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Much of the industrial and commercial development of the last
few centuries would not have been possible but for the corporation.'
Proving of immense value as a tool employed by individual inves-
tors in the conduct of business, the corporate mechanism has attained
the stature of an institution.2 The Gargantuan proportions achieved
by these combinations have often raised grave issues as to desirabil-
ity of enormous concentrations of economic power.3 Be that as it
may, the place of corporations in the modern business is secure, with
their amassed capital promoting almost every enterprise of note.'

LL.B. (Univ. of the Philippines); LLM. (Harvard).
2 Quoting from Juste Stone in Calfornia v. Tashiro, 278 U. S. 123, 49 Sup. Cr

47, 49, 73 L Fd. 214:
"It would be difficult to select any single agency of more universal use or more

generally recognized as a usual and appropriate means of carrying on commerce and
trade than the business corporation."

See also Hale v. Henkel, 201 U. S. 43, 26 Sup. Cc. 570, 50 L Ed. 652; In re
Steinberg's Estate, 274 N. Y. S. 914, 919, 153 Misc. 339; Louis K. Ligett Co. v. Lee,
288 U. S. 517, 564, 53 S. Ct. 481, 77 L. Ed- 929, 85 A. L P 699.

2 Corporations have ceased to be merely legal devices through which the private
business transactions of individuals may be carried on. Though still much used for
this purpose, the corporate form has acquired a larger significance. The corporation
has, in fact, become both a method of property tenure and a means of organizing
economic life. Grown to tremendous proportions, there may be said to have evolved
a "corporate system"--as there was once a feudal syst.m--which has attracted to
itself a combination of attributes and powers, and has attained a degree of prominence
entitling it to be dealt with as a major social institution. BERL.E AND MEANs, THE
MODERN CORPORATION AND PJUVAT PROPEMRY (1933), 1.

2 In the United States, the size factor was dramatically brought home by a TNEC
table comparing the total valuation of all the property in each state with the total
reported asse s of each of the 30 billion-doUar corporations. Only 10 states had
property within their respective borders valued at more than the assets of Metropolitan
Life Insurance Co. ($4.23 billion in 1935) or American Telephone and Telegraph
Co. ($3.99 billion). At the other end of the scale, fully 18 states ranked below the
smallest of the 30 corporations.

Loss, Securities Regulation, p. 13, citing TNEC Monograph No. 30, Survey of
Shareholdings in 1,710 Corporations with Securities Listed on a National Securities
Exchange (1941); also Stokes, Financial Trends of Large Manufacturing Corpora.
tions, 27 Survey of Current Business.

"Justice Field in San Mateo County v. Southern Pacific R_ Co. (Railroad Tax
Cases), 13 Fed. 722, 743:

"And, as a matter of fact, nearly all enterprises in this state, requiring for their
execution an expenditure of large capital, are undertaken by corporations. They
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Though dwarfed by the huge and intricate corporate organiza-
tions in the United States, the Philippine business corporation has
in its own right grown at a remarkable pace. 5 Moreover, the future
augurs a more predominant position for the corporation in Philip-
pine commercial life. The effort at industrialization and an expanded
economy call for the utmost utilization of individual finances avail-
able for investment, requiring the assembling of capital best brought
about through its medium.

As the demands of modern commerce compel the continuing de-
velopment of the corporate form of organization, so should corpora-
tion law grow. Law serves its function best when it anticipates and
provides, encourages or prevents. Little justification appears for
preserving on the statute books outworn concepts which stifle the
corporate agency, hindering its utility for economic progress. Quite
fortunately, reexamination has for some time been the fashion in
Philippine legal circles.6

Few aspects of Philippine corporation law deserve as much
scrutiny as the rules governing share certificates and their trans-
mission from person to person. Stock transferability is recognized
as one of the great advantages of the corporation over other forms
of business organization. The facility with which these units of in-
terest are bought and sold contribute vastly to encourage capitaliza-
tion. Stocks are among the most liquidable of investment& Assum-
ing a public market, they may be realized upon promptly. Further-
more, they find ready acceptance as security for loans. This feasi-
bility of easy acquisition and disposal--of putting money to work
and calling it back almost at will-renders investment in corporate
stock convenient to investors of varied means. 7

engage in commerce; they build and sail ships; they cover our navigable streams with
steamers; they construct houses; they bring the products of earth and sea to marker
they light ou strects and build i they open and work mime they carry water to
our cities; they ererailroads, and crt oss niix and deserts with them, they cract
churches, colleges, lyccians and theatets. they set upL auatre and keep the
spindle and shuttle in motion; they establish banks or Savings; they insureagit
accident on Land and sea; they give policies on life; they mak mnoney exchanges with
all parts of the world; they pubLish newspapers arid books, and send news by lightning
across the contimet and under the ocean."

B~mu.. ANCD MnANs, op. cit., Chapter I to III, deal with the coqxx-ate system
in transition.

'Six thousand eight hundred sixty corporation were registered at the Securities
and Exchange during the post-war period from May, 1946 to Decem-
ber, 1954.

6 Notably, the propowd revision of Philippine commercial laws.
1 It is not alone the capitalist and banker that purdraes and holds stock in cor-

porations The surplus wealth of the people at large is being invested in corpofate
stocks and bonds. In the course of time all these secuwities pass ino the hands of
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The desirability of stock as a form of investment is substantially
derogated from by statutory and judicial formulations leaving in-
definite the rights of a certificate transferee. Sound corporate policy
dictates the encouragement of investments through the elimination
of uncertainties and risks.

