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Executive Summary
In recent years, financial scandals have occurred repeatedly, largely due to the failure of corporate governance, which has provided opportunities for financial fraud. The scandal involving Toshiba Corporation, Japan's largest semiconductor manufacturer and the second-largest integrated television manufacturer, shocked the world in July 2015. Toshiba engaged in financial fraud for seven consecutive years, overstating profits by 156.2 billion yen (approximately $12.7 billion), causing significant losses to investors. The "Toshiba accounting scandal" became Japan's largest financial fraud case after the Olympus accounting scandal, which concealed losses of $1.7 billion.

This article primarily analyzes the causes and consequences of the Toshiba fraud, government policies, ethical theories, and other aspects to study the governance issues it reveals. Firstly, it examines the detailed overview of the fraud incident, summarizes the key factors contributing to its occurrence, and identifies the triggering events. Secondly, it analyzes the ethical issues in corporate governance, delving into the moral dilemmas arising from Toshiba's governance practices. Building upon this analysis, it assesses the impact of the Toshiba financial fraud on its stakeholders. Finally, by synthesizing and summarizing the Toshiba financial fraud incident, it proposes effective remedial measures from the perspective of corporate governance to address deficiencies and enhance corporate value.
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1.Introduction  

In recent years, rapid advancements in science and technology, coupled with deepening economic globalization, have led to significant changes in the economic landscape. In this case, more and more organizations choose transnational cooperation, and the phenomenon of cross-industry competition is intensified. This also increases uncertainty and operational risk for companies, which will eventually lead to recurring issues of corporate governance and financial misconduct.

In the early 2000s, financial scandals such as Enron and WorldCom sent shockwaves through the capital markets, exposing flaws in corporate governance in listed companies. Although in the "Worldcom scandal", the company's internal audit department found financial fraud, the first exposure, the company's interests were not further damaged. However, similar financial misconduct scandals continue to occur, among which the disclosure of Toshiba's financial scandal in July 2015 shocked the world. Toshiba has been exposed as a financial fraud for seven consecutive years, overstating profits to 156.2 billion yen ($1.27 billion) and causing heavy losses to investors.

On December 20, 2023, Toshiba was delisted from the Tokyo Stock Exchange, ending its 74-year tenure as a publicly listed company and becoming a private entity. The company's downfall prompted profound reflection in the market, with the main cause attributed to governance shortcomings. This paper comprehensively analyzes governance issues both internally and externally, aiming to provide relevant advice and warnings to other companies in terms of corporate governance practices.

2.Main Findings

2.1 Corporate Governance Crisis Analysis

2.1.1 A detailed overview of Toshiba's corporate governance scandal

Toshiba, established in 1875, is a diversified electrical/electronics manufacturer in Japan, providing products and services globally (Verschoor, 2015) [1]. It was once the world's fifth-largest personal computer supplier, with revenues of $55.5 billion in the fiscal year 2014. Since the global financial crisis of 2008, Toshiba's finances have slumped, with year-end profits reaching 340 billion yen in debt. However, in order to maintain its positive market image, President Atsutoshi Nishida set performance targets that would have been impossible for the business unit to achieve under normal operating conditions. Therefore, in order to inflate profits, methods such as inventory hoarding, accounting estimates and manipulation are used incorrectly. The company's accounting department not only turned a blind eye to these improper accounting practices, but even assisted them (Kirk, 2015) [2]. The failure of oversight and management by the board of directors, the audit committee, and internal and external audits led to continued misconduct under the leadership of subsequent presidents Norio Sasaki and Hisao Tanaka (Kang & Bang, 2015) [3].

Toshiba received a notification from the Securities and Exchange Surveillance Commission (SESC) of Japan in February 2015, requiring an investigation into accounting issues (overstating net profits) reported by employees (Jennings, 2015) [4]. Toshiba established a special investigation committee and conducted a self-assessment, revealing multiple fraudulent accounting practices (related to recording and video product business operating expenses, semiconductor business inventory valuation accounting, and PC business component transaction accounting). Further investigations showed that Toshiba had overstated profits by at least $1.2 billion over seven years since 2008, severely misleading investors.

