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ABSTRACT

The decision-making of managers in corporate governance is an important part of the long-term development of an enterprise. Reasonable and effective management can directly affect the development of the company, and effective management decision-making plays an important role in detecting and preventing financial fraud.

This paper studies the effectiveness of corporate management responsibilities from the perspective of management failure, combines the theories related to enterprise management and the case of financial fraud of Luckin Coffee, analyzes the management defects of Luckin Coffee from the aspects of management mode, functional positioning, corporate social responsibility, supervision and management, finds the reasons for the financial fraud case of Luckin Coffee, and puts forward countermeasures and suggestions from the perspective of management improvement.
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INTRODUCTION
The Xiamen-based Luckin Coffee broke the record for the fastest IPO in history in June 2017 by going public in just 18 months after being incorporated. Since its listing, Starbucks and other established leaders in the coffee business have been the focus of Luckin Coffee's development scale target. As a result, improving cost performance has taken on more importance for the management of Luckin Coffee. As a result, Rising was able to swiftly win over a lot of customers by offering a lot of benefits and subsidies. However, once the constant low-cost subsidies ended, customers' support for Luckin Luckin would quickly dwindle (Danesi, 2021). However, in terms of the product itself, Luckin Coffee Company lacks fundamental technological advantages that would increase user stickiness and consumer attractiveness—that is, it lacks a core user base. Consequently, Luckin Coffee's well-known short seller "Muddy Waters" officially released an 89-page short report on January 31, 2020, exposing Luckin Coffee's financial fraud of up to 2.2 billion yuan. The report pointed out that Luckin Coffee used income and expense inflation to conceal the enormous losses brought on by its absurd subsidies (Velu, 2022).

Chapter 1: The impact of the lack of a corporate management system on enterprises
1.1 Management concepts and related theories

Taylor's scientific management theory is combined with Fayol's general management theory, which formed the management process school and includes five management roles. Fayol, who developed the management process school, specified five management functions in his general management theory (Buch, 2021). Since both scientists are from the same era, Taylor's scientific management theory has influenced Fayol's general management theory. They aim to improve managerial competence and efficiency using corporate management theory. Fayol suggests dividing the five management functions—planning, organising, directing, coordinating, and controlling—into business management activities to make management work (Endo, 2021). The five main responsibilities of management identify the daily tasks managers perform and set the framework for them (Danesi, 2021).

Mintzberg separates managers' duties into 10 roles since he believes these five functions cannot cover all of their duties. In addition, he agrees that managers in the organization have some authority, which comes with a position (Anderso, 2020). Thus, the 10 role categories are separated into decision-making, information transmission, and interpersonal functions.

Managers' interpersonal roles depend on their status and authority. The manager is the information hub, and external communication delivers data. Managers' information roles are shaped by their excessive internal information (Marcel, 2020). Due to his authority and particular information-gathering talents, the manager makes decisions and oversees the organization's policies, especially plans. Ten observable features are organized into three groups that create a whole (Kramarz, 2021).
Stakeholder Theory: Traditional market strategies aim to maximize shareholder value. The company's financial statements aim to maximize net profit or increase the income-expense gap. Traditional corporations follow the shareholder primacy principle, which requires management to maximise shareholder revenue and wealth (Danesi, 2021). Stakeholder reasoning frees this orthodox mindset. According to stakeholder theory, a firm's development depends on its many stakeholders, including suppliers, customers, employees, shareholders, creditors, and other associated parties. Stakeholder theory advocates that firms pursue all stakeholders' interests rather than just shareholder wealth (Anderso, 2020). Companies should prioritize social good over profit. Managers should comprehend and appreciate everyone who directly affects business decisions and operations and try to accommodate their wishes (Gaston, 2022).

Distant stakeholders include competitors, consumers, media, government agencies, voters, and trade unions; internal stakeholders include employees, managers, corporate divisions, and boards of directors; and external stakeholders include corporate shareholders, suppliers, creditors, local communities, and the environment. Information sharing, cooperation, consultation, and engagement are ways stakeholders can engage with the organization. Businesses should actively confront today's social issues and satisfy their social responsibility (Pei, 2021). Companies should use a financial success-oriented decision-making process and regard CSR as a critical aspect of their best long-term strategy (Aniceto, 2022). Customers are stakeholders, thus companies must prioritise sustainability and CSR. Both corporate performance and financial sustainability depend on these factors.
1.2 Impact of Luckin Coffee enterprise fraud case

- Effect on stakeholders: Information distortion immediately affects relevant stakeholders' investment decisions and results in losses, whereas financial fraud exposes the public to misleading accounting information about a company. As an illustration, the company gets a sizable amount of outside cash from its creditors and investors, which it uses to make investments to keep its capital chain running regularly. It is, nevertheless, impossible to ensure the security and growth of the relevant stakeholders' money due to the financial fraud disguised statements' inability to meet stakeholder demands and expectations (Danesi, 2021). Moreover, investors and creditors could suffer significant financial losses in the event that the fraud incidence is uncovered.

