of the 

Company, who was one of the trustees viz. the appellant.  This very witness 

further stated that these designations of Director and Sr. Vice President were 

assigned to persons on the instructions of the Chairman & Managing Director 
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of the company and not by the H.R. department on its own.  This witness also 

stated that the appellant was promoted as Director and Sr. Vice President in 

October, 2002.  From the testimony of this witness, relied upon by appellant, 

it is clear that since the appellant was the Chief Financial Officer of the 

Company, the people used to trust him and if his signature were there on the 

financial statements, they would believe that the statement was true and fair 

and would sign it.  The witness categorically stated that since he was not a 

man from finance, he used to sign the annual accounts of the Trust after 

looking at the signature of the Chief Financial Officer i.e. the appellant.  So, the 

argument raised by the appellant that he was delegated the powers by the 

Board of Directors only to sign the balance sheet and financial statements on 

behalf of the Board  and that he was merely an employee and being CFO did 

not mean that he became responsible for the financial statements was a 

baseless argument. In T. Engineers India Ltd. Vs. Naganyara Finance 

Company, 2000 (1) ALT RL 379, the High Court observed that since the 

accused was a financial controller of the firm, he was responsible for the 

conduct of the business of the firm.  A finance controller has a definite role to 

play in the working of the company and is liable for prosecution.  Similarly, in  

Rajesh M. Rama Naik vs. State of  Maharashtra, decided by the Bombay High 

Court on 29th April, 2011, Bombay High Court observed that a Chief Financial 

Officer was responsible for conduct of the business of the Company and 

therefore was liable for prosecution under Section 138, NI Act. 

 

21. The appellant has relied upon Section 209 (6) (a) of Companies Act, 

1956 as well as a circular issued by the Ministry of Corporate Affairs to argue 
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that, wherein a company has a Managing Director or a Manager or a Company 

Secretary, a person who has been charged with job of maintenance and 

preparation of accounts, such person would be liable for prosecution in case 

of non compliance of the provisions of the Companies Act.  He was not even 

vicariously liable since he was not a Manager or Company Secretary or 

Managing Director of SCSL.  The reliance of the appellant on Section 209 (6) is 

misplaced.  Section 209 is about keeping proper books of accounts at the 

registered office of the Company. The posts of President and Vice-President in 

the context of the company’s management only means managerial persons. 

Similarly, the companies had the practice of designating executives who were 

not members of the Board as Special Director, Director (Admn.) or Director.  

The circular No. 2/82 dated 20.1.1983 and the circular No.11/90 dated 23rd 

May, 1990 of the Ministry of Corporate Affairs (MCA) have specifically 

advised the companies to desist from giving such designations as of a Director 

and Director (Admn.) etc. to managerial persons.  However, by merely having 

the designation of Director and Sr. Vice President, the character of the 

appellant’s duty did not change and he continued to be a manager as Chief 

Financial Officer and was responsible for looking after the financial aspects of 

the company. Since he was a Chartered Accountant and a Member of ICAI, the 

ICAI could expect from him the conduct of his duties in a manner that are 

commensurate with the reputation of ICAI and the reputation of a Chartered 

Accountant.    

 

22. ‘Professional misconduct’ has been defined in Section 22 of the Act. 

Chartered Accountants Act, 1949. Intendment and object of the Act is to 
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maintain standard of the profession at a high level, and consequently a code 

of conduct has been prescribed.  Misconduct implies failure to act honestly 

and reasonably either according to the ordinary and natural standard, or 

according to the standard of a particular profession.  Chartered Accountant’s 

Profession occupies a place of pride amongst various professions of the 

world.  That makes observance of the professional duties and propriety more 

imperative.  When conduct of a member of the profession is contrary to 

honesty, or opposed to good morals, unethical, it is misconduct-warranting 

consequences indicated in the Statute.  A large section of public relies on 

objectivity and integrity of professional accountants to maintain the orderly 

functions of commerce.  Thus Chartered Accountants hold a position of trust.  

By betrayal of the trust, the conduct becomes one which is unbecoming of the 

professional. (Council of Institute of Chartered Accountants of India Vs. B. 

Ram Goel, 2001 (57) DRJ (DB). 

