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ABSTRACT 

In recent years, the relationship between management and ownership has 
become the base of a modern corporation. Corporate governance entails a set 
of relationships amongst the company’s stakeholders which further provide 
the structure which sets the company’s objectives and the very means to 
achieve them. While companies globally are acknowledging the importance 
of a good corporate governance structure and its impact on their operational 
value, India is way behind in the standards of its corporate governance 
structures. One of the biggest failures of corporate governance in India was 
the infamous Sahara Scam. The aggressive regulatory conflict between SEBI 
and the Sahara Group for almost 5 years exposed an unimaginable scale of 
unethical operations that the Sahara Group was carrying on. Moreover, the 
importance of ethics and corporate governance was also brought into the 
limelight by the Satyam Scandal, an unforgettable corporate accounting 
fraud that undermined the integrity of financial reports and the Indian 
economy. Ultimately it is the investors, whose trust was eroded and lost in 
this corporate battle fuelled by human greed. Both these cases are a testament 
to the fact that, although companies may not necessarily be rewarded for their 
socially responsible actions, irresponsibility never comes without a price. 
This research paper taps into the pitfalls of Companies Law that essentially 
aided the two biggest corporate scandals in India. 

Keywords: Sahara Scam, Satyam Scandal, SEBI, Satyam Scandal, 
Companies Act, Corporate Governance. 
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Introduction 

Within this current economic and social environment, CSR and ethical communication 

concerns have been becoming increasingly important. The inability to prepare for long-term 

social and environmental consequences renders the business organizations unsustainable. CSR 

is a method of integrating social and environmental issues into corporate processes and the 

company’s relationships with its stakeholders. The major stakeholders of any company are 

Investors who finance fifty percent of their finances by purchasing stock or a “part” In-

company holding.” Companies then compensate owners by way of dividends, which is a 

portion of earnings.1  

The following case will give a better understanding that while corporations may not 

necessarily be compensated for corporate accountability, irresponsibility; however; is not 

priceless. 

Case Summary 

The scam was associated with two major subsidiaries of Sahara named Sahara India 

Real Estate Corporation Ltd. and Sahara Housing Investment Corporation Ltd. It came into the 

notice of SEBI in 2009-10 when Roshan Lal, an Indore-based chartered accountant, wrote to 

the National Housing Bank, demanding an investigation of the irregularities of housing bonds 

issued by the Sahara group’s two firms. He believed that the bonds had not been issued 

following the legislation at the time. Due to a lack of power to prosecute the issue, NHB sent 

the complaint to the SEBI.2 The DRHP prepared by the two businesses to obtain equity for the 

real estate business Sahara Prime City Limited through an IPO was evaluated by SEBI. In its 

findings, SEBI reported that the two companies have raised around ₹24000 crores from almost 

₹2 crores investors via optionally fully convertible debentures (OFCD). Sahara questioned the 

authority’s order stating that the Capital Markets Regulator has no authority over group 

companies that have not been listed. The court rejected Sahara’s petition. 

Whose instructions did the Sahara not fulfill?  

Sahara was given a time of ninety days to deposit around ₹24,000 Cr. After that, SEBI was 

empowered to freeze its accounts. Sahara constantly missed deadlines to comply with the 

 
1 SEBI Bars Subrata Roy from Raising Funds, OUTLOOK MAGAZINE (NOV 14, 2014). 
2 Jagannadha Rao, The Law of Contempt in Light of Sahara v. SEBI, 25 N. L. S. I. REV. 1, 14 (2013). 
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orders of the Supreme Court. It claimed that the total money due is ₹5,200 Cr, as the balance 

was already repaid. Meanwhile, SEBI informed the court that the refund procedure has begun; 

but it could not track several of its stakeholders.  

What did the supreme court do? 

