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A Study on Director’s Duty of Care in Japan
Bai-Li Huang
Abstract

A company's directors have fiduciary duties toward their company
and shareholders. The fiduciary duties in question include both the duty of
loyalty and duty of care, which the duty of care can be identified into two
parts namely business judgment and business monitoring. The
aforementioned two parts are differentiated by their characteristics and
judgment standards. There are business judgment rules for the directors to
adopt and support the directors when the directors are making business
judgments.

Just as a natural person, a company is obliged to act in accordance
with the relevant laws. A company's directors have a duty to monitor not
only to supervise and make sure the company's daily business operations
are in compliance with the relevant laws, they also have a duty to establish
an internal control system to ensure the directors are adequately and justly
fulfilling their fiduciary duties when running the company. There are no
business judgment rules for when the directors are failing to fulfill their
duty to monitor, however the directors have a considered limits of
authority towards the contents of the internal control system.

Taiwan's formal company legal system is stemmed from Japan

corporate legal system and the directors' duty of care is standardized in
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accordance with the due care of a prudent manager. Furthermore, as the
business judgment rules are not specifically stated by Japanese Companies
Act, Japan setting the business judgment rules by precedent rulings to ease
directors' duty of care, and specify the directors' duty by Japanese
Companies Act to establish Internal Control System and a system to limit
director's responsibilities, are both lightening the directors' responsibilities
and valuable as our reference. This paper hopes to provide some
suggestions for Taiwan's Corporate Law amendments in the future and acts

as a reference for practice.

Key words: Director, fiduciary duty, duty of care, duty-to-monitor, business judgment
rule