The Toshiba accounting scandal is not only an issue of internal management but also reflects the shortcomings of Japan's capital market governance and regulatory system. Due to the lack of effective supervision and control mechanisms, company executives were able to engage in misconduct for an extended period, leading to the occurrence of a massive financial fraud case (Cheng, 2020) [5]. As punishment for its unethical business practices, the Japan Securities and Exchange Commission imposed a fine of nearly $60 million on Toshiba, the largest accounting violation fine in Japanese history. The entire event caused severe damage to Toshiba's reputation and brand image, forcing the company to undergo restructuring, layoffs to reduce costs, and revitalization, facing significant challenges.

This event has prompted profound reflections on corporate governance and regulatory mechanisms, reminding other enterprises to strengthen internal management, establish sound supervision systems, to avoid similar incidents from happening again, protect investors' interests, and maintain market order stability.

2.1.2 The key factors and events leading to the crisis

(1) Governance Mechanism Appears Formalistic

Japan's "Corporate Governance Principles" stipulate that companies listed on the Tokyo Stock Exchange must appoint at least two external directors, with board members prohibited from holding concurrent positions in senior management, and external independent directors from companies with capital or business relationships are prohibited from mutually appointing each other. Toshiba's corporate governance is considered advanced, with a highly sophisticated governance structure, traditionally regarded as a model for corporate governance in Japan. Since 1998, Toshiba has adopted the executive director system introduced from the West, established nomination and remuneration committees in 2000, and introduced external directorship in 2001, along with the establishment of a supervisory committee. As of now, Toshiba has a total of 16 directors, with 4 of the 8 non-executive directors being external directors; the board of directors also includes nomination and remuneration committees, each comprising a majority of external members, with external members serving as committee chairpersons; Toshiba also established a supervisory committee, playing an important oversight role, with 5 members, including 3 from outside the company (Zhang, 2015) [6]. However, despite the seemingly sophisticated corporate governance structure at Toshiba, there are serious flaws in practice, leading to the formalism of the corporate governance mechanism.

Because Toshiba's governance structure is merely a façade, the various institutions do not perform their duties effectively, especially the external directors and the supervisory committee, which, although nominally present, fail to fulfill their supervisory responsibilities. According to a third-party committee investigation report, Toshiba's successive presidents held absolute power and enforced autocratic management. President Atsutoshi Nishida, who served at Toshiba for 33 years, held multiple positions: he became head of the company's computer division in January 2003, and in 2005, he became Toshiba's global President while also serving as a director of the company. It also exposed flaws in Toshiba's regulations, with decision-making power being too centralized and management lacking accountability. Although Masaji Kubo (chairman of the Supervisory Board and former chief financial officer of Toshiba) knew about systematic accounting fraud starting in 2008, he took no action and chose to ignore them (Luo&Cao, 2017) [7]; meanwhile, Toshiba has appointed an internal member as chairman of the supervisory board, while the external supervisory board includes two former diplomats and a former banker, all of whom lack accounting expertise and adequate expertise. Although internal auditors at the company, such as Satoru Shimokawa, had warned about financial fraud, Toshiba ignored these warnings and continued with the financial misconduct. In other words, the supervisory committee failed to fulfill its regulatory duties and play its intended role, merely existing in form, providing the president with the opportunity to manipulate financial fraud.

(2) Unrealistic Goal Setting

Enterprises establish their strategic and operational objectives based on a comprehensive analysis of internal and external environments, ensuring alignment with the actual circumstances of the company. In recent years, due to declining consumer demand and significant changes in the external environment, the global personal computer (PC) industry has grown slowly and is close to saturation. However, Toshiba's management failed to fully account for these changes and insisted on setting ambitious profit targets, putting huge pressure on executives in various divisions. Additionally, the Fukushima nuclear disaster in 2011 dealt a severe blow to Toshiba's nuclear power business, yet the management did not promptly adjust their goals (Wang, 2015) [8].

