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BEFORE THE APPELLATE AUTHORITY 
(Constituted under the Chartered Accountants Act, 1949) 

 

APPEAL NO. 12/ICAI/2012 

IN THE MATTER OF 

C.A. V.S. Prabhakara Gupta      ……. Appellant 
   In Person 

Versus 

 The Institute of Chartered Accountants of India & Ors.    ……. Respondent 

 Through: Sh.  J.S. Bakshi, Advocate  
 

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: 27-10-2012 

Date of Order    : 23-12-2013 

 

ORDER 

 

 The appellant has preferred this appeal against the order dated 11.5.2012 of 

the Disciplinary Committee of the Institute of Chartered Accountants of India (ICAI) 

whereby he was held guilty of professional misconduct under clause 7, 8 and 9 of 

Part-I and clause 1 of Part-II 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.  The Disciplinary 

Committee imposed a penalty of removal of the name of the appellant from the 

register of members permanently and imposed a fine of Rs.5 lacs on him.   

2. The brief facts leading to this appeal are that the appellant was head of the 

‘Internal Audit Team’ of Satyam Computer Services Ltd. (SCSL) for the years 2000-

01 to 2008-09 till January, 2009.  On 7thJanuary, 2009 Shri B. Ramalinga Raju, the 

Managing Director and CEO of SCSL wrote an e-mail to the Board of Directors of the 
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Company and sent this e-mail to the Chairman of Securities and Exchange Board of 

India (SEBI).  The information spread all over the world immediately. The Board of 

Directors and SEBI were informed as under:- 

 “1. The Balance Sheet of SCSL carried as on September 30, 2008  

a) Inflated (non-existent) cash and bank balances of Rs. 5,040 crores 

(as against Rs. 5,361 crores reflected in the books) 

b) An accrued interest of Rs. 376 crores which was non-existent 

c) An understated liability of Rs. 1,230 crores on account of funds 

arranged by me 

d) An over stated debtors position of Rs. 490 crores (as against Rs. 

2651 crores reflected in the books) 

2. For the September quarter (Q2) we reported a revenue of Rs. 2,700 

crores and an operating margin of Rs. 649 crores (24% of revenues) 

as against the actual revenues of Rs. 2,112 crores and an actual 

operating margin of Rs. 61 crores (3% of revenues).  This has resulted 

in artificial cash and bank balances going up by Rs.588 crores in Q2 

alone.” 

3. He also informed vide this e-mail that an amount of Rs. 1,230 crores was 

assigned to Satyam though not reflected in the books of accounts of Satyam, to keep 

the operations of Satyam going on and to ensure prompt payment of salaries to the 

associates. This e-mail of Shri B.R. Raju sent shock waves throughout the corporate 

world, not only within India but across the globe, as Satyam was also a listed 

company in USA’s stock exchange and was well known world over. 

4. The information sent by Shri B.R. Raju to the Board of Directors and other 

stakeholders through the e-mail showed that two sets of accounts were being 

maintained in SCSL under the very nose of Internal Auditors as well as External 
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Auditors.  This raised a question mark about the professional conduct (misconduct) 

of the auditors, internal as well as external, and proceedings were initiated in India 

by the ICAI against the Internal Auditors as well as External Auditors and in USA by 

the Public Company Accounting Oversight Board (PCAOB) against the External 

Auditors.  The Director (Discipline) of the ICAI considered the public disclosures 

made by Shri B.R. Raju as information within the meaning of Rule 7 of the Chartered 

Accountants (Procedure of Investigation of Professional and Other Misconduct and 

Conduct of Cases) Rules, 2007 (hereinafter called the Rules) and sent the appellant a 

letter dated 14th January, 2009.  Vide this letter, the Director (Discipline) officially 

brought to the notice of the appellant facts as revealed by Shri Raju regarding the 

fudging of accounts, stating that an intentional manipulation of accounts had been 

taking place at SCSL over the years despite an elaborate internal audit being done in 

the company under the leadership of appellant. The appellant despite being the 

head of internal audit had not highlighted various untruthful/false financial 

statements over the years. The Director (Discipline) informed the appellant that 

there was an apparent misapplication of accounting and auditing 

standards/principles on part of the appellant for the entire period when the 

accounts were being manipulated and the appellant had failed to discharge his 

professional duty as Head of Internal Audit Cell of the Company and failed to act 

diligently as a Chartered Accountant (member of the Institute).  It was stated that 

such large scale fudging of accounts was not possible without appellant’s 

knowledge. (He being a Sr. Vice President of the Company and Head of Internal 

Audit Cell).  His, this professional misconduct had brought disrepute to the 

profession of Chartered Accountants and to the Institute. The appellant was asked to 

submit his written statements to the allegations made in the letter sent by the 

Director (Discipline). The appellant sent his written statement dated 31stJanuary, 

2009 denying the allegations of professional misconduct.   



Appeal No. 12/ICAI/2012 Page 4 of 36  
 

5. The Director (Discipline), based on the material available with her, including 

SEBI investigation report, charge sheet filed by the CBI in the Satyam case against 

different persons facing criminal charges and after considering the reply filed by the 

appellant, came to a conclusion that the appellant was prima facie guilty of 

professional misconduct and she gave a report to this effect on 17th September, 

2009.  She forwarded her report to the Disciplinary Committee for further action.  

The Disciplinary Committee in its meeting held on 23rd September, 2009, considered 

the prima facie opinion and decided to proceed further against the appellant under 

chapter V of the Rules for professional misconduct.   

6. The Disciplinary Committee vide its letter dated 8th October, 2009, 

forwarded the prima facie opinion made by the Director (Discipline) to the 

appellant and asked the appellant to submit his written statement along with all 

supporting documents, if any, and the list of witnesses, if any, which the appellant 

desired to examine before the Committee.  The matter was listed for hearing on 14th 

December, 2009.  On 14th December, 2009, the Disciplinary Committee learnt about 

a letter dated 1st December, 2009, sent by the appellant informing that he was in 

judicial custody from 21st September, 2009, and a charge sheet had been filed 

against him and others by CBI in Satyam case.  He requested the Disciplinary 

Committee to grant him time to file a written statement till he was released on bail.  

A similar letter was written by his advocate to the Disciplinary Committee.  In view 

of this request made by the appellant and his counsel, the Disciplinary Committee 

adjourned the matter for about 8 months and fixed the date on 12th August, 2010.  

On 12th August, 2010, the appellant did not appear before the Disciplinary 

Committee, neither did his representative/advocate appear nor was written 

statement filed even though the appellant had already been released on bail.  The 

Disciplinary Committee also came to know that the appellant had filed writ petition 