 

23. The test of what constitutes “Grossly improper conduct in the 

discharge of professional duties has been laid down in many cases.  In the 

case of a Solicitor Ex Parte the Law Society (1912) 1 KB 302, Darling J. 

adopted the definition of “infamous conduct in a professional respect”, on the 

part of a medical man as stated in Allinson Vs. General Council of Medical 

Education and Registration (1894) I QB 750, and applied to the same 

professional misconduct on the part of Solicitor, and observed:- “If it is shown 

that a medical man, in the pursuit of his profession, has done something with 

regard to it which would be reasonably regarded as disgraceful or 

dishonourable  by his professional brethren of good repute and competency, 
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then it is open to the General Medical Council to say that he has been guilty of 

“infamous conduct in a professional respect” (Council of Institute of CA Vs. 

Ajay Kumar Gupta date of decision 28.2.2012 (Delhi High Court Division 

Bench)”  

 

24. The word ‘misconduct’ in the generic sense envisages breach of 

discipline. It may not be possible to lay down exhaustively as to what would 

constitute misconduct or indiscipline.  However, in case of Chartered 

Accountants, it would be wide enough to include wrongful omissions or 

commission on the part of a the Member of ICAI and it would mean improper 

behavior or violation of a rule of standard or behavior. Misconduct is 

transgression of an established rule of action, where no discretion is left 

except what the standard code of conduct demands. Though, it does not mean 

mere carelessness but it means adhering to professional conduct expected of 

a privileged class of persons like Chartered Accountant who are bound to 

conduct themselves in a manner befitting the high and honourable profession 

to which they belong. Whether there was professional misconduct or not 

would depend upon the facts and circumstances of each case. 

25. Thus, it is to be seen whether the appellant had any obligation or duty 

to conduct himself in a manner other than that in which he conducted himself 

and whether he acted in a manner not befitting the profession of Chartered 

Accountant. 
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26. Although the appellant has taken a stand that the statement of Mr. B. 

Ramalinga Raju, ex-Chairman of SCSL, has not been proved but right from the 

time notice was served on him when he was in jail, till he filed his reply in 

January, 2012, he has not taken a stand that the statement of Mr. B. Ramalinga 

Raju made to the Board or to the regulators and the world at large was wrong 

and in fact there was no fudging of the accounts.  If he had taken the stand 

that there was no fudging and falsification of accounts, the case would have 

been different.  Since he has not taken the stand that there was no fudging of 

accounts and the cash balances and other things as shown in the financial 

statements were correct and the deposits shown in the statement of accounts 

of the company were actually there, the debtors’ liability as shown was 

actually there, the TDS as shown deducted was actually deducted and the 

revenues generated as shown in the accounts were actually there, this 

argument has no value. If the CFO of a company does not deny the correctness 

of the statement made by Chairman that only means that he admits the 

correctness of the statement made by Chairman to the Board and other 

regulators and he admitted that the fudging of accounts was there.  Had the 

fudging not been there and had the figures as shown in the balance sheet and 

financial statements been correct, he and other officials of the company 

would not have spent so many months in jail which they spent.  It is only 

because the statement of Mr. B. Ramalingra Raju about the fudging of 

accounts was correct and the financial statements of SCSL were wrong and 

false that Mr. Raju showed his desire to undergo whatever punishment law 

would give him.  Thus, there is no issue whether the statement made by Mr. 

Ramalingra Raju was proved or not proved. The only issue is whether the 

appellant, being the Chief Financial Officer and a signatory to false and fudged 
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financial statements year after year as a Director (employee) acted bona fide 

or he did he indulge in professional misconduct.  It is not denied by him that 

he was signing these financial statements year after year. What is denied by 

him is the knowledge that these statements were fudged.  If it is to be 

believed that a Chief Financial Officer has to sign all the documents with his 

eyes closed, ears plugged, mind shut, then only it has to be considered that 

the Chief Financial Officer has done no wrong but if it is to be considered that 

a Chief Financial Officer, a Chartered Accountant and a Member of ICAI 

drawing annual salary in crores was to be vigilant enough to ensure that the 

accounts reflected the true & fair financial position then it is to be believed 

that the appellant despite being a Chartered Accountant and a Member of 

ICAI did not exercise due diligence and did  not perform his duty of verifying 

the correctness of the accounts. 