In pursuit of unrealistic profit targets, various business units resorted to unethical means to "dress up" financial reports. For instance, Toshiba's PC division uses a "channel fill" approach to generate revenue at the end of each quarter.

(3) Authoritarian Corporate Culture

Japanese companies adhere to the lifetime employment system and seniority-based promotion system, rooted in the "Yamato" culture, emphasizing loyalty and hierarchy within the organization, promoting employee loyalty, with executives and employees expressing allegiance solely to the president (Li, 2008) [9]. As a unique employment mechanism in Japan, the lifetime employment system and its accompanying seniority-based promotion system bind individual interests closely with collective interests, creating a cooperative and harmonious organizational atmosphere. However, this also leads to an excessive concentration of decision-making power in the hands of management, with subordinates often unconditionally obeying orders from superiors. In addition, Japanese companies emphasize that long-term incentive policies can be adopted to ensure the long-term development of the company. The internal promotion mechanism set up by Japanese companies encourages managers to focus on their social honor and status, the value of which depends on their long-term career performance. Therefore, the three presidents of Toshiba (Atsutoshi Nishida, Hisao Tanaka, and Masashi Muromachi) all served for a long time in order to gain professional honor and enhance their social status. They competed with each other in terms of business performance, giving unrealistic production and profit targets to subordinates (Wang, 2015) [8].

A third-party committee investigation revealed some facts: in December 2008, Atsumitsu Nishida, the company's president, learned that Toshiba had posted an operating profit loss of ¥18.4 billion in the third quarter of 2008. He said directly that the figure was too embarrassing to reveal, and eventually Toshiba announced an operating profit of 500 million yen. In September 2012, President Hisao Tanaka ordered that the 20.1 billion yen loss of Toshiba's DS division in the first half of 2012 be changed to an 8 billion yen profit. President Masashi Muromachi also ordered the heads of the TV business units to take all necessary means to achieve a surplus (Wang, 2015) [8]. As a result, senior executives compete with each other to enhance their own career prestige, imposing unrealistic profit targets, while subordinate employees, under the strong influence of Japan's hierarchical corporate culture emphasizing loyalty and hierarchy, choose to engage in accounting fraud to artificially inflate profits in order to meet the profit targets set by their superiors.

(4) Insufficient External Audit Supervision
External independent auditing serves as the last line of defense against corporate financial fraud (Jeppesen, 2019) [10]. However, Toshiba's external audit partners failed to fulfill their responsibilities, resulting in inadequate external audit oversight. Since 2008, Toshiba's audit partner has been "Shinnihon LLC," and there has been no change in auditing firm for a long time. It is implausible that the external audit firm "Shinnihon LLC" remained unaware of Toshiba's long-standing and less-than-transparent financial fraud methods (Othman et al., 2020) [11]. However, the auditors failed to uphold the public interest and maintain impartiality, choosing instead to condone the fraudulent financial activities. Companies independently decide to hire accounting firms and directly pay audit fees, which is the main source of income for accounting firms. This long-term partnership based on financial interests may lead the accounting firm to condone the company's financial fraud. Moreover, the unsound legal framework for the supervision of accounting firms and the insufficient punishment for violations of accounting firms make accounting firms choose to condone fraudulent financial activities after weighing advantages and disadvantages. Consequently, the external audit oversight was inadequate, leading to the collapse of the external defense line against Toshiba's fraud.
2.2 Ethical Frameworks Application

The Toshiba accounting scandal involves multiple parties, affecting Toshiba itself, management, investors, auditors and the market as a whole. In addition, this kind of financial fraud also has some related moral and ethical problems, and its information asymmetry will produce certain moral hazard. In this section, we will analyze the business ethics of Toshiba Corporation based on the agent theory and stakeholder theory.
2.2.1 Agency Theory

Agent theory can help companies solve the problem of separation of ownership and control, and can effectively carry out corporate governance (Sonmez&Yildırım,2015) [12]. But in the actual process, the agent will produce the problem of moral hazard. In many agent relationships, the information of agency performance is often asymmetric, and its evaluation often involves many subjective factors. The agent may not be able to see what the principal sees. This information asymmetry can give rise to moral hazard, which can lead to market dysfunction and Pareto efficiency reduction.