No. 27522 of 2009 before the High Court of Andhra Pradesh, seeking stay of 
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proceedings of the Disciplinary Committee and the High Court of Andhra Pradesh by 

then had not stayed the proceedings.  Despite there being no stay, the appellant had 

not appeared before the Committee. Although the Disciplinary Committee had no 

reason to adjourn the proceedings, it seems the Disciplinary Committee in its 

wisdom decided to give one more opportunity to the appellant and adjourned the 

proceedings to 8th September, 2010. On 8th September, 2010, the appellant again did 

not appear and sent a letter to the Disciplinary Committee informing that vide order 

dated 7th September, 2010, the High Court of Andhra Pradesh had stayed the 

proceedings of the inquiry. In view of this information, the Disciplinary committee 

adjourned the matter. The stay granted by the High Court of Andhra Pradesh was 

vacated by the High Court vide its order dated 26th December, 2011. After the 

vacation of stay over the proceedings, the Disciplinary Committee fixed the next 

date of hearing as 21st January, 2012 and venue of hearing, for convenience of the 

appellant was kept as Hyderabad.  Notice of this hearing was served upon the 

appellant.  The appellant appeared before the Disciplinary committee on 21st 

January, 2012 along with his counsel. On 21st January, 2012 the Disciplinary 

Committee read out charges to him and asked him to plead guilty/not guilty.  The 

appellant pleaded not guilty. The Director (Discipline) told the Disciplinary 

Committee that she had not to examine any witness and was relying on the 

documents and material already on record of the Committee. The Committee 

thereafter examined the appellant on oath and after examination of the appellant 

closed the inquiry and gave its report on 8th February, 2012. A copy of the report 

was sent to the appellant and the appellant was given an opportunity to send his 

representation he was yet to be heard on the issue of penalty. The appellant sent his 

written representation and the Disciplinary Committee vide order dated 11th May, 

2012 imposed the penalty as aforesaid. 
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7. The appellant has assailed the order of the Disciplinary Committee on 

various technical grounds as well as on merits. The grounds of challenge in a 

nutshell are as under: 

a) There was no complainant in this case.  The Institute could not have taken 

suo moto cognizance of the statement of Shri B.R. Raju and proceeded against 

the appellant. 

b) The Disciplinary Committee did not give him adequate opportunity to defend 

himself. 

c) The prima facie opinion formed by the Director (Discipline) was based on 

documents not in existence at the time of forming prima facie opinion.  The 

opinion was, therefore, vitiated. 

d) The order of the Disciplinary Committee was contrary to law and facts and 

was not based on documents.  The Disciplinary Committee failed to apply 

audit standards applicable to the appellant.  The decision was biased, based 

on conjectures and surmises. 

e) The Disciplinary Committee did not give an opportunity to the appellant to 

produce witnesses and documents. 

f) The Disciplinary Committee did not examine necessary witnesses namely 

team leaders/team members of the appellant who conducted internal audit 

of SCSL. 

g) The Disciplinary Committee erred in relying on the supplementary charge 

sheet filed by the CBI in criminal case involving appellant.  This charge sheet 

was not supplied to the appellant by the Institute. 

h) The Disciplinary Committee did not consider the defence of the appellant 

that he was not supposed to reconcile the bank balance as part of the internal 

audit exercise nor was he supposed to carry out 100% verification of the 

transactions. 
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i) The Disciplinary Committee failed to appreciate that detection of fraud was 

not part of the duty of the auditors and an auditor was entitled to accept 

records and documents as genuine on their face value. 

j) The Disciplinary Committee had not supplied to the appellant the documents 

collected by SEBI and other authorities relied upon by the Disciplinary 

Committee. 

k) The Disciplinary Committee also failed to appreciate that audit of Oracle 

Financials was included in the annual audit plan only in the year 2008-09 but 

could not be conducted due to manpower shortage. 

l) The Disciplinary committee also failed to appreciate that failure of team 

leaders/team members to conduct proper audit could not be considered as 

misconduct of the appellant since team members and team leaders were the 

eyes and ears of the appellant. 

8. There is no denial of the fact by the appellant that the statement made by 

Shri B.R. Raju, before the Board of Directors (by sending an e-mail to the Directors 

and SEBI) was correct and there was large scale fudging of accounts going on in 

SCSL for years together. Rather, the stand taken by the appellant before the 

Disciplinary Committee and before this Appellate Authority is that he and his audit 

team had no clue as to how all this happened and how it was executed. The 

manipulation of accounts was hidden carefully and meticulously from everybody 

including the appellant and his team. He also stated that in fact he was a victim of 

said manipulation as he was also a holder of approximately 67,000 shares of SCSL, 

acquired by him in exercise of stock options. 

9. The fudging of accounts, as admitted by Shri B.R. Raju, was gone into by SEBI, 

CBI & PCAOB etc. and it was found that fudging was taking place right from the year 

2000-01 till December, 2008 as admitted by Shri Raju. The actual cash and deposits 

found with various banks in the form of current accounts, fixed deposits etc. over 
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the years was much short of the amount as shown in the financial statements made 

public by SCSL since 2001. In the letter dated 14.1.2009 written by the Director 

(Discipline) to the appellant, this difference in cash and bank balances, sundry 

debtors, liabilities, gross revenue and net profit between the actual and as reflected 

in the financial statements was brought to the notice of the appellant. The 

percentage of excess shown in the financial statements of the company over the 

actual available in the bank was also brought to the notice of the appellant. The 

appellant in response to the letter and in response to the prima facie opinion, where 

also these figures were reproduced, had not denied the correctness of any of these 

figures. The appellant did not take the stand that the financial statements of SCSL as 

prepared by the Company for public consumption during his tenure as chief of 

internal audit were correct and there was no difference between the actual position 

and the position as reflected in the financial statements.  He, however, submitted 

that these were the allegations made against him in the CBI charge sheet and since 

they were mere allegations, yet to be proved, the Institute could not act on these 

allegations.   

10. The CBI charge sheet had analyzed and brought forward the role of each 

accused in playing fraud upon the share holders by fudging of accounts as admitted 

by Shri B.R. Raju and as verified from various banks and other stake holders.  The 

allegations in the charge sheet in respect of each individual accused had nothing to 

do with the actual figures of discrepancy as admitted by Shri B.R. Raju and as 

reflected in the prima facie opinion as well as in the letter written to the appellant 

by Director (Discipline).  The appellant was not supposed to answer the allegations 

made by CBI in the charge sheet against him or other accused persons. But the 

appellant deliberately took the stand as if he was being tried by the Institute for 

fraud and for fudging of accounts and therefore, contended and argued that he 

cannot be punished twice for the same offence. He relied upon several Supreme 
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Court and High Court rulings on this issue. This issue had already been settled by 

this Appellate Authority as well as by the Supreme Court that the disciplinary 

proceedings about professional misconduct are always independent of criminal 

proceedings.  The subject matter of inquiry before the Disciplinary Committee was 

professional misconduct of the appellant in conducting the internal audit of Satyam 

(SCSL) and not his involvement in fudging of the accounts as alleged by CBI or his 

collusion with the management in allowing forged accounts to pass as genuine 

accounts which were the subject matter of trial before the criminal court. The 

appellant from the very beginning tried to confuse the two issues. 

11. However, on merits, the appellant’s stand was that being the head of the 

internal audit department of SCSL, his job responsibility was to get the internal 

audit conducted by his team members as per the annual audit plan approved by 

Audit Committee of SCSL comprising of four independent directors of SCSL.  The 

internal audit team under him comprised of three team leaders assisted by several 

team members. Before commencement of each financial year, a draft annual audit 

plan was prepared by the internal audit team taking into account the past audit 

history, the requirements of audit department heads, including financial department 

and having regard to the areas which the company wanted the internal audit 

department to cover and the processes and systems which required validation in 

the opinion of the team.  The other stand taken was that in the first few years of 

internal audit under him, the audit was transaction oriented (the appellant did not 

specify which were these few years).  However, after the appointment of Price 

Waterhouse as statutory auditors and their qualifications on inadequacy of internal 

audit for two years in their audit reports, the internal audit was shifted to ‘process 

oriented  internal audit’ on their advice and since then, the same was being 

followed.  The focus of internal audit was not on transaction audit but on process 

study and analysis of process with a sample of transactions validation.  However, the 
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appellant did not specify in which year the internal audit shifted from ‘transaction 

oriented audit’ to ‘process oriented audit.’ 

