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The problem of Independent Non- Executive Director
and Auditors system in Japan compared to other countries

Mie Yoshioka, Rika Kasiwagi

Abstract

Japan was established Independent Non- Executive Director’s system at 2015, as company scandal,
corporate misdoing, fraudulent accounting companies are increased.

There are three types of corporate governance structures for Japanese listed companies to choose.
Which are 1) Company with three committees (Nomination, Audit, Remuneration) 2) Company with
only Audit committee 3) Company with board of company’s Auditor.

Japan has followed the U.S. system as well as other countries which include China and South Korea.
However, in Japan, most of companies are still keep previous corporate governance style which 3)
Company with board of company’s Auditor. And the illegal activities by companies have still
increased in Japan.

It is doubt that Independent Non- Executive Director’s audit function is not effective because of the
audit function and authority is same as Independent Auditor.

The purpose of this paper is to examine the Audit function of Independent Non- Executive Director
in Japan compare to China and South Korea where are also follow by U.S. system.

I also need to clarify that difference of Independent Non- Executive Director and Independent
Auditor by responsibility and authority of audit function.

Independent Non- Executive Director has faced with organization problem in Japan. In this paper
also investigates the relationship between Independent Non- Executive Director, Independent Auditor
and owner by analyzed principal agency theory. By analyzed Agency theory, it was clarify that the
agency problem between Independent Non- Executive Director and Independent Auditor which
Independent Auditor working as long term employment custom based on pyramided organization in
Japan compare to China and South Korea.

My suggestion is that independent Non- Executive director who holds accountant qualification
must be a member of Audit committee and must be a leader of it.

It need to reinforcement of audit authority by Independent Non- Executive Director at Audit
committee by changing the law. At same time, it must be clarify the difference between Independent
Non- Executive Director and Independent Auditor’s audit function by changing the law. That can help
to reduce owner’s illegal transaction, study of this paper is to contributing to reduce fraud companies

in Japan.
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