In economics, market failure describes a situation in which goods and services are distributed inefficiently. This phenomenon is usually caused by individuals pursuing their own interests leading to outcomes that are sub-optimal from the perspective of society as a whole - outcomes that are potentially optimized. When information asymmetry exists (that is, one side of the transaction has more or better information than the other side), market failure will occur, because the information advantage party may use this advantage to pursue private interests, which will affect the overall efficiency of the society (Randall, 1983) [13].

Clearly, the Toshiba accounting scandal is a classic example of market failure. Toshiba manipulated accounting to inflate its earnings to present a more favorable financial position. This behavior is seen as inefficient because it causes outside investors throughout society to make investment decisions based on faulty financial information. Toshiba's problems stem mainly from asymmetric information. The company's senior management and accountants, such as Atsutoshi, Norio, and Hisao, clearly knew the true financial situation of the company, but they chose to withhold this information from the public rather than be transparent. As a result, outside investors continued to invest based on misleading financial reports with little knowledge of Toshiba's actual financial position.

Pareto efficiency describes a state of resource allocation in which no improvement in the welfare of anyone can be achieved without worsening the situation of at least one person (Babichenko, 2014) [14]. Pareto improvement is a reallocation of resources in which at least one person is better off without making anyone else worse off. In reality, commercial markets are often not completely efficient and are often questioned for moral hazard and negative externalities. Especially in principal-agent problems, moral hazard often arises because the agent often knows his actions or intentions better than the principal  (Gürtler, 2014) [15]. If the interests of agents and principals are not aligned, agents may have incentives for inappropriate behavior (Stone, 2011) [16].

Toshiba's accounting problems exemplify the Pareto market failure, in which the company overstated its profits and fabricated better financial performance, which led outside investors to make adverse investment choices based on misleading information, thereby worsening their situation. To achieve Pareto improvement, Toshiba should seek to increase its own earnings without harming the interests of other investors. Toshiba has also been criticized for moral hazard, especially by management members such as Hitoshi, Norio and Hisao, who knew far more about what was going on inside the company than ordinary shareholders. This led to conflicts of interest, especially between "Toshiba faces earnings difficulties" and "management seeks to increase personal compensation by improving financial performance." As a result, Atsutoshi, Norio, and Hisao chose to improperly inflate the company's financial performance.
2.2.2 Stakeholder Theory

Stakeholder management theory emphasizes the role of business managers in the process of balancing the needs of different stakeholders. This theory is different from the traditional viewpoint that focuses on the interests of shareholders. It believes that the growth of enterprises depends on the participation and contribution of all stakeholders, and the goal is to pursue the common interests of all relevant parties, rather than only focusing on the needs of specific groups (Minoja, 2012) [17]. In order to protect stakeholders, enterprises need to assume social responsibility and employees need to maintain a certain professional ethics.

Corporate social responsibility goes beyond simply following the law; it also involves actions that go beyond the interests of the company and are not explicitly required by the law to help advance social good. Therefore, the core idea of corporate social responsibility is that enterprises should not be separated from society as isolated economic units. In addition, CSR can serve as a mechanism to prevent market failures and enhance the efficiency of society as a whole by creating win-win situations for all stakeholders (Heath, 2016) [18].

Toshiba's market failure revealed its inadequacy in fulfilling its corporate social responsibility. As a manufacturer of electrical and electronic products operating on a global scale, Toshiba's responsibility is not only to comply with business regulations and pursue profit maximization, such as preventing adverse acquisitions, but also to properly assume social and environmental responsibilities. However, since Toshiba overstated its profits, this behavior harmed the interests of investors and was inefficient from a social point of view, leading to a dysfunctional market. Toshiba should aim to fulfill its corporate social responsibility and create a win-win situation that benefits all stakeholders, thereby preventing market failures.