Twenty Chinese concept stocks fell by more than 1%, six Chinese concept stocks were listed on the NASDAQ market, the incident continued a week later, and a few additional Chinese concept stocks also fell to varied degrees. The cumulative decrease for ENN Concrete and Yiheng Health was 57.7% and 45.18%, respectively.

-Impact on Chinese idea stocks: Following the start of the Luckin Coffee fraud incident, the fraud's effects were directly felt in the stock prices of Chinese concept stocks, which led to a general decrease in the market's value (Jinhee, 2021). Moreover, the consequences can surpass a brief decline in the market value and damage to the company's image. The financial fraud of Chinese concept stocks has gradually eroded investor confidence in the market, driven away unsuspecting investors, and maybe lowered the stock's valuation. These developments will severely restrict the amount and variety of cash that companies can obtain (Orbeta, 2018). The US NASDAQ exchange established stronger listing review rules and controls for Chinese listed businesses in the wake of the Luckin Coffee scam episode. These included requiring companies to engage in US-related industrial activity, placing senior management staff in the US, extending the period of time that Chinese companies must be assessed for listing, and limiting the geographic reach of organisations conducting audits for Chinese idea stocks. This undoubtedly makes it harder for Chinese businesses to go public in the US (Weon, 2022).
1.3 Lack of management and financial fraud
Management overestimating firm profitability can lead to operational inefficiencies and risk aversion (Buch, 2021). Luckin Coffee's financial dishonesty stems from internal and external funding pressure. Luckin Coffee gets most of its money from outside. After losing these funding sources, the company's business strategy of giving large-scale customer subsidies makes it difficult to sustain operations and undertake expansion-related investments (Danesi, 2021). Luckin Coffee's negative cash flow from continuous operations may deter investors from investing due to concerns about the company's viability. To keep shareholders and potential investors interested, management must convey relevant financial statement such as meeting business expectations and minimizing financial risk. Luckin Coffee's rapid offline store expansion requires major financial help. Sometimes this means modifying accounting accounts to make expenditures more fair to make up for the absence of funds (Jarsma, 2020).

Its unethical behavior and decision-making to increase shareholder wealth, ownership imbalance, and lack of internal control are the main internal management causes contributing to Luckin Coffee's financial fraud. The company's financial performance is prioritized over its social benefits, and management is unaware of all those directly touched by its activities and outcomes (Zeen, 2018). First, Luckin Coffee's stock is too concentrated, giving a few persons unfettered power over crucial workers. This will certainly make democratic decisions difficult for the corporation and meddle disproportionately with accounting procedures and crucial judgments. Finally, it may commit financial deception to advance its goals (Gaston, 2022).

Second, the company's management or personnel has committed financial fraud, resulting in management errors. Muddy Waters found that Luckin Coffee's management had engaged in unethical practices such swapping 49% of the company's stock through stock pledges, which could have hurt minority shareholders (Velu, 2022). Investors in other companies where Sean Shao was an independent director had lost money. Finally, some relatives had been dishonest (Velu, 2022). These may cause group wrongdoing (Wright, 2021).
Lack of external control and auditor failure are Luckin Coffee's main external financial fraud risks. Audit institutions and auditors have been accused of financial malfeasance in recent years, raising issues about their impartiality and competency (Kramarz, 2021). Ernst & Young said it has reviewed Luckin Coffee's financial reports before 2018, but not after its listing. EY investigated Luckin Coffee before Muddy Waters' short-selling report and found no fraud. According to Muddy Waters' analysis, various audit procedures may have uncovered Luckin Coffee's flaws. However, EY botched its auditing job (Velu, 2022). The poor regulatory structure for Internet-listed companies makes it difficult to discover burgeoning fraud schemes;Luckin Coffee initially denied Muddy Waters' allegations of financial misdeeds and accused them of lacking evidence. Ernst & Young's internal probe and audit committee notification led Luckin Coffee to admit its financial irregularities. The fact that Lu Zhengyao, the company's chairman at the time, publicly supported front-line staff despite the financial crime being made public suggests that management is justifying the company's financial fraud (Velu, 2022).
If management is Xi to justify accounting fraud logically, corporate management fraud is easy (Marcel, 2021). Luckin Coffee initially denied Muddy Waters' allegations of financial misdeeds and accused them of lacking evidence. Ernst & Young's internal probe and audit committee notification led Luckin Coffee to admit its financial irregularities. The fact that Lu Zhengyao, the company's chairman at the time, publicly supported front-line staff despite the financial crime being made public suggests that management is justifying the company's financial fraud (Velu, 2022). In conclusion, businesses ought to concentrate on those stakeholders who possess authority, credibility, a pressing need, or both (Marcel, 2021). A relationship that is both advantageous to the organization and its shareholders should be a part of interactions with stakeholders. The organization's senior management must be effective communicators because stakeholders engage with it through participation, consultation, cooperation, and information sharing (Weon, 2022). Stakeholders themselves have the power to both encourage and restrict managerial conduct. Studies have also been conducted to determine the connection between managers' actions and rationality (Jinhee, 2021).
Chapter 2: Analysis of Unethical Behavior in the Financial Fraud Case of Luckin Coffee