12. This claim of the appellant has to be examined in respect of the admitted 

position and admitted documents.  The appellant has placed on record the internal 

audit manual of Satyam and the very first paragraph of this manual specifies that the 

purpose of the manual was to outline the authority and scope of internal audit 

functions within SCSL.  It was to be a compendium of standards and cohesive 

guidelines and procedures for internal audit.  These guidelines were drafted for 

consistency in standards of acceptable performance of internal audit circle (IAC) 

and means of effective coordination of efforts of associates working in IAC.  The 

appellant could not deny that he and his team were bound by this manual and not 

by directions of external auditor. 

13. The Internal Audit Manual of Satyam provided that the scope of work of the 

Internal Audit Circle (IAC) was to determine whether Company’s network of risk 

management, control and governance processes as designed and represented by the 

Management, was adequate and functioning in a manner to ensure: 

- Risks are appropriately identified and managed. 

- Interaction with the Statutory Auditors and members of the Audit Committee 

to occur as needed. 

- Adequacy and effectiveness of the Company’s systems of internal accounting 

and operating controls. 

- Significant financial, managerial, and operating information is accurate, 

reliable and timely. 

- Associates’ actions are in compliance with policies, standards, procedures, 

and applicable laws and regulations. 

- Resources are acquired economically, used efficiently, and protected 

adequately. 

- Established plans, policies, and procedures are being complied with. 

- Quality and continuous improvement are fostered in the Company’s control 

process. 

- Significant legislative or regulatory issues impacting the Company are 

recognized and addressed appropriately. 

- Opportunities for improving management control, profitability, and the 

Company’s image may be identified during audits.  They will be 

communicated to the appropriate level of management. 
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14. The Internal Audit Manual also makes the Internal Audit Circle (IAC) 

accountable to the Audit Committee in order to:- 

- Provide periodical assessment of the adequacy and effectiveness of the 

Company’s processes for controlling its activities and management its risks 

in the areas set forth under the Annual Audit Plan. 

- Report significant issues related to the processes for controlling the activities 

of the Company and its subsidiaries (as determined in the Annual Audit 

Plan), including potential improvements to those processes, and provide 

information concerning such issues through resolution. 

- Periodically provide information on the status and results of the Annual 

Audit Plan and the sufficiency of Circle resources. 

- Coordinate with external audit and share major audit observations 

periodically. 

The Manual also accords total independence to the Internal Audit Circle (IAC) to 

permit the rendering of impartial and unbiased judgement essential to the proper 

conduct of audit.  The IAC and its associates report to Associate In-charge-Internal 

Audit (AIC-IA) who reports functionally to the Audit Committee and 

administratively to the Managing Director (in matters of leave, travel, advances etc.).   

15. The Manual also prescribes that no legitimate source of information is to be 

denied to the auditor. The AIC-IA and the associates of the IAC have responsibility 

to: 

- Develop an Annual Audit Plan using an appropriate risk based methodology, 

including any risks or control concerns identified by the Management (with 

required flexibility to be able to attend and carry out need based audits) and 

submit that plan to the Audit Committee for review and approval as well as 

periodic updates. 

- Implement the Annual Audit Plan, as approved, including, and as appropriate 

any special tasks or projects requested by the Audit Committee and 

Management. 

- Maintain a professional audit staff with sufficient knowledge, skills, 

experience, and professional certifications to meet the requirements of this 

Charter. 

- Evaluate and assess significant merging/consolidating functions and new or 

changing services, processes, operations, and control processes coincident 

with their development, implementation and/or expansion. 

- Issue periodic reports to the Audit Committee and Management, 

summarizing results of audit activities. 

- Keep the Audit Committee informed of emerging trends and successful 

practices in internal auditing. 

- Provide a list of significant measurement goals and results to the Audit 

Committee. 
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- Assist in the investigation of significant suspected fraudulent activities within 

the Company and notify the Audit Committee and Management of the results. 

- Report the results of Internal Audit’s reviews, the opinions formed and the 

recommendations made to those members of Management who should be 

informed or who should take corrective action. 

- Evaluate any plans or actions taken to correct reported conditions and, if the 

corrective actions are considered unsatisfactory, hold further discussions to 

achieve acceptable disposition. 

- Provide adequate follow up to make sure that appropriate and effective 

corrective action is taken. 

- Consider the scope of work of the external auditors and regulators, as 

appropriate, for the purpose of providing optimal audit coverage to the 

Company at a reasonable overall cost. 

 

The Manual also provides the required authority to the AIC-IA and associates of the 

IAC to: 

 

- Have unrestricted access to all functions, records, property, and Associates. 

- Review and evaluate all policies, procedures and practices of any 

organizational activity, program, or function. 

- Have full and free access to the Audit Committee. 

- Allocate resources, set frequencies, select audit areas, determine scopes of 

work, and apply the techniques required to accomplish audit objectives. 

- Obtain the necessary assistance of Associates in Circles of the Company 

where they perform audits, as well as other specialized services from within 

or outside the Company. 

16. In addition to the above, the IAC in an advisory capacity participates in the 

planning, development, implementation and modification of major computer based 

and manual systems to ensure that: 

1. Adequate controls are incorporated in the system; 

2. A thorough testing of the system is performed at appropriate stages; 

3. System documentation is complete and accurate; and 

4. The intended purpose and objective of the system implementation or 

modification has been met. 

17. It is apparent that the plea taken by the appellant that the scope of his 

responsibility was very limited and internal audit was to be conducted only as per 

the annual audit plan approved by Audit Committee was a baseless plea.  In fact the 

preparation of an annual audit plan for internal audit was the responsibility of the 

appellant and his team members keeping in view the responsibilities & obligations 

of an internal audit team in conducting internal audit as per the internal audit 

manual.  It need not be emphasized that the bigger the company, the more onerous 
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is the responsibility and more carefully the responsibilities are to be discharged 

because the stakes of thousands of share holders and the confidence of general 

public rests on the discharge of these responsibilities by the internal auditors 

appointed by a company. 

18. Every big company has a Finance Department, which is responsible for 

keeping the financial health of the company in a sound state and to take financial 

decisions.  Every company also has an Accounts Department responsible for 

maintaining the accounts, preparing various financial statements including balance 

sheets, profit and loss accounts, keeping invoices, taking care of the debts, interests 

payments, finance responsibilities etc.  The Accounts Department obviously is 

manned by persons well versed in maintaining accounts. Similarly, the Finance 

Department is also manned by persons well versed in finance and commerce.  If 

over and above the Accounts Department and Finance Department, the Company 

engages the services of internal auditors, it is only to check and ensure that the 

activities of the Finance and Accounts Departments are being conducted in an 

orderly manner, not on the platform of policy but on the platform of integrity.  It is 

for the internal auditor to test and check that no irregularity was being done in 

these departments and no over invoicing, under invoicing, false invoicing or similar 

activities were being carried out.  A perusal of documents would show that in case of 

Satyam, while the actual cash and bank balances in the year 2000-01 was 

Rs.27,71,06,381 (Rupees 27 crores plus), the cash and bank balances as shown in 

the balance sheet was Rs.141,54,58,375 (Rupees 141 crores plus).  Thus in the year 

2000-01 itself, the difference in the actual and reflected cash was more than Rs. 114 

crores.  The cash reflected in financial statements was inflated by five times.  This 

difference in 2001-02 became approx. Rs.998 crores. Price Waterhouse was 

appointed as external auditors sometimes in the year 2000 for the first time and 

Price Waterhouse conducted external audit from 2001 onwards.  Even as per the 
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appellant, for the first two years after appointment of Price Waterhouse, the 

transaction audit was being done by the appellant and his team, but during these 

two years itself, the balance sheet was inflated by an artificial cash of around Rs. 998 

crores.  This phenomenon continued thereafter.   