Professional ethics is the specific responsibilities derived from professional goals, such as those of accountants and managers. Business organizations need the discipline of professional ethics, because the pursuit of profit can not be ignored, good professional ethics of employees can reduce information asymmetry, and it is also an internal code of conduct to build trust. Moreover, in the absence of regulatory oversight, ethical conduct can be an effective response to market failures (Brien, 1998) [19]. However, Toshiba's internal managers and accountants did not exhibit a good work ethic. As managers, they need to act accordingly in the best interests of the company, but breached that duty by manipulating accounting practices, possibly for personal gain. As internal accountants, they had a duty to provide fair and faithful financial reporting to investors, but instead assisted management in cooking the books, violating the company's code of conduct. If Toshiba's internal managers and accountants can demonstrate good work ethics, this will help reduce the problem of information asymmetry for outside investors and can make the organization more transparent. Which will hopefully prevent accounting scandals like Toshiba's from happening.
2.3 Impact on Stakeholders

Due to the accounting fraud scandal, Toshiba is facing enormous pressure to restore its corporate reputation, rebuild its corporate culture and restructure its business operations, posing significant challenges to its revitalization.

2.3.1 Shareholders

The egregious financial fraud scandal, marking the most severe blow to Toshiba's brand reputation in its 140-year history, led to significant repercussions for shareholders. In response to the accounting irregularities, including the resignation of President Tanaka Hisao and Vice Chairman Sasaki Norio among eight internal directors on July 21, 2015, Toshiba announced an increase in the compensation lawsuit amount against former President Atsutoshi Nishida and five other former executives to 3.2 billion yen on January 27, 2016（Luo&Cao, 2017) [7].

2.3.2 Employees

Following the public disclosure of the financial fraud scandal on April 15, 2016, Toshiba implemented corporate restructuring measures, including job reallocations and early retirements, resulting in the dismissal of 14,450 employees domestically and internationally（Luo&Cao, 2017) [7]. Employees in the home appliances, computers, and some semiconductor divisions were the primary targets of downsizing.

2.3.3 Customers

In addition to layoffs, Toshiba divested businesses and assets that did not align with its future strategic development. Toshiba transferred 80.1% of its subsidiary Toshiba Lifestyle Products & Services Corporation's shares to China's Midea Group, obtaining 53.7 billion yen in proceeds from the sale (Midea, 2016) [20]. The company aimed to return to profitability by the end of the fiscal year ending March 2017, with an expected profit of 100 billion yen. However, the emergence of the new fraud incident posed pressure on achieving this target. The financial misconduct also prompted complaints from other companies, resulting in increased litigation and substantial claims expenses. Overseas institutional investors, including Deutsche Asset Management, filed a lawsuit against Toshiba in the Tokyo District Court, seeking compensation of approximately 16.65 billion yen (approximately 1.07 billion yuan) for losses incurred due to the company's financial irregularities. Similarly, around 100 Toshiba shareholders in Japan filed a collective lawsuit against the company and its five former executives, demanding a total of approximately 500 million yen in damages. Furthermore, a Japanese trust bank sued the company, alleging that the 2015 accounting scandal caused it losses and claiming 12 billion yen in damages.

Toshiba's ambitions to expand its global nuclear power market presence, evidenced by its $7 billion acquisition of a majority stake in US nuclear equipment manufacturer Westinghouse Electric Company in the early 21st century, were dashed by the 2011 Fukushima nuclear disaster. Following the catastrophe, which saw Toshiba-supplied reactors suffer severe damage, including the most devastating destruction of Unit 3, Toshiba not only failed to secure new orders but also saw many existing orders canceled (Wikipedia, 2024) [21].

