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[Summary of Facts]

I.
Company X (Plaintiff) had holdings in a Chinese Medium-term Government bond fund (hereinafter, “Chukoku Bond Fund”) created by Company Y (Defendant). Y instructed the trustee to manage the trust assets of the Chukoku Bond Fund in accordance with guidelines entitled “Internal Management Regulations.” On 6 November 2001, Y incorporated into the investment trust assets the commercial paper of A non-life insurance company, a non-party, which conformed to these guidelines, with a total face value of ¥5,000,000,000 (hereinafter, “the Commercial Paper”). However, A became insolvent because the September 11 terrorist attacks that year resulted in insurance payments that were much higher than anticipated, and on 22 November of that year, the redemption date, A applied to have the Special Act on the Reorganization Proceedings of Financial Institutions applied, and the Commercial Paper was not redeemed.     

Y determined the net asset value of the Chukoku Bond Fund for that day based on Y’s valuation of the Commercial Paper at zero yen, and as a result, the Chukoku Bond Fund fell below par. At about this time, Y sent a notice to the distributors of the Chukoku Bond Fund stating that beneficiaries of the Chukoku Bond Fund as of 22 November had rights to money collected from A in respect of the Commercial Paper, and that this money would be returned to each beneficiary in accordance with the beneficiary’s interest and these companies forwarded this notice to purchasers of the Chukoku Bond Fund. On 26 November, X redeemed its entire interest in the Chukoku Bond Fund, but the redemption amount was less than the amount invested, giving rise to a loss of over ¥100,000,000.  

On 29 November, Y sent an amended document to the distributors, stating that the prior notice was based on a rough prediction about debt recovery, and that “where debts are collected, we will adopt the best method at the time debts are collected, regardless of the amount collected.” On 18 June 2002, Y gave written notice to the ordinary investors that any distributions from A in connection with the Commercial Paper would revert to the Chukoku Bond Fund on the actual date of receipt of distributions, and that investors who had redeemed their interests prior to that date would not have any right to receive distributions. At the end of October that year, Y received a repayment of more than ¥3,800,000,000 from A’s bankruptcy trustee, and refunded this amount to investors who had holdings in the Chukoku Bond Fund at that time.  

X then brought three claims against Y. (1) X brought a tort claim seeking damages in the amount of X’s losses, alleging that Y violated its duty of care in management of the investment trust assets by causing the Chukoku Bond Fund to fall below par, by incorporating the Commercial Paper into the Chukoku Bond Fund through the investment of as much as ¥5,000,000,000 in capital, which was more than 3% of the Chukoku Bond Fund’s total assets of ¥160,000,000,000, and in conjunction, X demanded that Y pay an adjustment amount because (2) X had a duty to pay the difference between the net asset value calculated with the Commercial Paper valued at zero yen and the net asset value recalculated by including A’s repayment of over ¥3,800,000,000, or (3) Y was responsible for having issued the notice in this case, and should pay out in accordance with the notice (as if the A’s repayment of ¥3,800,000,000 belonged to the beneficiaries of the Chukoku Bond Fund as of 22 November 2001).  

[Summary of Decision]

Dismissed with prejudice on the merits.

“Y had a duty when managing the investment trust to take care to not cause harm to the beneficiaries, and specifically, as Trustor of the investment trust, Y had a duty of care to the Plaintiff, a beneficiary. The Chukoku Bond Fund was marketed as a safe investment, and Y had a duty to manage the fund so as to meet that expectation.” However, the Commercial Paper had the highest rating, “Based on circumstances at the time, the Commercial Paper was properly considered safe, and it was difficult to predict a sudden drop in value. Therefore, Y’s instruction, which was a management decision in accordance with Y’s guidelines, that the Commercial Paper be incorporated into the Fund . . . was not in violation of the duty of care borne by Y (Case reporter’s note: the text of the decision in Hanrei Jiho states "Plaintiff” here, i.e. X, but this is obviously an error and should read “Defendant”, i.e. Y).

Moreover, even if the amount of the Commercial Paper incorporated into the Chukoku Bond Fund was very large at ¥5,000,000,000, it cannot be said that this was a failure by Y to properly exercise the above duty of care.”

II.
The Investment Trust Agreement for the Chukoku Bond Fund provides that the Commercial Paper, as an investment trust asset, is to be valued in accordance with laws and regulations and with the rules of the Japanese Investment Trusts Association. These rules do not contain a provision concerning valuation of the commercial paper of a company in petitioning for reorganization, so according to the preamble to the rules, this is done according to “the provisions of laws and regulations” and “generally accepted company accounting standards.” Because there are no directly applicable standards in any law or regulation, what ultimately applies are “fair accounting practices” under Article 32 of the Commercial Code (prior to the 2005 amendments), and specifically corporate accounting principles, and according to the “Accounting Standards for Financial Instruments,” it was proper to value the Commercial Paper at zero yen. It only became apparent in hindsight that the Commercial Paper had value, and Y’s duty to X was fulfilled by computation of the net asset value in accordance with the Investment Trust Agreement, and just because part of the Commercial Paper “was collected does not mean that we can impose upon Y a fresh duty to settle the account based on a recalculation of the value of the Commercial Paper.”  

III. 1. “Firstly,” distribution of the redemption amount of the Chukoku Bond Fund “must be made in accordance with the Investment Trust Agreement,” and “because there are many beneficiaries, it would be unfair for Y to unilaterally change the legal relationship with individual investors . . . It follows that we cannot recognize that the notice in this case changed the legal relationship between Y and X and other investors who withdrew from the Chukoku Bond Fund.”  

2.
It is improper for the same result to be reached “as if the Investment Trust Agreement was effectively amended, without complying with” the provisions for amendment of an Investment Trust Agreement in the Investment Trust and Investment Corporation Act (hereinafter, “Investment Trust Act”), and “we cannot find that the legal relationship between Y and all of the beneficiaries of the Chukoku Bond Fund was changed by the notice in this case.”

3.
“We cannot find that the legal relationship between X and Y was changed by the notice in this case,” because this would constitute compensation of X’s losses alone, in violation of the Securities and Exchange Act, and would be unfair to the other beneficiaries.

4.
Ultimately, “It cannot be said that the notice in this case brought a new change to the duty that Y owed concerning the Chukoku Bond Fund, so it cannot be said that Y came to owe a duty to X as a beneficiary based on the notice in this case.”
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