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Discovery of Consolidated Subsidiary’s Misstatement of its Financial Statements 

It has been discovered that Toshiba Medical Information Systems Corporation 
(“TSMED”), which is a subsidiary of Toshiba's consolidated subsidiary Toshiba Medical 
Systems Corporation (“TMSC”), had been carrying out inappropriate accounting treatment 
in its past financial statements. 

Specifically, during the period from the fiscal year 2006 ended on March 31, 2007 to the 
fiscal year 2012 ended on March 31, 2013, the Director & General Manager of 
Management Division of TSMED (from June 2012, Director responsible for Management 
Division), who was the person responsible for the company’s accounts, and Maneger of the 
Accounting Group of TSMED , who was working under and received instructions from the 
Director & Management Division General Manager, overstated TSMED’s profit by, among 
other methods, (a) overstating TSMED’s assets by decreasing the cost of sales and selling, 
general, and administrative expenses, which should have been recorded when recognizing 
sales, and transferring that amount to the assets account (work in process, software or 
software (temporary)) and (b) not recording as cost of sales, or not impaired, work in 
process amounts that should have been so recorded or impaired (that overstating of profit is 
hereinafter referred to as the “Accounting Treatment”).  It has been discovered that the 
cumulative amount affected by the Accounting Treatment on TSMED’s profit over the 
fiscal year 2006 ended on March 31, 2007 to the fiscal year 2012 ended on March 31, 2013 
amounts to 9,863 million yen. 

Toshiba Corporation believes that this inappropriate Accounting Treatment will not 
materially affect its consolidated financial results for the past fiscal years, and it has 
reflected  the cumulative effect of the inappropriate Accounting Treatments in its 
consolidated financial statements for the second quarter of fiscal year ended on March 31, 
2014.  The effect of the Accounting Treatment has also been taken into account in the 
forecast of operating results for the fiscal year 2013 ended on March 31, 2014 announced 
by Toshiba Corporation today. 

Toshiba Corporation deeply regrets that such a situation has occurred and wishes to 
sincerely apologize to everyone for the concern and inconvenience the situation has created. 
Toshiba Corporation is taking this matter seriously and will take appropriate measures, 
including preventive measures. 



 

  
October 30, 2013 

Toshiba Medical Systems Corporation 
 

Discovery of Subsidiary’s Misstatement of its Financial Statements 
 
Toshiba Medical Systems Corporation (“TMSC) regrets to announce that it has been 
discovered that our subsidiary, Toshiba Medical Information Systems Corporation 
(“TSMED”), had been carrying out inappropriate Accounting Treatments (the “Accounting 
Treatments”) in its past financial statements.  We sincerely apologize to everyone for this 
situation and the concern and inconvenience it has caused. 

 
1. Details of investigation 
 

TMSC pointed out to TSMED’s Director & Management Division General Manager 
(from June 2012 Director responsible for Management Division), and requested an 
explanation of, questionable aspects of TSMED’s business that had been reported to 
TMSC, such as the excessive worsening of TSMED’s cash flow and increases in 
amounts in the work-in-process, and on several occasions TMSC received a report from 
TSMED’s Management Division General Manager, but he did not provided a clear 
answer.  In response to this, TMSC received a report from TSMED’s Accounting 
Group Manager to the effect that he had, at the instruction of the Director & 
Management Division General Manager, overstated numbers and made misstatements 
in the work-in-process and intangible assets on the past financial statements, causing 
TMSC to become more suspicious of inappropriate accounting treatments, so TMSC 
organized a special in-house investigation committee under the leadership of the 
President and CEO of TMSC and investigated TSMED’s Accounting Treatments (the 
“Investigation”), with the participation of, and receiving advice and support from, 
outisde experts (a lawyer and a certified public accountant).  TMSC received a report 
from the TMSC’s special in-house investigation committee on the final conclusion of 
the Investigation. 

 
2. Summary of inappropriate Accounting Treatments 
 

The following is a summary of the Accounting Treatments that were found as a result of 
the Investigation. 
During the period from the fiscal year 2006 ended on March 31, 2007 to the fiscal year 
2012 ended on March 31, 2013, the Director & Management Division General Manager, 
who was the person responsible for the company’s accounts, and Manager of the 
Accounting Group of TSMED, who was working under and received instructions from 
the Director & Management Division General Manager, overstated TSMED’s profit by, 
among other methods, (a) overstating TSMED’s assets by decreasing the cost of sales , 
which should have been recorded when recognizing sales, and selling, general, and 
administrative expenses, and transferring that amount to the assets account (work in 
process, software, or software (temporary account)) and (b) not recording as cost of 
sales, or not impaired, work in process amounts that should have been so recorded or 
impaired (that overstating of profit is hereinafter referred to as the “Accounting 
Treatment”).  It has been discovered that the cumulative amount on TSMED’s profit 
affected by the Accounting Treatment over the fiscal year 2006 ended on March 31, 
2007 to the fiscal year 2012 ended on March 31, 2013 amounts to 9,863 million yen. 
 
