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riddled with audit qualifications,
fraudulent accounting, and ignored red
flags. While the brand soared, the
balance sheet did not. KFA merely
operated from 2005 to 2012. Behind the
success and smiles of once India’s most
glamorous airline was an empire
collapsing under its own debt. 

This issue turns the spotlight on the
auditor’s role, internal control failures,
and what the fall of Kingfisher tells us
about governance, ethics, and
accountability in the real world.
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Introduction
             ~by Vedika Gupta
In the early 2000s, the Indian skies
welcomed a new player- Kingfisher
Airlines (KFA), which entered the
aviation industry with unmatched
luxury and ambition. Founded in 2003
by Dr. Vijay Mallya, it promised to
redefine air travel.

Kingfisher Airlines began operations on
May 9, 2005, under the umbrella of the
United Breweries Group. 
Branded as the “King of Good Times,”
the airline offered lavish in-flight
entertainment, impeccable service,
gourmet meals and first-class lounges,
quickly earning a five-star Skytrax
rating and a loyal customer base. 

The airline’s branding was bold and
aspirational. Its red and white livery and
celebrity endorsements made it a
lifestyle statement.
But beneath the luxury was a business 
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2005: Kingfisher Airlines launches
operations; positioned as a premium
airline

2007: Acquires Air Deccan; enters
low-cost segment

2008–09: Begins defaulting on loan
repayments; net worth deteriorates

2010:  Delays salaries, unpaid taxes
and fuel bills accumulate

2011:  Auditor issues qualified opinion,
highlighting going concern risk

2012:  DGCA suspends flying license;
operations halted

2014:  Declared “wilful defaulter” by
banks

2016: Mallya leaves India amid
mounting debt and ED investigations

2018:  UK   Court   approves   
extradition

2019: Officially declared a Fugitive
Economic Offender

Timeline: The Rise and
Ruin of KFA
Year and Key Events

Aggressive Expansion and the Air
Deccan Merger
In 2007, Kingfisher acquired a
controlling stake in Air Deccan, India’s
first low-cost carrier. The move was
aimed at expanding market share and
gaining access to international routes.
While the merger gave Kingfisher a 

Moreover, the acquisition saddled
Kingfisher with additional debt and
diluted its brand identity. The airline
now had to cater to both high-end and
cost-conscious travellers, leading to
confusion in positioning and service
delivery.

On paper, Kingfisher Airlines seemed
destined  for success backed by a
powerful brand, premium service
offerings, and an ambitious expansion
strategy. However, cracks in the
foundation became apparent early on.
Operating costs consistently outpaced
revenues, leading to persistent financial
strain. The acquisition of Air Deccan,
intended to expand market share,
instead added significant financial and
operational burdens. Lavish
expenditures and a series of
questionable business decisions rapidly
depleted cash reserves. Furthermore, 

broader footprint, it also brought
operational and cultural challenges. The
integration of two vastly different
business models—premium and budget
—proved difficult.
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amenities even on domestic routes
where low-cost competitors like IndiGo
and SpiceJet were gaining market share.
This imbalance between cost structure
and market demand was very
unsustainable. 

loans obtained from banks were
frequently diverted or misused, raising
serious concerns about potential money
laundering and financial misconduct.

KFA’s leadership continued to present a
rosy picture to stakeholders. But
auditors were not convinced.
Kingfisher borrowed over ₹9,000 crore
from a consortium of Indian public
sector banks, including SBI, IDBI, PNB,
and UCO Bank. These loans were
essentially public money — funds that
come from taxpayers and government
deposits. In theory, such lending is
secured against assets or business
viability. In practice, Kingfisher was
extended credit without strong
collateral, despite audit warnings and
repeated defaults.
Many of these loans were classified as
non-performing assets (NPAs),
meaning they stopped generating
returns, leading to massive losses for
the public banking system.