 

27. The appellant has taken the plea that being an employee Director, he 

was having no duty as a Chartered Accountant and as a Chief Financial Officer, 

he had no duty towards the members of the Board since it was the 

responsibility of the Board of Directors to get the financial statements 

prepared. He was signing the financial statements only as a delegate of the 

Board.  If we accept this argument that an employee professional, employed 

by a company has no responsibility either towards his profession or towards 

the common man or towards those to whom he is ultimately answerable, 

there would be chaos in the society. Assume a ‘surgeon’ doctor is employed  

by a hospital company and is given the task of removing kidneys of every 

patient admitted in the hospital for whatever ailment, so that kidneys can be 
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sold by the management to those who need replacement and the employee 

doctor says that he had no responsibility to the patients admitted in the 

hospital and he was only liable to obey the hospital command  and given the 

task of removing kidneys of all patients admitted in the hospital, he kept on 

removing kidneys, what shall be the situation. Assume an advocate is 

employed by a company and is given the task of ensuring all illegalities of the 

company are covered up by forged documents so that they do not come to the 

knowledge of the authorities and the company keeps on committing 

illegalities and the advocate keeps creating such documents that illegalities 

are not easily detected and when caught, the advocate takes the plea that he 

was merely an employee and had no responsibility towards the society.  Take 

the case of an architect employed by a real estate company constructing flats 

and the architect is given the task of erecting such flats which are low in 

quality and which do not have much life so that the company saves a lot of 

money and cheats and puts the lives of customers in danger and the architect 

says he was bound by the dictates of company.  If the professionals take the 

plea that they were merely employees and had no responsibility to the 

society or to the noble profession they belonged and they had only to follow 

the instructions, the whole system of trust and faith in professionals will 

collapse.  We, therefore, consider that the plea taken by the appellant that 

since he was merely an employee with powers delegated by the Board of 

Directors to sign the financial statements, he had no responsibilities of 

checking the veracity of the statements cannot be accepted.   A Chartered 

Accountant and a member of ICAI whether he is an employee or a practicing 

Chartered Accountant has an obligation to ensure that when he signs a 

financial statement of a company, it reflects the truth and not falsehood. The 
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financial statements of SCSL which he signed as a CFO & employee Director 

should have been reflective of the true picture of finances. Merely because he 

was appointed and promoted by the Chairman and Managing Director as Sr. 

Vice President and Director or he was getting very handsome package, was 

not sufficient to throw all norms of a Chartered Accountant and caution to the 

wind and blindly sign the balance sheet and financial statements.   

28. A very strong argument has been made by the counsel for the appellant 

that the charges of professional misconduct were quasi criminal in nature and 

the proof must be beyond reasonable doubt. He stated that in this case there 

was no proof of the professional misconduct of the appellant.  No evidence 

was recorded by the Disciplinary Committee to show that the appellant 

committed any overt act or omitted to do an act. Since no evidence was 

recorded, the Disciplinary Committee merely placed reliance on the SEBI 

report, the CBI report and chargesheet.  These documents could not be relied 

upon. 

 

29. What is admitted is not required to be proved.  It is admitted that the 

appellant was Director and Sr. Vice President of the Company and was 

working as the Chief Financial Officer.  It is admitted that he was given 

powers of signing the balance sheet and financial statements as a Director by 

the Board. It is evident from the record that he was attending meetings of 

Audit Committee as an invitee being the Chief Financial Officer.  It is not in 

dispute that the contents of the statement of Mr. B. Ramalinga Raju have not 

been denied by him as incorrect and it is not his case that the facts given 

either in the letter of the Director (Discipline) or in the prima facie opinion or 
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in the report of the Disciplinary Committee about the fudging of accounts, the 

years for which the accounts were fudged and to the extent to which the 

accounts were fudged were wrong.  Thus it was not required to be proved by 

any one that the accounts were fudged.  The extent of fudging of accounts of 

SCSL is an undisputed fact.  Nothing more was required to be proved. It was 

for the appellant to prove that he being the Chief Financial Officer and a 

Chartered Accountant had acted diligently and despite his diligence and 

despite his taking precautions, he could not detect fudging of the accounts. 