After the company was unable to deposit the sum with SEBI, the SC ordered Sahara to 

send a bank guarantee for ₹20,000 Crore before Oct. 28, 2014. In March 2015, two Saharan 

groups had asked the court to return around ₹24,000 crore and nearly ₹3 crore investors through 

the SEBI market regulator by August 2012. 

Aftermath and Current Status 

In 2019, the company’s total liabilities rose to ₹25,781 crores. The SC claimed that the 

corporation also owes ₹10,621 crores to fulfill its entire liability. Recently, it gave its nod to 

the sale of Sahara’s flagship property after failing to deposit ₹750 Crore in the SEBI – Sahara 

refund account.3 Sahara has already filed a review petition before the Supreme Court to 

reconsider this decision.  

What lessons are learned from Sahara Case? 

The lessons learned can be divided into three major points: 

- Is India fully prepared to track, stop and penalize concerted efforts? The court’s order 

explains how two Saharan company companies had made a pre-planned attempt to 

“overcome the legislative and regulatory powers of the SEBI.” The authority must take 

steps to institutionalize the contents that led to the case being won.4  

- The case illustrates the issue of information collection and coordination among various 

financial sector regulators. The authority came on alert to their actions two years after the 

launch of the Sahara Group came to SEBI for the “legal” public watchdog problem. More 

coordination and regulation are required at the grass root levels. 

 

Issues related to the provisions of the Companies Law 

Several legal issues identified in the Sahara scam are illustrated below- 

 
3 Ram Milan, Financial frauds in India, 11 Z. INT. J. M .R 276, 278 (2018). 
4 SC orders Sahara to refund Rs. 24,400 crore, THE HINDU (AUG. 31, 2012). 
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Whether SEBI, according to Sections 11, 11A, and 11B of the SEBI Act and Section 

55A of the Companies Act, has the authority to investigate and this case, or is it under the 

jurisdiction of MCA under Section 55A of the CA.5  The Supreme Court determined that SEBI 

does indeed have the authority to adjudicate in this case. It possesses unique powers which are 

not in conflict with any other provisions of any other law and should be read in harmony with 

such other provisions; and that there are no conflicts of jurisdiction between MCA and SEBI 

in matters involving investor interests. Accordingly, the Supreme Court enacted the SEBI Act 

and inserted Section 55A into the Companies Act, which confers unique authorities on SEBI in 

connection with the issuing, allocating, and transferring securities. The court noted that Section 

55A provides SEBI the authority to administer in matters relating to the issuance and 

transferring of securities and non-payment of dividends. 

Whether the issuing of OFCD(s) to millions of individuals subscribed to the issue 

qualifies as a Private Placement, evading the rules of the SEBI and the different sections of the 

CA? The SC held that, though the companies intended to make the issuance of OFCDs seem 

to be a private placement, this is no longer the case when such securities are sold to more than 

fifty individuals. Section 67(3) expressly states that when a security is offered to and subscribed 

to by more than fifty individuals, it is regarded as a Public Offer, and therefore SEBI has 

jurisdiction over the case. The issuer must comply with the different rules of the legislative 

framework governing public offerings. Although the Sahara Companies argued that they are 

exempt due to the provisos to this Section, the court determined that this argument lacked 

sufficient support.  

Whether the listing requirements of Section. 73 apply uniformly to all public issues, or 

are they conditional on the company’s “intention” to be listed? Sahara contended that the 

listing requirement under Section 73 of the CA is not required and only applies to companies 

that “plan to become listed,” no firm may be compelled to become listed on a stock market 

since this would violate the Corporate Autonomy. The court rejected this argument, holding 

that as long as the law is clear and concise and securities are issued to more than forty-nine 

persons under Section 67(3) of the Companies Act, the intention of the Companies to become 

listed is irrelevant, and Section 73 (1) is an obligatory provision that companies must abide by. 