Financial Turbulence &
Audit Trail
               ~by Arshia Sharma
Kingfisher Airlines faced a rapid
financial decline beginning in 2008,
exacerbated by the global financial
crisis and rising fuel costs. The
economic slowdown impacted the air
travel demand, while the airline’s
operational costs remained among the
highest in the industry, largely due to its
insistence on offering full-service  
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Investigations by regulatory agencies,
including the Enforcement Directorate
(ED), Central Bureau of Investigation
(CBI), and Serious Fraud Investigation
Office (SFIO), revealed serious financial
irregularities. Key issues included the
diversion of bank loans - where funds
meant for working capital were rerouted
to other UB Group companies and
overseas subsidiaries, violating Reserve
Bank of India norms and loan
covenants. Auditors and investigators
also uncovered overvaluation of
intangible assets, notably the Kingfisher
brand, which was valued at over ₹4,000
crore without sufficient cash flow
backing, thus inflating the company’s 

Kingfisher’s financial woes were
increased by badly calculated strategies,
such as the acquisition of the loss-
making Air Deccan, which further
strained its resources. By 2011, the
airline was defaulting on payments to
oil companies, airports, and aircraft
lessors, and employee salaries were
delayed, leading to protests and strikes.
The situation deteriorated so severely
that by early 2012, Kingfisher had
accumulated losses exceeding ₹7,000
crore, with much of its fleet grounded
and its market share plummeting.



balance sheet and masking its eroding
net worth.

Internal controls within Kingfisher were
found to be weak, with poor
documentation, inadequate oversight
from the audit committee, and a lack of
effective remedial action despite
repeated audit warnings. Adding to this,
there was a case of window dressing and
misrepresentation to delay the
recognition of losses and conceal actual
liabilities from investors.

The Audit Trail: External Auditors,
Qualifications & Red Flags
Among KFA’s primary auditors over the
years were B K Ramadhyani & Co., S.R.
Batliboi & Associates (EY India) and BSR
& Co. (KPMG-affiliated) - the final
auditor before Kingfisher's collapse.

Statutory auditors consistently qualified 
heir reports from FY 2009 onwards,
highlighting violations of the going-
concern assumption, non-payment of
statutory dues, loan defaults, and heavy
reliance on related-party support that
never materialised.
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Audit Lapse and
Stakeholder Fallout
              ~by Ananya Rai
While everyone was busy pointing
fingers at the mounting debts,
extravagant spending, and poor
business decisions responsible for the
airline’s downfall — a key player got
away without facing the brunt of the
situation as much: the auditors, and
their failure of financial oversight.

The airline experienced major losses
between 2008 and 2012. 

Ultimately, the combination of high
operational costs, poor strategic
decisions, weak internal controls, and
financial mismanagement led to
Kingfisher’s collapse. The airline ceased
operations in 2012, leaving behind a
legacy of unpaid debts, regulatory
investigations, and a cautionary tale for
India’s aviation sector.

Over those years, Kingfisher kept
reporting substantial losses, yet public
sector banks continued to pour in loans
— more than ₹9,000 crore in total.
What made it worse was that funds
intended to keep the airline afloat were
quietly redirected to other companies
under Vijay Mallya’s United Breweries
group. This should’ve been flagged 
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immediately. Instead, the auditors
nodded along, signing off financial
statements without flagging potential
risks.

BSR & Co., an affiliate of KPMG and the
airline’s external auditor, failed to
sound the alarm when it mattered most.
Even in 2011–12, when Kingfisher’s net
worth had turned negative — an obvious
sign that the company was on the verge
of bankruptcy — the audit team
continued to assume the airline could
carry on business as usual. This is
known in auditing as the “going
concern” assumption, and in this case,
it defied all logic and evidence.

So, what went wrong? According to the
Institute of Chartered Accountants of
India (ICAI), the auditors violated
multiple key auditing standards. These
aren’t just bureaucratic rules — they
exist to protect public interest. The
auditors didn’t document their work
properly, failed to assess obvious risks
like loan defaults and fund diversion,
and neglected to seriously consider the
chance of fraud — despite obvious red
flags.
The ICAI launched disciplinary action
against those involved, calling out their
lack of independence, ethical
commitment, and basic professional
scepticism. It wasn’t just the audit firm
that failed. The Comptroller and Auditor
General (CAG) later found that even
banks gave out loans to Kingfisher with
minimal scrutiny — partly because 
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auditors didn’t raise any red flags about
the airline’s worsening finances.
The collapse of Kingfisher Airlines
wasn’t just a corporate failure — it sent
shockwaves through a wide web of
stakeholders. 

Perhaps the most tragic aspect of
Kingfisher’s downfall was the impact on
its employees. Over 3,000 staff members
were left jobless, many without
receiving months of unpaid salaries.
Pilots, engineers, cabin crew, and
ground staff—who had once been proud
ambassadors of the brand—were now
fighting legal battles for their dues.
Their careers were disrupted overnight,
and for many, the emotional and
financial toll was devastating. 