Only he knew what kind of diligence he had exercised.  Only he knew what 

kind of cross checking he had done.  Only he could have thrown light as to 

how the actual cash in the bank was about 10% of what was being reflected in 

the balance sheet.  The onus to show that his conduct was in accordance with 

standards required of him was on him. Nobody else could have thrown light 

on this. It is a settled principle of law that what is in the special knowledge of 

a person is to be proved by him.  If two friends are there in a closed room and 

one of them is murdered in that closed room, if the other friend takes the plea 

that he had not murdered his friend, the onus would be on him to show how 

his friend got murdered in a closed room by someone else, when only he and 

his friend were in that room.  The prosecution has only to show that two 

friends were there in that room, there was no third person and one friend 

was found murdered in that room, while the other friend was still there.  It is, 

because it was within the special knowledge of that person who was in the 

company of the murdered person, as to how he died (if he has not murdered 

him).  We, therefore, consider that it was not for the ICAI to prove what was 

the conduct of the appellant in view of the proven facts that the financial 

statements were false and fudged. It was for the appellant to prove the steps 
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taken by him and to show that he had taken all precautions as the Chief 

Financial Officer.  The kind of checks and balances he was applying, the kind 

of verifications he was performing to ensure that the financial statements 

reflected the true & fair picture of the state of affairs of the company was 

within his knowledge and he ought to have proved the same. 

 

30. The attitude of the appellant throughout the proceedings had been of 

not saying anything on facts and keeping silent and raising technical 

objections.  He did not bother to attend the proceedings even when he was 

out on bail. He instead of attending the proceedings wrote a letter to the 

Disciplinary Committee that he had not been forwarded the material based on 

which disciplinary action was being taken against him.  He took the plea that 

he was busy in his criminal trial and had no time for the Disciplinary 

Committee.  He did not bother about the disciplinary proceedings.  The entire 

conduct of the appellant shows that he had no intention to submit to the 

jurisdiction of the Disciplinary Committee and to explain his own conduct as 

the CFO.  In fact, he alone could have appeared as a witness before the 

Disciplinary Committee and made a statement in respect of his conduct as the 

CFO concerning verification of financial statements.  From the tone and tenor 

of his arguments that he was only an employee and from his attitude, it only 

appears that he was more faithful to Mr. B.Ramalinga Raju than to his 

profession and the members of the Board or shareholders and he was 

ensuring that he continued to be faithful to Mr. Raju. 

 



Sample Copy

Appeal No. 5/ICAI/2012 Page 28 of 35 

 
 

31. Another plea taken by the appellant is that since the Director 

(Discipline) had given an opinion of his having committed professional 

misconduct under clauses (7), (8) and (9) of part I of the Second Schedule of 

the Act and ‘other misconduct’ under Section 21 read with Section 22 of the 

Act, this clause was applicable only to the Chartered Accountants in practice. 

Since the appellant was not a Chartered Accountant in practice, part I of 

Second Schedule was not attracted. Therefore, the entire proceedings of the 

Disciplinary Committee based on the report of Director (Discipline) were 

vitiated and was non est. 

 

32. Professional misconduct of a Chartered Accountant is not merely 

numbers and provisions mentioned in First & Second Schedule of the 

Chartered Accountants Act, 1949.  Neither is the Disciplinary Committee is 

bound by the opinion of the Director (Discipline) as to under what provisions 

of the Schedules the misconduct was covered.  First & Second Schedule of the 

Chartered Accountants Act, 1949, which enlist various forms of professional 

misconduct are not exhaustive in themselves. Section 22 of the Chartered 

Accountants reads as under:- 

 “22. Professional or other misconduct defined 

For the purposes of this act, the expression “professional or other 

misconduct” shall be deemed to include any act or omission provided 

in any of the Schedules, but nothing in this Section shall be construed 

to limit or abridge in any way the power conferred or duty cast on the 

Director (Discipline) under sub-section (1) of Section 21 to inquire into 

the conduct of any member of the Institute under any other 

circumstances.” 
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33. A perusal of the above definition would show that the definition of 

misconduct was only an inclusive definition. The Supreme Court in Vanguard 

Fire & General Insurance vs. Fraser & Ross & Anr. (AIR 1960 SC 971) had laid 

down that where a word is defined as “mean” such and such, the definition is 

prima facie restrictive and exhaustive.  In contrast where the word defined is 

declared to “include” such and such, the definition is prima facie extensive. 