 

 
5 Rao, supra note 3, at 13 
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Conclusion 

In many ways, the company’s activities have been regarded as an alarming call on the 

ambiguous dealings within big corporate houses. Further, the authority has proved efficient 

machinery in addressing this scam extensively even though it has limited regulations of unlisted 

Indian companies.6 However, there are several explanations for such mis happenings or 

controversies, such as non-transparency, inadequate provisions, political nexus, and investors’ 

arrogance. Thus, it seems that it is the responsibility of the governments & the agencies to 

protect the interest of its stakeholders & its taxpayers as well as the rights of the nation by 

introducing necessary provisions as per the emerging market requirements.7 

The Satyam Scandal 

Anatomy of the Satyam Scandal: Issues pertaining to the scam 

  Issues started in Satyam in 2008, when its administrator Mr. Ramalinga Raju, in a 

shocking step, announced a bid of $1.6 billion for two Maytas organizations. Finally, in Jan. 

2009, Mr. Raju announced budgetary extortion of over ₹7800 crore and surrendered as 

Satyam’s administrator. He discovered in his letter that his only effort to buy Maytas 

organizations was to load up invented capital with genuine ones. The Focal government took 

responsibility for the polluted organization.  

The Modus Operandi of Satyam 

Showing ‘Fake’ Employees: “One of Satyam’s significant causes of sulk was 

manipulation in the number of employees. Satyam’s founder-chairman, Raju, claimed that the 

firm had 53,000 workers. However, the actual number was somewhere around 43,000 as per 

the investigation. Money in the form of Salaries charged to ghost employees amounted to 

around $4 Million a month and was redirected from front Companies and through accounts 

belonging to Mr. Raju’s brothers and his mother.8  

The Insider Trading Activities at Satyam: Investigations into the Satyam scam have 

shown that “the promoters indulged in the foulest insider trading in the company to raise funds 

 
6 Deepika Kulhari, Examination of Historical Advancement of Corporate Governance in India–Contemporary 
Issues and Way Forward, 3 Q. AC. J. 14, 17 (2021). 
7 T. Ahmad, T. Malawat, et al., Satyam Scam in the Contemporary corporate world: A case study in Indian 
Perspective, IUP JOURNAL, pp. 1-48 (2010). 
8 A. Krishnan, Finally, the truth about Satyam, THE HINDU BUSINESSLINE (JULY 18, 2014). 
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to create a massive bank.” According to the SFIO Report findings, Ramalinga Raju sold 98 

lakh shares collecting in ₹773.42 Crores, while his brother sold 1.1 Crore shares extorting 

₹894.32. Accused of unfair stock manipulation and insider dealing, SEBI requested them to 

deposit their “unlawful gains” to the regulator within 45 days, which amounted to ₹1850 along 

with an interest of 12%. 

Corporate Governance Issues at Satyam: Satyam grossly breached all corporate 

governance laws. It had little to no successful relationship with shareholders and employees. 

As Kahn Stated,9 “The CG problem at Satyam emerged because the company failed to fulfill 

its obligations to the stakeholders.10 Shareholders never had the chance to consent to the Matyas 

announcement, and further, they forwarded ‘falsified’ documents containing massively 

‘inflated’ accounting reports.11  

The Aftermath of Satyam Scandal 

The aftermath of this scandal reflected in its shares being plummeted to ₹11, as against 

the peak of ₹544 in 2008. Criminal charges were brought against Mr. Raju, including criminal 

fraud, violation of confidence, and falsification.12 

What Lessons are learned from Satyam Scam Case? 

- Investigate All Inaccuracies: Satyam’s fraud scheme began relatively little. However, 

gradually it came out as a disaster for society. Dividing tasks through a team of individuals 

facilitates the detection of any irregularities or misappropriation.13 

- Corporate governance must be more robust: Satyam is another example that calls for better 

Corporate Governance. All public corporations must be patient when choosing their 

executives, senior administrators. These are all the individuals who set the company’s tone. 

Further, it calls for a separation between the CEO’s position and the board chairman. 