19. It is a fact that ‘Oracle Financials’, a software which automates the accounting 

system and generates trial balance, profit & loss account, balance sheet and other 

financial documents was introduced into the company in the year 2002 itself.  It 

cannot be assumed that the appellant despite being an experienced Chartered 

Accountant and having risen to such a high post in the management of SCSL as AIC-

IA, was not aware of the importance of ‘Oracle Financials’.  Despite the importance 

of Oracle Financials, the appellant admittedly did not include Oracle Financials into 

the annual internal audit plan of the company.  Oracle Financials was included in the 

annual internal audit plan of the company only during the financial year 2008-09 by 

the appellant.  Despite including it in 2008-09 in the internal audit plan, the audit of 

Oracle Financials was not conducted by the appellant and his team citing manpower 

shortage.  Since fudging of accounts was going on and excess cash balance was being 

shown in the balance sheet of the company, it is obvious that fake contracts were 

being entered into the financial system of the company, from which fake revenues 

were being shown to inflate the cash balances of the company.  This process started 

in the year 2000 and continued till 7th January, 2009 when Shri B.R. Raju informed 

the Board of Directors and SEBI about non-existing cash to the tune of Rs. 5040 

crores.  Had audit of Oracle Financials been included in the annual audit plan by the 

appellant, the fraud being played with share holders would have been laid bare. 

Non-audit of Oracle Financials by the appellant has to be considered deliberate at 

the instance of management. 

20. The other plea taken by the appellant is that he and his team were supposed 

to accept the records as genuine unless there was evidence to the contrary.  
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However, non-inclusion of Oracle Financials into the audit was a deliberate act of 

the appellant.  This gains importance since Satyam was following twin mode of 

invoice generation and the team of the appellant did bring to the notice of the 

appellant the evidence of malpractices when it pointed out several invoices 

generated by the parallel system; however, this was ignored by the appellant and 

after this access to Oracle Financials in the year 2008-09 was also denied to the 

appellant and his team.  This only shows that internal audit and annual audit plan 

were being tailor made by the appellant to suit Shri B.R. Raju and his clique. 

21. The Disciplinary Committee considered the provisions of section 22 of the 

Chartered Accountants Act, 1949 which defines professional or other misconduct 

and the schedule to the Act and came to the conclusion that as per the scope of work 

approved by Internal Audit Committee, the internal auditor was to determine 

whether company’s network of risk management, control and governance process 

as designed and presented by the management of Satyam was adequate and if the 

same was functioning in a manner to ensure that the risks were properly identified 

and managed.   The Audit also included adequacy and effectiveness of the company’s 

system of operating controls of internal accounting.  The internal audit programme 

for various areas showed that the appellant was required to carry out 100% bank 

vouching for Rs.10,000/- and above and the appellant was also required to carry out 

100% bank reconciliation of various bank accounts of the company.  The Committee 

also noted that the appellant was required to review the operational process of cash 

operations as well as bank operations.  On perusal of audit plans for year 2005-06, 

the Committee noted that the appellant and his team were to conduct independent 

walk through of the process for effectiveness of internal control.  The Committee 

noted that the audit programme and the procedure as laid down in the Audit Manual 

were not complied with by the appellant, as team members did not carry out any of 

the checks envisaged in the audit programme.  The appellant on the other hand 
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submitted that the bank reconciliation and balance confirmation from the banks 

were not part of the audit plan.  As the internal auditor, the appellant and his team 

members were also required to cross check the daily statement with the monthly 

statements maintained by the company.  The appellant, as internal auditor, 

however, pleaded ignorance of the same, on the ground that preparation of daily 

statement was not within his knowledge.  This and the non-inclusion of Oracle 

Financials in the audit plan and brushing aside irregularities pointed out to him by 

his team members, speaks volumes about the professional conduct of the appellant. 

22. The statement made by the appellant before the Disciplinary Committee and 

the written response given by the appellant to the Disciplinary Committee as well as 

to other authorities only shows that the appellant’s stand was that he acted like a 

dignified clerk and not like a vigilant CA.  In his testimony he stated that his role was 

to guide the team as to how audits can be conducted and to finally release the 

reports and make a presentation to the Audit Committee.  Subsequent to saying so, 

he stated that even the presentations were being prepared by his team leaders and 

not by him.  He only used to follow up with the concerned departments in getting 

replies and clarifications.  However, it is apparent from the record that this function 

also was also not being carried by him.  13 invoices of large amounts discovered by 

his team members/leaders (which seemed to be suspicious and false) had no 

corresponding entries and were brought to his notice.  The issue regarding these 13 

invoices was subsequently closed by him as ‘satisfied’.  After discovery of these 

suspicious invoices sometime in 2008-09, the access to offshore Oracle Financials 

was denied to him and his team and nothing was done by the appellant except 

writing some formal letter and then leaving it there.  In his testimony he admitted 

that Oracle Financials was an essential item of audit.  He stated he asked his team 

about this issue and was told that there was some technical problem, which 

management was not able to attend to.  It was reported that they (the management) 
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will rectify.  However, subsequently his team did not bring it to his notice and he 

thought that the team had audited offshore Oracle Financials.   

23. This reflects that the appellant was not only negligent in his duty, but was 

also not concerned whether the management provided access to offshore Oracle 

Financials to his team members or not and he was not concerned as to how the 

discrepancy of those 13 invoices got satisfied.  The details of these 13 invoices are 

given in the charge sheet served upon the appellant by CBI in the criminal case.  The 

reference to these invoices can be made for limited purpose to know as to what was 

the amount involved in these invoices.  As per records, the amount involved in these 

13 invoices alone was Rs. 10,16,01,245.10.  It was not a negligible amount.  These 

invoices were not included in IMS (Invoice Management System) but have been 

reflected only in Oracle Financials.  Denial of access to Oracle Financials after 

discovery of these kinds of dubious invoices would have raised an alarm in the mind 

of any Chartered Accountant as it showed dual invoicing system being followed by 

the company not matching with each other.  The first lesson given to a chartered 

accountant is that he has to be skeptical and he is supposed to have hawk eyes in 

order to perform his duties as an auditor.  Non-reflection of these 13 invoices in IMS 

in normal course would have alerted any Chartered Accountant as well as his team.  

In the present case it appears that when the team of the appellant brought this fact 

to the notice of the appellant, the team members were told not to press the point.  

Otherwise there is no reason that the appellant should not have insisted upon audit 

of the entire Oracle Financials invoices entered therein and compared them with 

IMS invoices.  That would have revealed the whole world of fraud going on in the 

company about which the appellant says that he was not aware.  The appellant 

perhaps did not want to be aware of the extent of fraud being played upon the 

shareholders and the company. 
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24. The debts incurred by the company and the loan taken by the company over 

the years for running its operations would have raised the eye brows of any 

chartered accountant since the balance sheets of the company showed that the 

company was sitting on piles of cash.  As admitted by Shri B.R. Raju, the financial 

condition of the company was bad and he had to inject funds to the tune of Rs. 1,230 

crores to enable the company to keep the operations going on.  This amount was not 

reflected in the accounts of the company.  It is surprising that the internal auditors 

i.e. the appellant with a team of 24 chartered accountants working under him could 

feign ignorance to the financial condition of the Company, more so when the 

appellant was a Sr. Vice President of the Company.  Any presumption about the 

ignorance of the appellant would belie his holding the post of Sr. Vice President of 

the Company.  If a clerk in the Company had taken the stand that he was not aware 

of financial condition, one could have believed.  But if a Sr. Vice President of the 

Company and head of the internal audit takes the stand that he was not aware of 

anything going on in the company, then the charge against him about his not 

discharging duties in a professional manner and being grossly negligent in 

performing duties would stick to him.   