This position was further emphasized by the Supreme Court in State of 

Bombay vs. Hospital Mazdoor Sabha (AIR 1960 SC 610).  We consider that 

even if the misconduct does not fall under any of the provisions given in the 

Schedules, the Disciplinary Committee can still make an inquiry into the 

misconduct and hold a Chartered Accountant guilty of professional 

misconduct and award him an appropriate punishment.  Earlier, the Council 

of the Institute of Chartered Accountants of India was having this power of 

awarding punishment in case of misconduct.  The powers of the Council were 

conferred on the Disciplinary Committee by amendment of the Chartered 

Accountants Act, 1949 in 2006.  The powers of the Disciplinary Committee 

are as wide as the powers of the Council of Institute of Chartered Accountants 

of India were under the unamended Act and the Disciplinary Committee can 

inquire into any professional misconduct whether it is specifically covered or 

not covered within the various provisions of the two Schedules. The Act 

created two forums for disciplinary action, one being the Board of Discipline 

whose powers are restricted and limited and the other being the Disciplinary 

Committee whose powers are wide.  The Disciplinary Committee can go into 

all aspects of professional misconduct of the Chartered Accountants.  We, 

therefore, consider that the plea taken by the appellant that the report of the 

Disciplinary Committee was non est is baseless.  It is immaterial whether the 
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appellant was a practicing Chartered Accountant or was an employed 

Chartered Accountant.  The Disciplinary Committee had powers to conduct 

inquiry in respect of professional misconduct of both. 

 

34. The other argument raised is that the proceedings were initiated 

against the appellant without jurisdiction.  The alleged information which 

formed the basis of enquiry was not information within the meaning of the 

Act and Rule 7. The element of information was missing and the Disciplinary 

Committee wrongly relied on Section 22 for expanding the scope of 

information.  It was submitted that the Directorate can invoke Section 22 only 

upon receipt of an information or a complaint. The Director (Discipline) does 

not enjoy a power to begin an enquiry suo moto.  It was further submitted 

that the Supreme Court has held newspaper reports were grossly hearsay and 

therefore inadmissible evidence. 

 

35. Section 21 (2) of the Chartered Accountant Act, 1949 reads as under:- 

“On receipt of any information or complaint along with the 

prescribed fee, the Director (Discipline) shall arrive at a prima 

facie opinion on the occurrence of the alleged misconduct”. 

It is apparent that Director (Discipline) has to act when he receives a 

complaint along with prescribed fee or she receives information. Section 21 of 

the Act prescribes that the Council has a duty to establish Disciplinary 

Directorate headed by a Director (Discipline) and having other employees for 

making investigations in respect of any information or complaint received by 

it (in respect of professional misconduct). 
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36. The whole Disciplinary Directorate consisting of the Director 

(Discipline) and employees working under her, the Board of Discipline and 

the Disciplinary Committee of the Institute are meant to take action in respect 

of professional misconduct of the Members.  This professional misconduct 

may be brought to the notice of the Director (Discipline) either through a 

complainant or the Director (Discipline) may receive information about the 

professional misconduct through any other source. Sources of information 

can be many, including a news report. News items appearing in print media, 

electronic media or internet media may be either truthful or may be 

altogether false. The Director (Discipline) of the Institute cannot refuse to act 

on information about professional misconduct of a member, which comes to 

its his notice through media, on the ground that every media report is merely 

hearsay and therefore cannot be acted upon. The primary role of the Director 

(Discipline) in such a case would be to find out the truthfulness of the 

information and once the Director (Discipline) comes to a conclusion that the 

information which came through media was truthful, she has a duty to act on 

such information. The Director (Discipline) can refuse to act on false 

information. However, if the information has substance and is not false 

information, then the Director (Discipline) has to act on such information. It is 

not necessary that there has to be an informant to invoke Section 21 and the 

Director (Discipline) can suo moto take action after coming to know of a 

serious professional misconduct of a Chartered Accountant through news 

reports or the media. Clause (1) of part IV of the First Schedule provides that 

if a  member is held guilty by a civil or criminal court for an offence which is 

punishable with imprisonment for a term not exceeding six months, shall 

deemed to be guilty of ‘other misconduct’. If a news item appears either in 
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print media or in other media about a Chartered Accountant having been 

convicted by a court for an offence say of cheating, fraud, rape, theft etc., it 

would be obligatory on the part of the Director (Discipline) to find out the 

truthfulness of such a news item and thereafter issue a notice to the member 

and verify the facts from him. The Director (Discipline) has to send her prima 

facie opinion even in respect of information received through the media to 

the Board of Discipline or the Disciplinary Committee as the case may be. The 

action on the basis of information includes and means the information 

received from any source, including media.  In the present case, the 

information of the letter written by Mr. Raju to the Members of the Board of 

Satyam had appeared in almost all newspapers and all channels of Television 

in India as well as in all important media of foreign countries.. It would be a 

travesty of justice to say that the Director (Discipline) should have kept her 

hands off because there was no informant in this case. 

