	Satyam scam: It was there, we refused to look

12 Jan 2009, 0830 hrs IST, Krishna Kant, ET Bureau

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	The stock market and Satyam Computer’s investors were spooked by the revelations of its promoter and former chairman B. Ramalinga Raju. It turned out that the reported cash pile on

which the company was sitting was fictitious. Not only that, even profit and loss accounts were doctored to the extent that actual operating profit (claimed Raju) was around 10% of the reported amount. In case of cash and cash equivalent the discrepancy was over 95%. 

The disclosure came as a nuclear bomb and nearly wipedoff Satyam’s market value in two trading sessions. What a sudden reversal for a company, which till few days ago was India’s fourth-largest IT service company. The episode however raises a pertinent question. What was more shocking: the amount of discrepancy in books or the disclosure itself? 

If latter is the case, as the market reaction suggests, then it just shows market and shareholders’ helplessness against a promoter hell bent on impressing the street, quarter after quarter with cooked-up numbers. Or is it a case of negligence on part of shareholders and fund managers who took company’s claims on the face value without doing a proper scrutiny of the various statutory financial statements
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submitted by the company at the end of each financial year. 

Any company submits basically three kind of financial statements—balance sheet, profit and loss (P&L ) statement and cash flows statement. The balance sheet measures the assets and liabilities of a company at the end of a financial year or quarter. 

The changes in the balance-sheet flow through either the P&L statement or though changes in cash flows from various sources (operations, investment or financing). Given this, every year-on-year change in any entry in balance sheet should be matched by a suitable change in other two accounts. It’s common knowledge that it’s easier to cook one account but far tougher and riskier to cook three accounts together. 

And this is what happened in case of Satyam Computers. The market perception that the company was sitting on a cash pile of over Rs 5,000 crore was based on the relevant entry into its balance sheet. However it was not matched by relevant entry into cash flow statement. 

For the year ending March 31, 2008, the company reported a cash and bank balance of Rs 4,461 crore under the head of current asset, loans and advances in its balance sheet. According to its cash flow statement however, the company ended the year with cash and cash equivalent of only Rs 1,153 crore. As the one of the charts above shows, this number matches in case of all other companies including its peers such as Infosys Technologies and Wipro. 

If company is to be believed, long-term deposits with the banks accounted for this discrepancy. But how can the company treat it as cash and cash equivalent in one account and not in other? In fact, any bank deposits are considered to be cash equivalent and treated as such by all companies. 
Even in case of Satyam, the two entries were matching till year-ending March 2002. The discrepancy cropped for the first time in FY03, when 

suddenly company reported bank (term) deposit of around Rs 820 crore. After that, company’s reported cash and bank balance including term deposits continue to swell without matching growth in cash flows. 

In fact, Satyam’s free cash flows (net cash flow from operations minus cash expenses incurred on investing activities) continue to wobble and in fact was negative in two years. Naturally, balance sheet entry regarding ever-growing cash pile was not supported by matching buoyancy in cash flows. 

With each passing year, the situation was getting perilous and the company had to create even bigger fictitious bank deposits to plug the hole in cash flows. It was for all to see. Sadly however the market was too busy tracking its quarterly earning per share and had little time to match the three accounts line by line.


	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


	

	

	