25. It would not be out of place to mention here that the appellant took a stand 

that he was a victim, as he was also holding 67,000 shares of the company. This too 

is a false stand.  Although it may not be relevant to his professional misconduct, but 

the investigation made by CBI showed that the appellant had sold 87,364 shares of 

SCSL from time to time through DBS Cholamandalam Securities Ltd. and earned Rs. 

4,47,89,668.10.  These shares may be apart from the shares he was still holding. 

26. The appellant was global head of internal audit of SCSL for more than 10 

years.  He had not included audit of Oracle financials in the internal audit plan for no 

explicit reasons.  When it was included in internal audit plan, the audit of Oracle 

Financials was not carried out on the ground of shortage of manpower and when it 
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was carried out, the access to Oracle Financials was denied by the company on 

discovery of suspicious invoices by the team members.  The appellant failed to bring 

this out in the audit report and failed to get the Oracle Finance audit done.  This in 

itself was sufficient to prove the charge against the appellant regarding professional 

negligence. 

27. The Disciplinary Committee, therefore, rightly came to the conclusion about 

the professional misconduct of the appellant.  An internal auditor as per AAS7 is 

required to conduct a review of the accounting systems and related internal 

controls.  He was to monitor the operations and recommend improvements thereto.  

The appellant during the course of hearing admitted that his role as head of the 

internal audit team was to monitor all the activities of the employees of the 

company.  However, his written statement and defence show that he just relied 

upon the instructions received from the statutory auditor and the audit committee.  

He did not adhere to the functions of an internal auditor in actual terms. The 

appellant had not been able to show to the committee in what manner he exercised 

his professional expertise in verifying correctness of the cash and bank balances 

over the period under question when the cash deposits of the Company alone 

accounted for nearly 50% of the total assets of the company.  The Committee 

observed that it failed to comprehend as to how the appellant, head of internal audit 

cell, could justify his role despite totally bypassing the audit plan and ignoring 

checking of cash and bank balance of the company.  The Committee observed that all 

this showed that the appellant did not carry out independent checks to assess the 

risk of manipulations involved in different areas.  The Committee concluded that 

this conduct of the appellant as head of internal audit agency, amounted to gross 

negligence in carrying out his professional duties and professional responsibilities 

as a Chartered Accountant and he brought disrepute to the profession of Chartered 

Accountancy. 
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28. The scope of work of the internal audit team headed by the appellant was to 

determine whether the company’s network of risk management, control and 

governance process was adequate and was functioning in a manner so as to identify 

the risks and to find out the effectiveness of company’s systems of internal 

accounting and operating controls.  The Company was showing huge cash deposits 

in the form of FDRs and Current Account balances.  The appellant had admitted that 

for the year 2000-01 and 2001-02, transaction audit was being done in full. He also 

admitted that for two years after appointment of Price Waterhouse as external 

auditors, he and his team continued transaction audits, so transaction audit was the 

responsibility of the appellant at least upto the year 2003-04. Had the appellant 

conducted transaction audit and cross checked from the banks about the deposits of 

the company, the appellant would have come to know that actual cash deposits were 

not there in the banks and the financial statements of Satyam reflected a false 

picture of deposits of the company.  Had the appellant done so even for the two 

initial years, then the company and the share holders would have been saved and 

the fraud which continued thereafter could have been prevented.  However, the 

appellant seemed to be happy with his ‘share option’, a good salary package and a 

good management position for himself and was not concerned with the audit of the 

company.  Otherwise, there was no reason for the appellant to give a go-bye to the 

duties as given in the Audit Manual, which specifically prescribed about the 

responsibility of the appellant regarding risk management.  If only audit of the 

sales/services had been done, the appellant would have come to know that every 

year fake and inflated sales were being shown in the accounts and fake amount was 

being credited to the bank accounts, although no amount was going into the banks 

from these fake sales but in order to show that the amount was there, fake FDRs 

were being prepared by the company.  It is evident that the appellant kept his eyes 

closed, ears shut out and was not willing to see even the obvious.  This itself was a 

professional misconduct. 
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29. Every company doing business as an off-shore IT Company, has a systematic 

invoicing mechanism and when an order is received from a client, an ID number is 

given to the order and thereafter the client is billed either as per the time consumed 

in completing the process by the employees (who keep noting the time spent on the 

project) or for a lump sum (if the contract is a lump sum contract). Invoices are 

raised from time to time and they are fed into the financial system.  The financial 

system (Oracle Financials) reflects whether the payment for the work has been 

received and as and when the payment is received, it shows the same as amount 

received and if amount is not received by due date, it is shown as debt.  As is usual 

with every debtor, debt confirmation is sought from every client by the auditors 

only to cross check and verify the debts.  Similarly, cash confirmations are sought 

from the bank to cross check the truthfulness of bank deposits.  This bare minimum 

audit work is expected from every auditor.  Even this was not done in this case and 

that is why the company could survive with a balance sheet showing non-existing 

debts and non-existing cash.  The stand of the appellant has been that the failure to 

discover the fake debts and fake revenue was because of well designed and well 

executed plan of the management and by denial of access to data, to the internal 

audit team with clear knowledge of facts that internal audit was conducted only as a 

process audit and not as a transaction audit.  The excuse and the stand of the 

appellant belies the professional ethics expected from the appellant.  Even if the 

company had denied the access to data, it was obligatory on the appellant, as stated 

in audit manual, to ensure that the company gives access.  In case of denial of access 

to data, the appellant was obliged to qualify his audit report and put it there in bold 

letters drawing attention of directors.  To a question put to him about non-access to 

the Oracle Financials system, the response of the appellant was that he could not 

imagine at that point of time the importance of Oracle Financials and could not 

visualize the system.  The appellant did not even recommend inclusion of Oracle 

Financial system into the audit plan and this only shows the professional 
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misconduct of the appellant who did not include such an important financial tool of 

the company into the audit system.   

30. The appellant admitted that the invoices audit and expenditure audit were 

part of the audit work and the bank transactions were to be verified.  The appellant 

was in the organization since 1998 as head of the internal audit and Internal Audit 

Circle and admitted that in case of invoice audit, the invoices of an entire quarter 

were to be audited.  Thus there was no way that the appellant or his team could not 

have detected fake invoices being raised by the company through invoice 

management system or through oracle financials.   

31. The plea of the appellant that it was not the obligation of auditors to prevent 

fraud or to detect fraud is also a baseless plea.  True it is not in the charter of duties 

of an auditor to prevent fraud or to detect fraud assuming that every company is 

supposed to commit fraud and it is the duty of an auditor to prevent fraud and 

detect fraud.  However, despite there being a Finance department and an elaborate 

Accounts department, the very purpose of appointment of internal and external 

auditors is to ensure that the accounts department and the finance department of 

the company act fairly and with integrity.  Both have to be under a constant check of 

the agency called ‘internal audit’ and ‘external statutory auditors’.  Both the internal 

auditors and external auditors must use their professional skill to test and verify the 

financial information as per standards.  Had the appellant done so, we have no 

hesitation in holding that fraud of this magnitude, size and duration would not have 

gone unnoticed. Otherwise, there is no purpose of having internal auditors and 

external auditors and the companies can very well do with their Accounts 

Department and Finance Department.  Non-verification of FDRs, non-verification of 

cash lying with the banks either in the form of FDRs or in the form of current 

accounts, non-verification of debt from the parties by the internal auditors only 

show that the appellant did not chalk out the annual audit plan independently with 
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professional efficiency so as to safeguard the assets of the company in a professional 

and efficient manner and to ensure accuracy and completeness of accounting 

process. 