Investors, who had placed faith in the
company’s promise and trusted the
credibility of audited financial
statements, suffered heavy losses as
share prices plummeted and the
company was eventually delisted. 
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Lenders (primarily public sector
banks)faced massive non-performing
assets (NPAs), with over ₹9,000 crore in
unrecovered loans. This burden fell
indirectly on taxpayers since public
banks are funded by national resources.

Vendors, service providers, and airport
authorities also struggled with unpaid
dues, some running into crores.
Meanwhile, regulatory bodies like SEBI
and ICAI faced public scrutiny for not
catching the cracks sooner, shaking
people’s trust in institutional oversight.

Scepticism vs Silence?
This case forces us to ask a critical
question: Did the auditors do enough?
Were they blind, or did they look the other
way on purpose?

Perhaps it was a mix of both;
incompetence, complacency, and
possibly pressure to maintain a cosy
relationship with management. But
regardless of the reason, the damage
was done. Public trust was misplaced,
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financial systems were weakened, and
taxpayers were left to bear the cost.
While the statutory auditors fulfilled
their reporting obligations and issued
qualifications, there is debate over
whether they exercised adequate
professional scepticism. Should they
have resigned from the engagement or
escalated the issues further?
Moreover, regulators, lenders, and
credit rating agencies ignored audit red
flags, showing a systemic failure across
all gatekeepers of accountability.
In terms of corporate governance, the
Board of Directors and the Audit
Committee appeared largely passive,
failing to exercise adequate oversight. 

There was a notable absence of a
whistle blower culture, which
discouraged the reporting of unethical
practices. Additionally, there was no
independent challenge to major
financial decisions, undermining
accountability and transparency. Most
significantly, excessive control was
concentrated in the hands of a single
promoter, Vijay Mallya, which
weakened internal checks and balances 



and compromised the overall integrity
of the governance framework.

Even though Kingfisher was a listed
entity, it lacked transparency,
independence, and accountability
hallmarks of good governance. The
company’s decisions often served the
interests of its promoter rather than
stakeholders or the public.

The auditor’s silence didn’t just hide
Kingfisher’s downfall, it intensified it.
When those tasked with raising red flags
fail to act, the consequences go far
beyond corporate offices. It dismantles
livelihoods, drains public wealth, and
weakens the very foundation of trust in
the financial system.

Audit Questions KFA Would
Have Failed

1. Does the entity have adequate internal
financial controls?
2. Are related party transactions
appropriately disclosed?
3. Is the going concern assumption
reasonable and justified?
4. Have material uncertainties been
communicated transparently?
5. Are management representations
consistent with audit findings?

The Mallya Factor:
Perception vs Reality
               ~ by Vedika Gupta 
The fall of Kingfisher was not just
corporate; it was personal. Vijay Mallya
was declared a “wilful defaulter” in
2014. He was charged with money
laundering, criminal breach of trust,
and conspiracy. 

Additionally, he was subject to
extradition proceedings after fleeing to
the UK in 2016 and declared a Fugitive
Economic Offender (FEO) under India’s
new FEO Act in 2019 - the first
businessman to receive the label.
The case became a symbolic
representation of crony capitalism and
the failure of institutional
accountability.

After nearly nine years of silence, Vijay
Mallya resurfaced in a podcast with Raj
Shamani, sparking widespread public
debate. In the interview, Mallya
defended his actions and sought to
clarify several key points. Addressing
the collapse of Kingfisher Airlines, he
argued that business failure was being
unfairly equated with fraud, stating, “I
took over an airline, and if that fails, am
I a thief?” He distinguished between
personal and corporate liability,
emphasizing that while he guaranteed
Kingfisher’s loans, he never personally
borrowed money. Mallya also claimed
that between 2012 and 2015, he made 
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Kingfisher failed all five.
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Did You Know?

Kingfisher Airlines never turned a
profit in any financial year since
its inception in 2005, despite being
India’s second-largest airline by
market share in 2011.

The airline’s net worth was
completely eroded by 2011, yet it
continued to receive clean audit
reports until late in its lifecycle.
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or pays more than the actual value of an
asset or service being leased, often as
part of a money laundering or fund
diversion scheme).
While some viewers empathized, others
saw it as an attempt to rewrite the
narrative. The podcast humanized his
story but also highlighted the moral
complexities of debt, responsibility, and
perception.

