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Case Study 1 – The Toshiba Accounting Fraud 

 

 The refered accounting fraud scandal, reported by Dr. Anupam Mehta, dates from 

the global financial crisis of 2008, being brought to light on July 21, 2015, after an 

external investigation started after a whistleblowing tip. The case basically revolves 

around the misrepresentation of the company’s accounting, including the both failure to 

record for loss-making contracts on the balance sheet, as well as other valuation losses, 

loan loss allowances and exaggeration of cost reductions. As the case reports, by 

September 29, 2015, Toshiba’s shares suffered a decrease of almost half its value 

compared to the previous year. 

 Having this summary in mind, our case study aims to answer some questions 

related to the fraud scandal. We shall address all of them in the following lines. 

1. How can the fraud triangle be applied to explain Toshiba’s fraud and reveal the 

motives behind it? 

 According to authors of Accounting Principles, the fraud triangle – which is the 

depiction of the three main factors that contribute to fraudulent activity – defines (i) 

opportunity, (ii) financial pressure and (iii) rationalization as premises that, alone or in 

concert, will induce a disonest act.1 The first relates to the workplace environment, in the 

 
1 WEYGANDT, KIMMEL & KIESO; 2015, p. 356. 



sense of providing both opportunities that a person may take advantage on, as well as the 

lack of sufficient control to prevent such occurrences. The second fator refers to possible 

emotional pressure the individual might be suffering because of financial troubles, such 

as the piling up of debt. Finally, the last one is the justification that comes from the 

rationalization of a certain disonest act in order to make it psychologically or morally 

acceptable.2 

 As the Toshiba’s report depicts the case,it is quite easy to spot opportunity and 

rationalization as two of the main factos which induced the billionaire accounting fraud 

scandal.  

On the one hand, as it is reported, the policy of personnel rotation in Toshiba made 

easier for the potential fraudsters to not be accountable for their misdeeds, as they would 

have moved to a different project by the time the one they started had finished – and that 

covers the opportunity factor. On the other hand, it is also stated that Toshiba’s corporate 

culture did not allow any sort of management decisions, which made possible for 

employees to suffer every kind harassment in order to postpone loss reports. This element 

strictly relates to the rationalization factor because in such “toxic culture” employees are 

encouraged to justify disonest actions out of supervisors’ pressure. It is also connected to 

this second factor the pressure to sustain the profitability scores of shareholders, building 

a scenario in which “everything is acceptable” in order to achieve the desirable figures. 

2. What are the issues at Toshiba from the point of view of its stakeholders 

(especially the investors)? 

 As it is reported in the very beginning of the case study, investors were shocked 

not only with the size of the accounting scandal, but also that it could happen with a 140-

 
2 TAVRIS, ARONSON; 2020, pp. 15-54. 



year old history company. In other words, investors were deeply concerned with the 

company’s future and trust in the financial market – and also with the appropriate 

response to the issue.   

 The company’s stock prices had declined by 38 per cent since the accounting 

scandal became public. Of course, that had significant impact in the dividends, which 

were withdrawn. On top of that, Toshiba was removed from the Dow Jones Sustainability 

World Index on August 3, 2015, which consolidated the loss of credibility of the company 

in the market. As mentioned above, on September, 2015, Toshiba’s shares suffered a 

decrease of almost half its value compared to December, 2014. 

3. What are the ethical issues in this case? What would you do if you were in the 

same situation as the Toshiba employees? 

 There is a lot to be said about unethical behavior in Toshiba’s fraud case, and that 

might increase in technical aspects depending on how much information we have from it. 

Regardless with the use of the paradigms set by bodies such as the Financial Accounting 

Standards Board (FASB) or the International Accounting Standards Board (IASB), the 

summary of the case is crystall clear about the main violated principle in the Toshiba 

accounting scandal: faithful representation.3 

 As mentioned above, there was serious misrepresentation of the company’s 

accounting, including both the failure to record for loss-making contracts on the balance 

sheet, as well as other valuation losses, loan loss allowances and exaggeration of cost 

reductions. And those fraudulent actions were closely related to the company’s culture, 

which make it much more difficult for individual and internal action to be taken. Proof of 

that is the fact the investigation only started after a whistleblower tip. And the most 
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obvious and direct consequences of such set of actions is the loss of credibility of Toshiba 

in financial market, as expressed by the investors. 

 Personally, it is difficult to evaluate what woud I do in the position of an employee 

being pushed into committing a series of misrepresentation of the company’s accounting. 

An employee alone facing the perspective of being fired after confronting a decision in a 

company which culture “does not allow questioning of decision-making” – and this holds 

for the financial pressure element of the fraud triangle – is not very likely to altruistically. 

In my understanding, the best way the company may prevent another scandal like this is 

to reformulate its culture – which the report seems to indicate they did – and reinforce the 

whistleblower mechanisms, as this would encourage individuals who feel harassed by 

supervisors to file complaints. 

4. What options are available for the company moving forward? How can it prevent 

such fraud in the future? 

 Taking solely Dr. Mehta’s report on the Toshiba accounting scandal, the best 

option for the company is a complete review of the company’s culture, particularly that 

related to employee forced rotation. Of course rotation is in fact importante, but it needs 

to be design in a way that does not create a large “opportunity-window” for fraudulent 

actions, such as the ones reported. There is a clear perverse incentive in allowing that the 

pioneer of a project to not be held responsible by his or her actions by the time the same 

project is audited. In this sense, the first big “advice” is to reformulate such rotation 

policy. 

 Not only that, Professor Burke Files states that the most common way of frauds 

being discovered is by “a tip from someone” – which was exactly how the investigation 

of the Toshiba fraud started, as reported. Having this in mind, the second “advice” of how 



the company could prevent a second occurrance of such fraudulent actions is by 

reinforcing the whistleblower mechanisms, as this would encourage individuals who feel 

harassed by supervisors to file complaints. 
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