32. The appellant has put the responsibility of ‘annual audit plan’ also on Audit 

Committee.  This is factually incorrect.  As per Audit Manual, the Audit Committee 

was only supposed to look into the annual audit plan prepared by the appellant and 

his team members and then give suggestions.  The appellant, as per audit manual 

was free to reject all such suggestions of the Audit Committee, which were contrary 

to the interest of the company or shareholders or which hampered the duties of a 

Chartered Accountant.  The final say of accepting or rejecting the suggestions of 

departments was also with the appellant.  As head of Internal Audit and Sr. Vice 

President of the Company, the appellant was not subservient to different 

departments or to the Committees of the Company.  The appellant being the internal 

audit head was to work independently according to the audit manual, which gave 

independence to the appellant and imposed heavy responsibility on the appellant, 

as noted above.  The appellant by preparing the Annual Audit Plan as per the 

convenience of the management failed to discharge his duties as a member of the 

Institute. 

33. In the balance sheet of Satyam, a huge amount of interest accrued on FDRs 

was shown and TDS made was also shown.  However, TDS actually deducted from 

income of Satyam and deposited with the Income Tax Department did not match 

with the TDS shown to have been deducted from its income.  This fact also remained 

unnoticed by the appellant and his team. 

34. The appellant has pleaded and argued that in none of the documents relied 

upon by Director (Discipline), the appellant was cited as an accused.  Thus the prima 

facie opinion by the Director (Discipline) was baseless.  He also took the plea that 

instead of proving the guilt of the appellant, the appellant was called upon to prove 
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his innocence and the Committee was prejudiced against the appellant and 

presumed the appellant to be guilty. 

35. These pleas of the appellant have no force.  In fact it is the appellant’s own 

case that he was not aware as to what was going on in the company.  He could not 

explain as to how the company managed to show in its balance sheet non-existent 

cash of Rs. 5,040 crores or how the company managed to show non-existing debts, 

non-existing clients, non-existing revenues, non-existing FDRs, inflated sales, 

inflated TDS, inflated interest etc. The revelations made by Shri B.R. Raju showed 

that in all fields of financial activities, the accounts were being manipulated  and two 

sets of accounts, real and fictitious were being maintained. There was no area of 

finance or accounting in which large scale fudging/preparation of false accounts had 

not been going on in the company for at least 9 years.  For all these 9 years, the 

appellant was the head of Internal Audit Team employing 24 C.A.s who were 

professionally qualified to keep an eye on the accounts of the company through 

various techniques, for which they are given training by the Institute.  If in spite of 

an internal audit team of so many experts, the accounts of Satyam were being 

fudged in all areas of accounting for so many years, the onus will then lie on the 

appellant and his team members to at least justify his presence for all these years, 

The onus would be on the appellant to come and explain as to what was being done 

by him and his team during all these years when accounts were being fudged under 

their very eyes.   

36. The fact that the accounts were fudged is an undisputed fact.  Therefore, 

nothing was to be proved in respect of fudging of the accounts.  What was to be 

proved was that a prudent and professional internal audit was done. Who could 

have proved this?  It was within the special knowledge of the appellant as to what he 

and his team members had done from 2000 to 2009 in Satyam as internal auditors.  

It was expected of him and him alone to come clean and tell the Disciplinary 
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Committee how the audit was conducted; what were the functions performed by 

audit team under him and by him, despite which the Company could continue 

falsification of account from year 2000 to 2008 continuously in all areas of 

accounting. Thus his plea that onus was wrongly put on him is a baseless plea. 

37. The Disciplinary Committee also noted the defence of the appellant that it 

was not a part of his duty to verify the FDRs, bank balance, etc. and it was not part of 

the approved annual audit plan.  The Committee after considering the entire 

material came to the conclusion that the appellant as head of the internal audit cell 

of the company was to assess the internal control systems prevalent in various 

departments of the company including the accounts and finance departments.  The 

appellant as the head of internal audit team did not chalk out the audit plan 

independently which he was required to chalk out to safeguard the interest of the 

company in the efficient conduct of the business of the company, prevention and 

detection of fraud and error in and accuracy and completeness of the company’s 

accounting records and the timely preparation of reliable financial information.  The 

Committee observed that though the appellant was to take instructions from the 

audit committee but still as head of the internal audit cell, the appellant was 

required to use his professional skepticism as warranted under the circumstances.  

He was required to assess the internal audit systems prevalent in the company and 

ought to have suggested stringent checks in different areas, specifically the cash in 

the banks and bank balance and FDRs, etc.  The appellant was supposed to prepare 

an audit plan comprehensive enough to ensure that it helped in achieving the 

overall objective of an internal audit and was consistent with the goals of internal 

audit functions.  In the internal audit plan, he was required to continuously review 

and modify to bring the same in line with the changes in the audit environment.  The 

appellant, as incharge of internal audit did not appear to have modified his plan to 

look into the manner in which FDRs were kept by the company.  In the opinion of 
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the Committee, the appellant did not exercise due diligence. He was required to 

depute his team for checking the system of maintaining of FDRs and ought to have 

checked the confirmation received from the banks physically as well as through 

internet facility.  The Committee concluded that the appellant was guilty of 

professional misconduct within the meaning of clauses 7, 8 and 9 of Part-I and 

clause 1 of Part-II 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 Chartered Accountant Act, 1949. 

38. There was huge difference between the actual interest which had accrued on 

FDRs and the interest which was shown in the balance sheet year after year.  This 

difference amounted to a few hundred crores of rupees.  Since the interest was 

shown to have accrued on all bank deposits, a tax deduction was shown to have 

been made in the balance sheet while in fact there had been no accrual of interest 

and consequently no tax deduction at source.  However, the balance sheet showed 

tax deduction at source on interest much more than the actual TDS on Fixed 

Deposits.  The balance sheet as on 30th September, 2005 had shown an accrued 

interest of Rs. 376 crores.  The actual interest accrued on FDRs was Rs. 7.43 lakhs.  

The company had claimed only Rs. 1.53 lakh as TDS in its income tax return, 

whereas TDS shown in the balance sheet was Rs. 3,050 lakhs.  The response of the 

appellant as usual was that it was not within the scope of his annual audit plan to 

verify either the accrued interest on FDR or TDS deduction on interest on FDRs.  It is 

apparent from the record that entries for accrued interest were based on the 

interest calculated on FDRs for the tenure of each FDR maintained in the accounts 

wing, while most of these FDRs were forged documents and no verifications from 

the banks were done.  

39. The Committee was of the opinion that the appellant was required to provide 

periodic assessment on adequacy and effectiveness of the company’s processes for 
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controlling its activities and managing risks but the working of the company showed 

that the appellant completely failed to do so even in respect of FDRs and held the 

appellant guilty of professional misconduct falling within the meaning of clauses 7, 8 

and 9 of Part-I and clause 1 of Part-II 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.  