In this Investigation, TMSC was not able to find any fact that the Director & 

 



 

  
Management Division General Manager, who took initiative in the Accounting 
Treatments, privately obtained any benefit through the Accounting Treatments.  
Furthermore, although TMSC was not able to find any evidence of continuous and 
organizational involvement on the part of TSMED’s managements (except the Director 
& Management Division General Manager) in the Accounting Treatments, TMSC 
believes that the reason why the Accounting Treatment has not been discovered for a 
long time is because (a) no one, other than the Director & Management Division 
General Manager and the Accounting Group Manager, would have been able to fully 
understand the actual state of the company’s accounting issues, (b) appropriate analysis 
of financial indicators and other monitoring of the business has not been conducted, and 
(c) other Directors or senior offices, other than the Director & Management Division 
General Manager, did not seem to have enough knowledge about accounting, which 
was a result of the division in charge of accounting being composed of only the 
Director & Management Division General Manager, the Accounting Group Manager, 
and one support staff member for nearly ten years since the incorporation of TSMED, 
causing the power to control TSMED’s accounting to be too centralized in the Director 
& Management Division General Manager. 
TMSC was not able to find that TSMED has conducted any accounting treatments 
similar to the Accounting Treatments pursuant to the Investigation. 

 
3. Disciplinary action against persons concerned 
 
 In order to clarify the responsibility of persons concerned, we have taken the following 

disciplinary actions and made personnel replacements. 
 
TSMED 

The Director & Management Division General Manager: Removal from office 
The Accounting Group Manager:    Suspension  

 
CEO and other Full-time Directors of TSMED will resign from their offices once the 
handling of the Accounting Treatments is completed. 

 
Further, from the point of view of their business responsibility, President and CEO and 
other Full-time Directors of TSMED, the President and CEO of TMSC, the Senior Vice 
President of TMSC (Part-time Director of TSMED), and the Vice President of TMSC 
(Part-time Corporate Auditor of TSMED) will be returning part of their compensations. 

 
4. Preventive measures 
 
Preventive measures of TMSC group developed by TMSC are as follows; 
 
(1) Ensuring periodic job rotations 
 

One of the reasons why the Accounting Treatments had not been discovered for a long 
time was that since TSMED’s incorporation, the division in charge of accounting  has 
consisted of only the Director & Management Division General Manager and the 
Accounting Group Manager (and one support staff member), enabling them to hide 
information relating to accounting because for a long time only a few personnel were 
involved in accounting duties.  It was also difficult to judge from the outside whether 
the appropriate accounting was being performed or not.  We have therefore decided to 
implement job rotations for accounting personnel, and by doing so we expect that 

 



 

  
accounting personnel who take over jobs from previous accounting personnel will 
correct practices if accounting rules were not followed.  

 
(2) Enhancing officers’ accounting knowledge and ability  
 

Another reason why the Accounting Treatments occurred was that we delegated all of 
the duties relating to accounting to the division in charge of accounting.  We will 
endeavor to maintain and enhance senior management knowledge and ability in 
accounting through training on accounting knowledge for not only the division in 
charge of accounting but also directors and officers, including personnel on the 
management team. 

 
(3) Raising compliance awareness 
 
(i) Emphasizing compliance awareness of senior management and continuous 

communication 
 

In order to foster high ethical standards for the company, management personnel not 
only must communicate the importance of compliance with laws and regulations to all 
employees but also must demonstrate good examples of conduct themselves.  Senior 
management, including the President, will endeavor to show employees how to act by 
their own words and actions. 

 
(ii) Improving compliance education  
 

We will increase the opportunity for directors, officers and employees to participate in 
practical compliance training in order to foster compliance awareness and ethical 
standards. 

 
(4) Improving the whistleblower system 
 

We will improve and better employ the whistleblower system by clarifying the 
operational policies of the whistleblower system (the handling of reported information 
and the fact that information was been reported, and policies for responding to reports), 
familiarizing employees with the system, expanding the reporting center at TMSC and 
Toshiba Corporation so employees can report any illegal activity undertaken by 
management. 

 
(5) Strengthening auditing by a corporate auditor 
 

We will consider increasing the number of auditors and establishing a full-time 
corporate auditor.  In order to strengthen auditing by a corporate auditor, we will also 
consider establishing a division and employees to assist a corporate auditor, expanding 
internal audits by the parent company, and promoting coordination with subsidiaries. 
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