SAAC’s Insight and Lessons for
Aspiring Auditors
                ~ by Vedika Gupta
Although thought-provoking and quite
debatable, the Kingfisher Airlines case
raises critical questions about the
ethical and accountable dimensions of
audit.

Well, SAAC believes that Kingfisher
Airlines’ downfall wasn’t solely due to
its mounting debt or the risky
acquisition of Air Deccan, but a
combination of weakness on the
auditors’ side, flawed business
operations/strategy and hidden signs of
money laundering among various other
frauds. The cracks were visible, but not
acted upon.

four settlement offers to banks, but
these were rejected due to their
insistence on recovering ₹14,000 crore
instead of the ₹6,200 crore principal. 

In a rare gesture, he apologized to
Kingfisher employees for the delayed
salaries and acknowledged the
hardships they faced. Regarding his
departure from India, Mallya
maintained that he left on a scheduled
trip in 2016 and chose not to return,
asserting that he is labeled a “fugitive”
only because of that decision and
rejecting the label “chor.”

These insights helped defend the
allegations on Mallya’s narrative but
also raised deeper questions about
whether his explanations align with
documented breaches like money
laundering and misappropriation of
funds. Notably, ED flagged illicit
diversion of over ₹3,500 crore via lease
over‑invoicing (when a company records 

Furthermore, its post-dissolution
impact on the world of audit and its
credibility, deteriorated customer trust
in the legitimacy of the business
activities and disrupted the livelihoods
of its employees and stakeholders 



4. Improve transparency and
disclosure- Timely and accurate
financial reporting is essential for
investor confidence. Auditors must
ensure that disclosures meet both the
letter and spirit of the law.

5. Corporate governance isn’t a
checkbox- Boards, audit committees,
and independent directors must be
active, informed, and ethical. Weak
oversight enables fraud.

6. Audit is not just compliance, it’s a
duty- The auditor isn’t just a checker of
accounts but a watchdog for truth. This
role must be exercised with courage and
scepticism.

7.Exercise professional skepticism-
Since it is the cornerstone of ethical
audit, especially when faced with
reputation-driven clients.
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Kingfisher owed ₹300 crore to oil
companies alone. 
IDBI sanctioned ₹860 crore
without due diligence, and later
faced internal investigations. 
Vijay Mallya once claimed: “I’m
not a defaulter; I’m a political
target.”
Kingfisher was the first Indian
Airline to offer in-flight
entertainment on every seat;
even in economy.

Did You Know?

further intensified its already-lost
reputation. 

No doubt, if Kingfisher had followed
regulatory compliance, embraced
transparency, and taken measured,
responsible, wise business decisions, it
could have redefined India’s aviation
industry. Its ambition to offer the most
luxurious flight experience could have
translated into global recognition,
market dominance, and sustainable
success.
Instead, it became one of the most
infamous companies that drowned
before it could truly soar.

This case thus teaches aspiring auditors
the following:

1. Don’t just report red flags,
investigate them- Repeatedly issuing
qualified opinions isn’t enough. If
conditions worsen, auditors must
consider withdrawal from the
engagement or whistleblowing.

2.Auditor independence is everything-
Even subtle pressures; client
relationships, brand image, or fear of
litigation - must not compromise the
auditor’s integrity.

3. Strengthen internal controls and
board oversight- Audit committees
must be empowered to question
management and ensure that internal
controls are robust and effective.
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Editor’s   Note:   Final    take
Kingfisher Airlines didn’t fail overnight.
It failed in slow motion, while red flags
flapped and stakeholders looked the
other way. 

Kingfisher Airlines is more than a
collapsed business; it is a case study in
oversight failures, audit negligence, and
governance breakdown. KFA reminds us 
that accounting without ethics is risky.
Financial statements may show
numbers, but it’s up to professionals to
ask what they mean. 

Raj Shamani’s podcast offered Mallya a
platform to share his side, but for us,
the core lessons remain: ethics,
scepticism, and accountability in
finance cannot be optional.
As students of finance,we must learn
not only to read audit reports, but to
ask, “Why isn’t anyone acting on
them?”

Today, it stands as a powerful case study
for every student of audit and finance -
that no brand, however glamorous, is
above the principles of accountability
and ethics.
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