40. The plea of the appellant that the Disciplinary Committee did not give him 

adequate opportunity to defend himself and committed procedural irregularities 

which vitiated the order of the Disciplinary Committee is palpably untenable. The 

Disciplinary Committee while conducting inquiries had to follow the broad 

principles of natural justice.  In this case, the Disciplinary Committee gave adequate 

opportunity to the appellant to defend himself as well as to bring to the notice of the 

Committee his own version of things and the case.  When the appellant was in jail, 

the Disciplinary Committee kept adjourning the case and fixed the date so that the 

appellant was out on bail.  When the appellant came out on bail, he ensured that the 

Disciplinary Committee could not proceed and he took recourse to filing a writ 

petition in the court and obtained a stay against proceedings. When ultimately the 

stay was vacated, the appellant filed his written statement and showed total 

ignorance to the fudging of accounts.  His only defence had been that fudging and 

fabricating of the accounts by the Management was done in such a clever manner 

that he and his team could not come to know of it.  His other defence was that he 

was conducting the audit as per the Annual Audit Plan duly approved by the Audit 

Committee of the Company. He could not travel beyond that. These two defences of 

his have been found to be a sham and are discussed above.  Thus, his plea that he 

was not given adequate opportunity to defend himself is a baseless plea.   

41. His other plea that his team members were not examined also has no force.  

The team members were not facing the charge of professional misconduct in these 
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proceedings before the Disciplinary Committee.  It was he who was facing the 

charge of professional misconduct and was to examine himself or his witness about 

his conduct. In fact the Disciplinary Committee had been writing to him in every 

notice that he should file the names of witnesses he wanted to examine and should 

also file the documents he wanted to rely upon.  He did not even file the Annual 

Audit Plan or Audit Manual along with his response nor did he file any other 

document with the Disciplinary Committee on the issue of his professional conduct.  

He did not file a list of witnesses to be examined by him.  The appellant, being an 

accused in the criminal case along with other persons, had knowledge of all the 

information which had been dug out by the investigating agencies in respect of the 

accounts of the company and he was aware of all the facts.  Despite being aware of 

all the facts and having copies of charge sheets supplied to him by the trial court, he 

behaved as if he was not aware of anything and kept on asking the Institute about 

documents and did not spell out his role as internal auditor for all these years.  We, 

therefore, consider that his plea that he was not given adequate opportunity to 

defend himself is a baseless plea. 

42. Another defence raised by the appellant is that the Disciplinary Committee 

failed to apply standards regarding responsibilities of an auditor as defined in Audit 

& Assurance Standard 4 (AAS4) and the order of the Disciplinary committee was 

based on conjectures and surmises.   

43. The Disciplinary Committee was bound to weigh the conduct of the appellant 

on the yardstick of standards laid down in Internal Audit Manual of the Company 

and the standards to be followed by a prudent CA.  This was the standard by which 

the appellant had bound himself at the time of being appointed as an internal 

auditor.  The norms laid down in Internal Audit Manual of the Company were the 

responsibilities to be discharged by the appellant irrespective of other standards 

prescribed by the Institute.  The conduct of the appellant was considered by 
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Disciplinary Committee in the light of the Internal Audit Manual. The Disciplinary 

Committee as well as this Appellate Authority found his conduct lacking in 

professional ethics.  As discussed above, the appellant not only ignored his duties 

but preferred to keep his eyes shut even when his juniors and team members 

brought glaring discrepancies to his notice and the fact of being denied access to an 

important accounting  system namely Oracle Financials. 

44. Another plea taken by the appellant is that the Disciplinary Committee 

turned a blind eye to the fact that the size and volume of transactions of a company 

like Satyam did not permit hundred per cent verification of transactions and only 

sample checking could be done which was a rule for such auditing.  This argument 

stares at the face of the appellant as when the team members of the appellant 

brought to his notice 13 dubious invoices which were not found reflected in the 

Invoice Management System but were found figuring in Oracle Financials, the 

appellant did nothing.  Not only this, when after this incident, the management of 

Satyam denied his team members access to Oracle Financials, the appellant 

recorded his satisfaction about these invoices without verifying the genuineness of 

these invoices.  Since the appellant turned a blind eye to the dubious invoices 

brought to his notice in sample verification done by his team, his plea that the 

Disciplinary Committee did not consider that he could not do hundred per cent 

verification is baseless.  In fact the Disciplinary Committee had observed that 

looking at such huge bank balances shown in the balance sheet, a verification of 

these bank balances was expected from the Internal Auditors.  It is the case of the 

appellant himself that in the initial internal audit years, his team was doing 

transaction audit.  It is during these years of 2000, 2001 and 2002 that fabrication of 

accounts had started and if the transaction audit of even one quarter had been done 

completely, the fake orders, fake accounts, fake TDS deductions, fake accrual of 
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interest would have come to the notice of the appellant and his team members. But 

the case of the appellant is nothing came to his or his team members notice. 

45. The appellant has contended that the Disciplinary Committee erred in 

making new allegations as part of its findings for which no opportunity was given to 

the appellant to file written statements and the Disciplinary Committee did not give 

opportunity to the appellant to cross examine prosecution witnesses.  There was no 

new material before the Disciplinary Committee.  The entire material before the 

Disciplinary committee had been given to the appellant.  In fact the only allegation 

against the appellant was that in all areas of Satyam accounts, a large scale 

fabrication was going on despite him and his team members being the Internal 

Auditors.  Prima facie, if despite internal auditors being there, large scale fudging of 

accounts continues for such a long period in all fields of accounts it has to be 

considered that the internal auditor was not performing his duties.  This was the 

only charge which was framed in technical terms under different heads.  There was 

no new material available before the Disciplinary committee and there was no new 

charge. Thus the plea that he was not given opportunity to file written statements is 

false.  In fact the appellant had not even bothered to give direct and straightforward 

answers either to the questions put by the Disciplinary Committee or in the written 

statement filed by him.  He had been trying to twist issues and going around in 

circles in order to evade the very issue of professional misconduct. 

46. The other plea raised by the appellant is that the Disciplinary Committee 

made roving inquiries quite often without framing the charges and without putting 

the appellant on notice of the same. The entire examination of the appellant shows 

that the only effort of the Disciplinary Committee had been to know what kind of 

audit was being done by him.  Whatever inquiry was made by Disciplinary 

Committee it was made only in respect of his professional duties.  Making an inquiry 
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into professional duties of the appellant concerning the audit of Satyam cannot be 

considered a roving inquiry. 

47. The appellant contended that the Disciplinary Committee wrongly relied on 

the supplementary charge sheet filed by the CBI, which was not in existence at the 

time of framing prima facie opinion nor was the appellant given an opportunity to 

file written submissions on the supplementary charge sheet.   

48. During the trial of the appellant before the criminal court, the CBI filed two 

charge sheets, one initial and another supplementary charge sheet.  At the time 

when prima facie opinion was formed, the appellant was handed over by the 

Director (Discipline) the inquiry report of SEBI and the initial charge sheet filed by 

CBI as the documents relied upon by Director (Discipline) for forming prima facie 

opinion.  Even from these two documents, the Director (Discipline) had not culled 

out the specific role played by the appellant as alleged in the charge sheets. The 

Director (Discipline) had only culled out the gist of fudged accounts brought to the 

notice of Satyam Board Members by Shri B.R. Raju. While Shri B.R. Raju had given 

lump sum figures of inflated cash, bank balances, accrued interest, understated 

liability, etc., the charge sheet issued to appellant only contained details of these 

figures.  While Shri B.R. Raju had stated that there was over statement of cash, the 

prima facie opinion contained a table showing how much over statement was there 

year-wise.  Similarly, other tables in the charge sheet issued to the appellant showed 

year-wise/subject wise fudging.  The supplementary charge sheet filed by the CBI 

with the trial court did not give new facts about fudging of accounts. The 

supplementary charge sheet prescribed the specific role which the accused played 

all along those years when fudging was going on.  Since the Disciplinary Committee 

was not going into the criminal aspect of the matter, it was not necessary for the 

Disciplinary Committee to supply the supplementary charge sheet.  However, the 

Disciplinary Committee did supply the supplementary charge sheet and all other 
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documents which the appellant asked on the very opening day of the proceedings 

and adjourned the case, so that the documents demanded could be supplied to the 

appellant and it was specifically told to the appellant that he shall file his response 

as well as list of witnesses and other documents he wanted to rely upon. Therefore, 

the plea taken by the appellant that he was not given a copy of the supplementary 

charge sheet is baseless. 

