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Liability of Corporate Auditors

Mitsuo KONDO

As per corporate law, a corporate auditor shall be liable to the corporation
when he / she neglects his / her duties (article 423 (1)). However, it re-
mains unclear what constitutes corporate auditors’ failure to uphold their du-
ties. Nonetheless, the number of court cases in which corporate auditors
have been found liable has increased in recent years.

By examining these judgments, I consider the practical legal signifi-
cance of corporate auditors’ dereliction of duties. As the Osaka District
Court found in 1999, to impose liability on corporate auditors, they—the
auditors—must be able to recognize the illegality of their director’s actions.

However, this does not mean the absolution of corporate auditors of any
responsibility if they are unable to recognize the illegality of their director’s
actions. Although not required to monitor every aspect of an organization’s
functioning, corporate auditors may be exempted from liabilities if they re-
pose trust in the executing division and form the internal control system.
However, a corporate auditor is required to proactively investigate and re-

spond to possible malpractice.
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