2.1 Unethical behavior of managers

Financial managers have broken their civic duty to disclose information honestly while also misleading investors.

All shareholders and operators are involved in the main agency issue that listed organizations deal with; in other words, the COO and his group perpetrate financial fraud by inflating advertising expenditures, store income, and other associated expenses.

The fact that the operations manager was able to assume leadership in this instance of financial fraud suggests that managers have not performed the essential duties of overseeing, evaluating, and correcting workers' job performance, and that Luckin Coffee's internal management control is woefully inadequate (Danesi, 2021). The fraud occurrence at Luckin Coffee is expected to significantly affect the company's reputation, hinder its long-term growth, and compromise the interests of relevant stakeholders. Aniceto (2022) lists a number of additional factors that may have contributed to the situation, such as the inability to serve as an informational role, the failure to recognize changes in the organization's internal and external environment, the delay in identifying financial difficulties, and the failure to recognize potential threats to the business under the rapid expansion strategy.

2.2 Unethical behavior at the level of governance

Unethical behavior on the part of the government

It violated the rights of shareholders, failed to actively carry out management and oversight responsibilities, and even engaged in a plot to violate the ethical standards of corporate social responsibility. Moral hazard has increased as a result of large-scale equity commitment cash-outs at the governance level, and the company has suffered large losses (Aniceto, 2022). After making the equity guarantee, it can adopt risky business practises that increase Luckin Coffee's business risk.

Rising Coffee's decision-making function is incapable of conducting data analysis and making inferences. Rather, by letting the working group go along the predefined path without considering the company's sustainable development plan, managers make choices that will help the business in the short run (Wright, 2021). Four essential components of a successful strategy are unity, continuity, accuracy, and flexibility. Coffee design lacks uniqueness and innovation because to the overemphasis on rapid development, which also ignores the core problems that firms in the sector are facing (Gaston, 2022). Without timely monitoring and management responsibilities to establish an appropriate development plan, the organization is unable to accurately evaluate itself.

2.3 Decision-making and development

Corporate governance is contingent upon the collaborative involvement of all relevant parties, such as creditors, customers, suppliers, employees, and shareholders. This is due to the fact that corporate governance basically consists of the natural integration of stakeholder checks and balances. Thus, all stakeholders should be the primary body of corporate governance from the beginning (Endo, 2021). The traditional management approach forms the basis of Rising Coffee's management strategy. It highlights the importance of management leadership, the idea of a single integrated plan with the goal of improving organizational performance, profitability, and productivity, the execution of a rapidly expanding corporate strategy, and the emphasis on capital. However, it has chosen to take a laissez-faire approach to management. This approach allows employees to apply their expertise to solve problems and make decisions in their areas of expertise, but it also allows for uneven task execution and outcome attainment, which can lead to issues with performance and quality and is the main reason behind the Luckin financial fraud case. Therefore, diversified management techniques are the only ones that can swiftly adapt to changes in the market and develop a successful corporate strategy (Feenstra, 2019).

According to control activities, the main reason for the financial fraud case of Luckin Coffee is improper debt management, which results in an accounting system control failure (Arribas, 2021).