49. The appellant has argued that the Disciplinary Committee made sweeping 

observations against him, contrary to records and found fault with him for not 

verifying FDRs.  It wrongly jumped to the conclusion that the appellant had not 

assessed internal control systems prevalent in various departments of the company.  

The Disciplinary Committee failed to appreciate that the audit had not revealed 

evidence to the contrary.  Therefore, the auditor was entitled to accept the records 

and documents as genuine and on their face value.  So no fault could have been 

found by the Disciplinary Committee against the appellant as there was no evidence 

to the contrary. 

50. This argument of the appellant is not tenable.  In fact the emphasis of the 

Disciplinary Committee has been that audit was not done in a proper manner by the 

appellant.  The evidence about forged FDRs and other fudging would have come to 

the notice of the appellant only if the appellant had conducted the Internal Audit as 

per the Internal Audit Manual and had prepared the annual audit plan as per the 

size and operations of the company and as per the risks faced by the company.  Year 

after year the Company was shown to be sitting on a pile of cash while actually there 

was no cash with the Company. A simple verification of cash lying with Banks and of 

the FDRs by the appellant would have given him enough evidence of fake FDRs.   

51. An internal auditor has to act like a friend and guide to an enterprise and as a 

holding hand in fulfilling the prime objective of maximizing returns on investment 

by due diligence and by having a hawk’s eye to see what was happening in the 
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company.  If this due diligence had been applied by the appellant, he would have 

questioned piling of such huge cash year after year which was lying unutilized, and 

despite the cash, the company was resorting to borrowing money.  These two 

contradictory situations would have activated the sixth sense in the mind of an 

auditor, which every auditor is supposed to possess, that there was something 

wrong and he would have oriented his audit in this direction.  The very fact that the 

appellant prepared an audit plan so as to ignore all these things and did not include 

Oracle Financials and did not even compare the Invoice Management System with 

Oracle Financials shows that the appellant did not want relevant evidence to be 

known to his team members or to come to him in respect of what was going on in 

the company. This does not mean that the Disciplinary Committee or an authority 

looking into his conduct could not give its finding about the professional conduct of 

the appellant.  The internal audit would have revealed evidence only if it had been 

directed and oriented in the right direction.  If the internal audit was not oriented in 

the right direction, no evidence was likely to come to the appellant to trouble his 

conscience as he seemed to be determined to act according to the wishes of the 

management.  Otherwise, there was no reason that the management could have 

been maintaining two sets of accounts, one set for the shareholders and world at 

large and one for a core group.  Had this not been so, Shri B.R. Raju in his letter 

would not have given the exact figures as to what was the difference between the 

two sets of accounts. The very fact that Shri Raju could give exact figures of 

difference between the two sets of accounts shows that Shri B.R. Raju and his 

internal circle members were part of the game. One cannot forget that the appellant 

was a Sr. Vice President in the Company. 

52. The appellant contended that there was no evidence produced before the 

Disciplinary Committee to prove that he was aware of the alleged fraud being played 

in the fudging of accounts of the company.  He submitted that the awareness of 
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difference between Invoice Management System (IMS) and Oracle Financials (OF,) 

which are two databases, could not be equated with awareness of the falsification.  

We think this argument is again a baseless argument.  It was neither the case of the 

Director (Discipline) nor the charge that the appellant was aware of the fraud being 

played in fudging of accounts.  The charge against the appellant was only that the 

appellant did not conduct himself in a professional manner and he misconducted 

himself as a Chartered Accountant.  The plea taken by the appellant that awareness 

of difference between IMS and OF cannot be equated with awareness of falsification 

is again a misleading plea.  Neither had the Disciplinary Committee known nor did 

the Director (Discipline) know what was the level of awareness of the appellant.  

The difference between IMS and OF came to the knowledge of the Disciplinary 

Committee due to the detailed investigation done by the CBI and this difference was 

put to the appellant.  The appellant admitted about this difference being known to 

him and admitted that he did not pursue this with the company.  Whether he was 

aware of the fraud or not could not have been known by the Disciplinary Committee.  

The Disciplinary Committee did not come to the conclusion that he was aware of the 

fraud.  The Disciplinary Committee only came to the conclusion that he had 

misconducted himself.  

53. The appellant has stated that no aspersions could be cast on him by the 

Disciplinary Committee for failure of his team members/team leaders, if any.  Team 

members and team leaders were his eyes and ears and unless an issue was brought 

before him, he could not have planned an action.  This argument is again a baseless 

argument.  In fact whichever material had come before the Disciplinary Committee 

it only showed that when team members/team leaders brought discrepancies to his 

notice, admittedly these were not considered by the appellant to be worth attention.  

The appellant was happy in signing the reports. As already stated, the appellant 
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acted more like a dignified clerk than like an auditor which was not expected of the 

appellant.   

54. The appellant contended that each of the three main ingredients of fraud, 

namely, motive, opportunity and rationalization were missing and the appellant had 

no intent to commit a fraud nor did he commit a fraud.  The argument is misplaced 

as it was never an issue before the Disciplinary Committee that the appellant had 

committed a fraud.  As already discussed, the issue before the Disciplinary 

Committee was that the appellant did not conduct himself in a professional manner, 

being the head of internal audit of Satyam. 

55. The other arguments advanced by the appellant are again not worth 

attention.  The appellant had harped on non-issues which were not before the 

Disciplinary Committee.  We consider that the arguments which are not germane to 

the issues before the Disciplinary Committee and before this Appellate Authority 

need not be considered. 

56. In view of the above discussion, we considered that the Disciplinary 

Committee rightly held the appellant guilty of professional misconduct under 

clauses 7, 8 & 9 of Part-I and clause 1 of Part-II of 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 Chartered Accountants Act, 1949. 

57. The appellant also argued that the punishment awarded to him was 

disproportionate to the misconduct alleged/found against him and the removal of 

his name from the Register of Members permanently shall ruin his career.  He also 

stated that he had a blotless career and this was the first Disciplinary proceedings 

against him and the Disciplinary Committee should have taken a lenient view. 

58. We have considered the facts and circumstances of the case as well as the 

punishment awarded to the appellant.  The facts reveal that for about eight long 
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years when the appellant was head of the internal audit team, responsible for the 

internal audit of Satyam, he was negligent and misconducted himself all along and 

did not discharge his professional duties in a diligent and professional manner.  He 

kept his eyes and ears closed to the misdeeds of the management and did not bother 

to reorient the internal audit plan despite discrepancies being brought to his notice 

by his team members.  He did not ensure that vital information stored in Oracle 

Financials was available to Members of internal audit team working under him so 

that effective internal audit could be done. Considering continuous professional 

negligence over such a long period which resulted into grave disrepute to the 

members, generally, of the ICAI as well as to the reputation of ICAI itself, we 

consider that the punishment awarded to the appellant was not excessive.  In our 

opinion, the punishment awarded to the appellant was commensurate with the 

misconduct on his part. 

59. We found no force in the appeal.  The appeal is hereby dismissed.  
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