Splitting the tasks helps escape circumstances like Satyam.14 

 
9 M.L. Bhasin, Debacle of Satyam Computers Limited: A Case Study of India’s Enron, WULFENIA, 23(3), 124-
162 (MAR. 2014). 
10 M. L. Bhasin, Survey of Creative Accounting Practices: An Empirical Study, WULFENIA, 23(1), 143-162. 
(JAN. 2016). 
11 K.V. Ramana, 7,561 fake invoices=Rs.5,117 crore Sales, DAILY NEWS ANALYSIS (APR. 15 2009). 
12 A. Krishnan, Finally, the truth about Satyam, THE HINDU BUSINESS LINE (JULY 18, 2014). 
13 Id. 
14 M.L. Bhasin, Strengthening Corporate Governance through an Audit Committee: An Empirical Study, 
WULFENIA 23(2), (FEB 2-27 2016). 
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- Interdisciplinary economic and management analysis: The Satyam Computer Services 

scam highlighted the complexity and significance of ethics and its relevance to the business 

environment. The crime perpetrated by Satyam’s creators is proof that behavioural 

psychology is primarily influenced by human appetite for wealth, fame and it is shine. 

 

Issues concerning the provisions of the Company Law 

Certain legal issues identified in Satyam scandal have been illustrated below:  

A director is responsible for damages to a third party if he or she fails to include any 

particulars as required by Section 56 and Schedule II of the Company Act or if facts in the 

prospectus are misstated. Further, Section 62 states that a director is personally accountable for 

compensation to anybody who subscribes to any shares or debentures in good faith of the 

prospectus for any losses or damages he may have received as a result of any inaccurate or 

misleading statements included therein. 

In accordance with Section 69(5) read in conjunction with SEBI standards, if funds are 

not returned within 130 days on the date of the issuance of the prospectus, the company’s 

directors will be jointly and severally responsible for refunding that money with interest 

compounded daily at a rate of 6% until the last day. 

Directors may also be held personally accountable for debts or obligations of a 

corporation pursuant to a court order under Section 542. The court must issue such an order in 

which the directors were convicted of fraudulent trading. In this case, Section 542(1) specifies 

that if, during the process of a company’s winding up, it emerges that any business has been 

conducted to defraud the company’s creditors or any other individual court on the application 

of the Official Liquidator, declare that parties who were purposely carrying the business in this 

manner will be personally liable for any or any of the company’s debts or other liabilities, as 

the court may instruct.  

Under Section 628 of the Act, any individual who willfully makes a false or incorrect 

statement in any company document, resulting in a loss to those who depend on such records 

shall be punished under the provisions provided within the Act. Further, under Section 635 of 

the Act, the CG may investigate the company’s affairs, including through the Serious Frauds 

Investigation Office 
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Conclusion 

All kinds of scandals proved the need for ethical behavior centered on strict ethics. In 

Satyam Case, the Indian government took stringent steps to secure market interest, safeguard 

India’s reputation and the nation’s picture worldwide. In addition, the Satyam scam prompted 

the government to rewrite CG laws and tighten the norms for auditors and accountants. With 

the British legal15 system’s heritage,16 India has one of the better CG rules, but weak 

implementation along with pre-reform socialist initiatives influenced CG. Since liberalization, 

however, focused significant efforts have been directed on revising the SEBI regime, 

Instituting Clause 49 in CG’s Listing Agreements. Furthermore, the CG architecture must be 

improved and applied in both “letter and spirit” and should be executed powerfully to curtail 

white-collar offences.17  

 

 

 

 

 
15 Id. 
16 C. S. Alok Singh, Investor Protection: A critical analysis with Satyam Fund, CA CLUB INDIA (NOV. 26, 2009). 
17 Srinivasan K, Concerns stemming from a corporate fraud, CORPORATE LAW ADVISOR (FEB.1, 2009). 