Businesses need to set up effective internal control monitoring techniques and internal control construction and implementation to find problems fast (Jarsma, 2020). Luckin Coffee hired ShineWing as an external auditor to support the internal audit oversight body. The audit process was not effectively supervised, numerous questions went unanswered, no additional verification or recalculation of the problematic matters was done, some accounting estimates were allowed in some accounting calculations, and the lack of both internal and external supervision also created hidden risks for the incident to occur (Aniceto, 2022). These issues were caused by ShineWing's lack of independence.

2.4 Mainstream v Critical
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Fayol’s Management Processes

Shape the long-term concept of profit to support the growth of managers' corporate ethics. In order to keep the company out of financial difficulties, managers must plan their own businesses reasonably, coordinate all resource-related activities in accordance with the current circumstances, and learn how to allocate funds sensibly, according to Henery's and Mintzberg's management theories (see the above figure) (Zeen, 2018). When expanding stores, relevant management personnel must conduct practical investigations, improve the critical evaluation skills of the responsible personnel of the corresponding departments, and expand their own professional knowledge in order to make up for the shortcomings in traditional enterprise management (Jiawei, 2019).

To bolster business ethics, cultivate a healthy workplace culture (Cuyvers, 2019). Enterprise managers need to achieve a higher degree of moral consciousness, abandon the outdated business model of putting their personal interests first, include integrity management and social responsibility into the idea of enterprise development, and become more morally aware (Buch, 2021). It has to set an example for the company if it wants to speak for it. Raising the threshold for employment is necessary for it to be a moral employer, especially for department managers who have higher ethical and professional standards to uphold (Jinhee, 2021).

support the internal management structure and system: To maximize the ownership structure of the company, the phenomenon of one firm being the largest under traditional management needs to be avoided (Feenstra, 2019). In addition, additional stakeholders would suffer from the lack of internal checks and balances.

Conclusion

The incidence of significant financial fraud suggests that Luckin Coffee's corporate managers' governance and control framework is inadequate. Financial fraud can be efficiently prevented by reasonable and effective business management (Aniceto, 2022). Nevertheless, Luckin Coffee's corporate management structure and stock structure are flawed. The primary driving force behind financial fraud is the disparity in Luckin's ownership structure. Failures in the company's internal control system or in management that result in a lack of moral and ethical responsibility among staff members can also cause financial fraud and have a detrimental effect on the capacity of the business to expand sustainably (Velu, 2022).

Recommendations
Incorporating a range of stakeholders into the decision-making process is essential for a long-term sustainable company development strategy (Anderso, 2020）. This approach not only upholds ethical standards but also serves as a valuable strategic tool that can bolster the organization's competitive edge (Zeen, 2018). Enterprise managers must be well-versed in all aspects of business, organisational objectives, their own level of responsibility, personnel management, and customer service (Endo, 2021). They must also be aware of the duties and content of management in addition to its process.

The implementation of internal checks and balances within the organisation, the creation of an efficient system for operators to be supervised and restrained, and the decrease of "agency costs" are all made possible by stakeholder participation in corporate governance (Bacon, 2019). Incorporating stakeholders into corporate governance can be a useful approach. As corporate governance is essentially the natural integration of multiple stakeholders' mutual checks and balances, its core group should always consist of shareholders, employees, creditors, and customers (Arribas, 2021). Because suppliers have invested in dedicated risk assets and shared the remaining company risks, stakeholders will generate sufficient incentives to exercise the right of supervision, which is necessary for the formation of effective corporate governance; It is clear that involving stakeholders in corporate governance can help address issues with inadequate oversight, asymmetric knowledge, and incentives in the initial principal-agent relationship. This can lower agency costs and create efficient internal checks and balances (Kramarz, 2021). Stakeholder theory can thus be viewed as a useful addition to the conventional principal-agent theory.

Second, the involvement of stakeholders in corporate governance encourages them to strive towards enhancing the long-term success of the company and helps to effectively safeguard their interests (Danesi, 2021). Since the majority of stakeholders are "outsiders" in the firm, managers and significant shareholders frequently violate their interests, which is manifestly detrimental to the long-term growth of the business. Theoretically, if the corporate governance framework sufficiently protects stakeholders' interests, it will lessen the risks that they really face, which will motivate them to make committed investments that will be very advantageous to the business.

Lastly, the realisation of corporate social responsibility can benefit from stakeholder participation in corporate governance by improving the external environment (Jinhee, 2021). Stakeholder participation in corporate governance can help the business take into account the interests of customers, consumers, communities, social groups, etc. and create a stable development environment for the company's growth (Danesi, 2021). While a company's short-term profits may suffer from social responsibility, the enterprise's long-term growth depends on a healthy social, ecological, and community environment.
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