 

37. The appellant had taken another plea that he did not get sufficient 

opportunity to defend himself. The principles of natural justice do not require 

that if a person is not interested in appearing before a Disciplinary Committee 

and defending himself, the Disciplinary Committee should go to his house, 

request him and pray to him that he should come and defend himself.  The 

Disciplinary committee or any other forum where the proceedings of a 

judicial or quasi judicial nature are conducted can only provide an 

opportunity to a respondent/delinquent to defend himself.  It cannot force 

the delinquent to defend himself. In this case when the appellant was in jail, 

the Disciplinary Committee adjourned the proceedings and did not conduct 
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the proceedings. However, when the appellant came out of jail and was on 

bail, he was given due notice of the dates of hearing; he was asked to appear 

before the Disciplinary Committee.  The sitting of the Disciplinary Committee 

was held in his home town, Hyderabad where it was easier for him to come 

and appear before the Disciplinary Committee.  The Disciplinary Committee 

could not have done anything more to meet the principles of natural justice.  

The appellant did not even bother to inform the Disciplinary before the date 

of hearing about his intention not to appear before the Disciplinary 

Committee.  Since he was within the same town defending another criminal 

case, he could have appeared before the Disciplinary Committee also. It is not 

his case that on the day when Disciplinary Committee fixed its proceedings, 

he was attending and defending himself in a criminal case, as the date of 

hearing of the criminal case was the same.  We, therefore, consider that this 

plea of not following the principles of natural justice is a baseless plea. 

 

38.      The appellant has also pleaded that the punishment awarded to him by 

the Disciplinary Committee was too harsh and unjust and he has prayed for a 

lenient view.  It is also submitted that the approach of the Institute should be 

reformative rather than retributive and there was no proof of his direct 

involvement in any fraud or fudging of the accounts.  The Institute despite 

this imposed harsh punishment. 

 

39. The Disciplinary Committee was not looking into any aspect of 

involvement of the appellant into forgery or fudging of the accounts.  The 

institute was merely looking into the aspect of professional misconduct.  Thus 
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the absence of elements of criminal offence is not helpful to the appellant.  

The appellant was CFO and Director in Satyam.  He was delegated with 

powers to sign, on behalf of Satyam Board, the financial statements.   He was 

also attending meetings of the Audit Committees and the external auditors.  

Being a Chartered Accountant and holding such a senior position in Satyam, 

he had added responsibility of maintaining professional integrity and 

ensuring accounting and audit discipline.  His stand taken before the 

Disciplinary Committee and before the Appellate Authority was such as if he 

had no responsibility excepting that as acting as rubber stamp of the Board of 

Directors.  His defence before the Disciplinary Committee as well as before 

the Appellate Authority shows that he had thrown professionalism to winds 

and became subservient to the desires of Chairman of Satyam, Shri B.R. Raju.  

Instead of exercising due care and disclosing truth as to how continuously for 

nine years, the fraud of fudging of financial statements was perpetrated and 

went undetected under his nose he preferred to go to jail.  If there is any 

award to be given for faithfulness to the employer, he deserves the same but 

he does not deserve any mercy for professional misconduct which he did by 

not adhering to his duties as a Chartered Accountant being a CFO of the 

company.  Higher you rise higher is the responsibility on your shoulders and 

higher is the expectations from you of professional integrity by the society.  If 

the people at high posts do not show the professional integrity and do not 

perform their professional work with due diligence and just become signing 

machine, they do not deserve the licence to continue the profession.  The 

Counsel for the appellant in fact had argued that it could not have been 

expected from him to speak against his employer and to lose the job.   
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40. Neither during disciplinary proceedings nor during proceedings before 

the Appellate Authority, the appellant showed any remorse for his conduct.  

He had no realization of any kind regarding damage done to the profession 

and the disrepute brought to the Institute and profession of Chartered 

Accountant. 

 

41. We consider that looking at the severity of professional misconduct of 

the appellant and the fact that he had no feeling of remorse and acted like 

rubber stamp for all the years when he was CFO, the punishment of removal 

of his name from the Register of Members of the Institute for life and a fine of 

Rs. 5 lacs was just punishment. 

 

42. In view of the above discussion, we do not find any infirmity with the 

impugned orders of Disciplinary Committee.  The appeal is devoid of any 

merits and is accordingly dismissed. 

 

 

 

Justice S.N.Dhingra(Retd.)         Rakesh Chandra     

                Chairperson                Member   
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