2.3.4 The broader community

In June 2021, Toshiba was exposed for colluding with officials from the Japanese Ministry of Economy, Trade, and Industry to pressure foreign investors into supporting its preferred candidates for directors at shareholder meetings. Officials from the Ministry of Economy, Trade, and Industry exploited regulations governing foreign investment, coercing the Harvard Endowment Fund, which held a 4% stake at the time, to back the Japanese-preferred former president and CEO, Tsunakawa Satoshi, at the shareholder meeting. Otherwise, the Japanese government threatened to launch an investigation. The Harvard Endowment Fund ultimately relinquished its voting rights. This scandal triggered a shake-up in Toshiba's management, leading to the removal of then-chairman Nagayama Osamu by foreign shareholders. From 2021 onwards, Toshiba, plagued by scandals, repeatedly proposed plans for division and acquisition, all of which were vetoed by the board of directors, and the management team underwent frequent changes. Until October 2022, JIP emerged as the successful bidder among competitors. On November 22, 2023, an extraordinary general meeting of shareholders was convened, where a proposal for privatization was approved, and it was announced that Toshiba would delist from the Tokyo Stock Exchange on December 20, 2023. December 19, 2023, marked Toshiba's last trading day, as it officially delisted from the Tokyo Stock Exchange on December 20, 2023, ending its 74-year tenure as a listed company and transitioning into a private entity (Wikipedia, 2024) [21].
2.4 What Actions and Future Recommendations

The Toshiba scandal uncovered significant weaknesses in Japanese corporate governance, revealing a governance structure that, despite appearing robust, was essentially hollow.
2.4.1 Enhancing Corporate Governance and Internal Oversight

 The board of directors lacked effectiveness and independence, while the audit committee failed in its supervisory role, providing an opportunity for the president to manipulate financial fraud. Similarly, in China, the functioning of the board of directors is not yet standardized, with an unreasonable composition consisting mostly of internal directors. This information gap between the board and management impedes effective oversight, resulting in severe internal control issues (Johnstone et al., 2010) [22]. It is very important to construct and improve the legal framework of independent directors. In order to solve this problem, enterprises can enhance the function of the board of directors by establishing the independent director system, which can improve the effectiveness of the board of directors (Lipton&Lorsch, 1992) [23]. Establish a qualification recognition system for independent directors, clarify the requirements for application, review and disclosure of the qualifications of independent directors, and establish a sound corporate governance information system to ensure that independent directors can obtain comprehensive information, thereby enhancing the participation of independent directors in corporate governance. In order to meet this requirement, it is necessary to further modify the specific provisions on the qualifications and remuneration of independent directors, and it is necessary to regularly review whether they comply with laws and regulations, and timely penalties should be imposed if there are violations (Bebchuk&Hamdani, 2017) [24].
In addition, it is necessary to standardize and strengthen the supervisory function of the board of supervisors. It is necessary to optimize the composition of supervisory boards by increasing the proportion of employee representation and limiting the control of major shareholders over the appointment of supervisory boards (Yoshikawa et al., 2014) [25]. Emphasizing the qualifications of supervisors, including professional knowledge, and encouraging accountants, technical experts, lawyers and other professionals with strong educational background to join the board of supervisors can improve the overall quality of the board of supervisors. Combining material and spiritual incentives to improve the incentive mechanism for supervisors, such as providing financial support and equity incentives to supervisors who fulfill their supervisory duties appropriately, while also imposing penalties for dereliction of duty ((Yanzhang et al., 2023) [26].

2.4.2 Fostering a Progressive Corporate Culture and Strengthening Development Ideals

Enterprises should strengthen cultural construction, cultivate honesty, dedication, innovation, teamwork and other positive values, and promote modern management concepts, risk awareness, and legal concepts. A robust corporate culture fosters sustained competitiveness and cohesion within the enterprise ((Linnenluecke&Griffiths, 2010) [27]. In the process of building corporate culture, directors, supervisors, management and other senior executives should play a leading role. At the same time, in order to promote effective cross-departmental communication, it is necessary to actively participate in all employees, integrate into the entire production and operation process, enhance employees' sense of responsibility and mission, stimulate employees' initiative, and ensure that employees' values are fully reflected in the development of the company (Collier&Esteban, 2007) [28].

For instance, providing support in terms of time and funds for employee promotion assessments, training, and exchanges, enhancing employees' recognition and loyalty to the company. Assigning employees to suitable positions, regularly rotating jobs to provide greater challenges, and involving worker representatives in decision-making and supervision to safeguard their interests. Granting internal employee shares to align employees' interests with those of the company, fostering a focus on the long-term sustainable development of the enterprise rather than blind obedience to superiors.

