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[Summary of Facts]
X (Plaintiff, Intermediate Appellant, Final Appellant) operated a business as a tailor of ladies
apparel. As of March 1954 she had borrowed ¥100,000 for funds to operate her business from
the Okayama Prefectural Workers Association, which on 1 April 1954 was reorganized as
Labor Bank A under the Labor Banks Act. Because X was not a member of the bank, she was
required to repay her ¥100,000 loan immediately as a result of this reorganization, and also
became ineligible to receive any loans from Labor Bank A as business operating funds. Labor
unions and other workers’ organizations were eligible to be members of labor banks (see Article
11 of the Labor Banks Act). X therefore decided to form a dummy organization called the “B
Haberdashery Shop Employees Union,” with X as its representative and her eight employees as
its union members. X then arranged for this organization to become a member of Labor Bank A,
and entered into an overdraft contract with Labor Bank A in the name of the organization. As
security for monies borrowed under this contract, X created a revolving mortgage with a line of
credit of ¥600,000 over real estate belonging to X. ¥400,000 was lent to X under the overdraft
contract before X subsequently shut down her business. Since no payments had been made
towards this obligation, Labor Bank A foreclosed on the revolving mortgage. In the foreclosure
proceedings, Y1 (Defendant, Intermediate Appellee, Final Appellee) was the successful bidder
for the real estate in question and obtained registration of the transfer of title. Y1 later leased
part of the real estate to Y2 (Defendant, Intermediate Appellee, Final Appellee).

On the basis of these facts, X brought this action against Y1 seeking cancellation of Y1’s
registration of the transfer of title, and against Y2 to vacate the real estate Y2 had leased. X
argued that the claim secured by the foreclosed revolving mortgage arose out of a loan that
Labor Bank A made to a non-member, and this loan was invalid since lending to non-members
fell outside the purposes of labor banks (Article 58 of the Labor Banks Act) and it followed the
secured claim itself did not exist. Since a revolving mortgage over a secured claim that did not
exist was null and void, foreclosure proceedings for such a mortgage could also have no effect,
which meant that Y1 did not acquire title to the real estate and Y2’s possession was unlawful. X



lost her case at both first instance and on intermediate appeal. Both courts found, to begin with,
that X was the obligor under the loan contract, and on that basis that the loan to X could not be
described as an act outside the scope of the purposes of Labor Bank A, and was therefore not
invalid. X filed a final appeal in response.

[Summary of Decision]
(“) The proper view is that ‘non-member loans’ made by a labor bank are invalid. This is no
different from the principle that applies with respect to the validity of a loan made by an
agricultural cooperative association to someone who is not a member of that cooperative, for a
purpose that has entirely no connection to the stated business of the cooperative (see Supreme
Court Third Petty Bench decision, 26 April 1966, Case No. 348 (o) of 1965, Minshu Vol. 20 No.
4: 849). In the case before this Court, since it was established by the lower court that the loan in
question was a loan outside the bank’s purposes to a person who was not a member of the labor
bank, the proper understanding is that the act of granting the loan was invalid, and as the
Appellant pointed out, the lower court is rightly said to have erred in the construction and
application of the law in ruling this loan to be valid.

However, on the other hand, according to the facts established by the lower court, the Final
Appellant went through the process of forming its own fictitious employee union, received the
loan in question from the non-party labor bank in the name of that union, and used this
borrowed money as funds for her own business. It is therefore rightly said that even if this act of
lending were invalid, the Final Appellant has an obligation to repay, to the said labor bank, an
amount corresponding to this loaned sum on the grounds of unjust enrichment, and ultimately
there is no difference with respect to the existence of the loan obligation. Since furthermore in
view of the purpose of its creation, the mortgage is also to be viewed, in business terms, as
having the securing of the said claim held by the obligee labor bank as its purpose, it is right to
say that, under the good faith principle, having failed to perform the loan obligation the Final
Appellant is not permitted to assert the invalidity of either the mortgage or the proceedings for
its foreclosure, on the grounds that the loan was an invalid act. In particular, where as in this
case, the foreclosure proceedings for the mortgage have been completed and the security
property has become the legal property of the successful bidder, to allow a party to deny that
successful bidder, or any persons who from that point onwards acquired rights in relation to the
properties, from acquiring legal title on the basis of a successful bid in the foreclosure
proceedings, or title deriving from that legal title, would be tantamount to sanctioning an
outcome where the Final Appellant could deny the rights of a third party without knowledge on
the grounds of the Final Appellant’s own misconduct, which must be said to be a breach of the
principles of good faith. It follows that the claims of the Final Appellant in this action are to be
dismissed for, as already stated, lacking in merit concerning this point. The lower court’s
decision was justified, in the end, in rejecting this claim, and this Final Appeal cannot escape
dismissal.”