2.4.3 Enhancing External Audit Oversight

Toshiba's audit partner, Nihon Limited Liability Audit Firm, remained unchanged since 2008, raising concerns about its independence. Prolonged auditor relationships and negotiated audit fees between the auditing firm and the audited company can lead to excessively close ties, undermining the independence of the auditing firm and resulting in inadequate external oversight. Currently, many countries' regulatory framework for accounting firms remains insufficient, with unclear rewards and penalties, particularly regarding punitive measures for accounting firms' violations. 

Therefore, it is suggested to enforce a mandatory rotation system for external audit firms to mitigate concerns about client retention and prevent excessively close "cooperative relationships" between auditing firms and listed companies, thus preserving their independence (Bills et al., 2020) [29]. Additionally, establishing and refining relevant regulatory laws and regulations, improving the quality reward and penalty system for external audits, periodically evaluating the quality of audit firms rigorously, and imposing strict penalties for violations (Tsegaw, 2023) [30]. Establishing and improving a punishment mechanism for dishonesty, including revoking relevant licenses and prohibiting related business activities for a certain period, can increase the cost of dishonesty for certified public accountants and accounting firms (Liu et al., 2016) [31]. Simultaneously, introducing corresponding incentive mechanisms to encourage auditors to demonstrate their professional competence and adhere to auditing standards and ethical requirements, ensuring the fair completion of audit tasks.

2.4.4 Regular Examination of Fraud Risk Assessment Mechanisms

For so many years, although countries have been taking different measures to prevent the occurrence of financial fraud, but the effect is not obvious. Instead, they are on the rise, posing a threat of fraud risk to almost all types of organizations. Toshiba is just one example among numerous publicly listed companies involved in fraud cases. Therefore, when setting objectives and assessing risks, publicly listed companies should include fraud risk on their radar systems and keep the company healthy by regularly reviewing risk assessment mechanisms and fraud prevention measures.

The management and management of listed companies should have a strong accounting compliance concept (Said et al., 2009) [32]. In the case of fraud at Toshiba, subsequent investigations revealed the involvement of 98 executives in fraudulent activities. What's worse,the investigation also found that these executives not only ignored improper accounting practices, but even encouraged them. However, with the rapid development of the capital market and the continuous improvement of the legal system, the awareness of accounting compliance that executives of listed companies should have is becoming the mainstream (BALL, 2009) [33]. This can be achieved by enhancing awareness through daily personnel training and educational programs on accounting compliance.

3.Conclusion

The Revelations about Japan's Toshiba Corporation have highlighted serious and deep-rooted flaws in the corporate governance framework and organisational culture prevalent in corporate Japan. In these companies, the structure of corporate governance is too simple, the structure of the board of directors is too simple, the supervision and management cannot achieve the desired effect, and the corporate culture is in urgent need of improvement. They emphasize authority, yield to authority figures, the power is too concentrated, and the right to speak is in the hands of a few people, which is not conducive to the long-term development of enterprises. In addition, corporate oversight mechanisms often appear to be symbolic gestures, lack effective oversight, fail to impose appropriate penalties for misconduct, and set impossible corporate targets. This series of factors became the catalyst for financial fraud cases that plagued companies such as Toshiba. The occurrence of these incidents has produced serious consequences, but also reflects the moral theory of the problem, based on the principal-agent theory and stakeholder theory, analysis of Toshiba related events and measures, because the existence of information asymmetry, such as market failure and other problems. In order to reduce the occurrence of related financial fraud, it is urgent to take measures to improve these conditions. First, these organizations have a responsibility to overhaul their corporate governance mechanisms to ensure that they can effectively carry out their internal oversight functions. Second, there is an urgent need to foster a culture of transparency, integrity and accountability in these businesses, and to foster a positive organisational ethos that prioritises ethical behaviour. Third, efforts must be made to strengthen the external audit oversight system and enhance its ability to effectively detect and deter financial malfeasance. By taking these measures, companies can significantly improve their operational efficiency, mitigate the risk of financial fraud incidents, and help foster the healthy and orderly development of global capital markets.
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