Similar considerations of liquidity and stockholder security, as
well as a compelling necessity for uniformity of state laws, impelled
the adoption of model legislation in the United States. But more
about this later.

Philippine statutory provisions governing stock transfers con-
sist of Sections 35 and 52 of the Philippine Corporation Law, which
sections $ are substantially as contained in the original Act 1459,
effective April 1, 1906. Yet age alone is an insufficient argument
for revision; amendment must seek justification in the desirability
and possibility of reform. If the extant law, with the modifications
brought about through the judicial process, gives evidence of equal
or superior adaptability for the desired purposes, there is no sense
in change. Alteration is not for alteration's sake alone.

A brief foreword: The expanse of the field negatives a minute
inquiry into every detail of the law on stock transfers. What follows
is an effort at analysis, comparison, and evaluatioi on a broad scale
of the Philippine and American experience relative to share certif-
icate transmissibility, with the hope of advancing a modest contri-
bution to the process of selective assimilation in law.

With these observations, we proceed to a review of the funda-
mental concepts underlying stock transfers. -

investors, bona fide holders. It would hardly be an exaggeration to say that the law
governing stocks and- bonds, in the magnitude of the interesti, the number of persons
affected, and the variety of legal principles involved, is more important than all other
branches of law combined. Even real estate, so far as the cities are concerned, is being
absorbed by corporations, which issue stock to represent it. In the great moneyed
centers, stock constitutes the chief basis of credit, as collateral for loans at banks and
trust companies- Hundreds of millions of dollars are loaned with no other security
than certificates of stock transferred in blank with no registry whatsoever on the cor-
porate books. Hence it is with reason that the contant tendency of the courts is to
protect the bona fide punchasers of certificates of stock. It is fitting, in these days
of the formative period of the law governing corporations and stock, that the prin-
ciples governing the transfer of certificates should favor the procection and security
of the investing public, and should be against secret liens, attachments, claims, and
negligence of both the corporation and third persons. CooK, CoRPoRA-oNs (8h
Edition), §444 at 1438. Also BERE.n AND PMDJSON, UQUM CLAIMS AND NA-
TrON . WzALTn (1934).

8 Except for a paragraph appended to § 52 by Act 3741.
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I
Two distinct aspects divide the law relative to stock transfers.

One treats of the rights and duties of the corporation with reference
to registration, the issue of new certificates, and the entry of stock
transactions on the books of the corporation.9 This process of reg-
istration fixes the rights of the shareowner as such vis-a-vis the
corporation; i.e., it establishes him as a shareholder of record with
the corresponding duties and privileges.10 Except insofar as a dis-
cussion thereof may bear on the topic detailed below, the legal con-
sequences flowing from recording upon the stock books are alien
to this paper.

A second aspect of the law on stock transfers delimit. the area
of research and discussion. This involves the share certificate as
evidence of title and treats of the methods of assignment of the
shares as between seller and buyer, pledgor and pledgee. With this
field of stock certificate transfer from person to person, sprout prob-
lemxs of negotiability or quasi-negotiability.

That the certificate is not essential to the complete ownership
of the stock or to the creation of a stockholder relationship is basic
in Philippine law,"' but its value as documentary evidence of owner-

BA. mn , LAw op CoanoinArlots (1946), § 320, 12 FLmm, Cmyto
P A op Tmz LAw or PIvATs CoaSpoATONs, § 543.

"In1 econectiori with recording an the corporare books, the word "amsfer"
is generafly employed to indicate entry of tasfer on the record involving he
sucessive sages of ===dcr of the outstanding certicate for canC*IIthio and i
by the corporaion of a new certifia:e. Or, as embodied in the phruse "transfer on
t boohe he word may refer to a formal instrument of trwer of title executed
in a corporate trasfer book containing blank forms of tr-an er. See BA.Lnr, op,
cit., § 321. In neither of these senes i "transfer" employed here-Vhere pertinnt,
the word "registratioxn" or "recording" will be employed to designate the foregorng

In another sense, "u=mfer" may indicate the assignmert or transr of legal
tide to the sham from persn to person. Compare § 22 of the Uniform Sco&: Trans.
fer Act where "transfer" means "transfer of legal -tie." "Transfer," as employed
here, must be taken as so defined-

Noce, further, that in the following discussion the interests of a pledgee often
correspond to those of a purchase of a share cerakae; in such cases "transferee"
may occasionally be used to indicate both, quite loosely.

L 2 Tozin: zo, _ComuEsNARs AND juRLPR DENC ON THE3 CO MMES aL
LAws oF Tm PnuirPPxm~ (6th Ed-, 1951), p. 727; SAWoNGA, PmLIPPXNs L.'w oi"
PRvATE CORpoRA-TONs (1952), p. 380.

For the original American doctrine: Winslow v. Fletcher, 53 Conn. 390, 4 Ad.
250; Hawley v.Upton, 102 U. S. 314, 26 L. Ed. 179; De Laoch v. Bennett, 156 Ga.
633, 129 S. 2. 592, citing R. C. L; IllinoIndiana Fair Ass'n v. Phillips, 323 Ill.
368, 159 N. E.815, 59 A. L R. 591; Butler University v. Scoonover, 114 Ind. 381,
16 N. EL 642, 5 Am. St. Rep. 627; Re Calber, 145 Iowa 1, 123 N. W. 743, 25 L R. A.
(N.S.) 384; Cester Glass Co. v. Dewey, 16 Mass. 94, 8 Am. Dec. 128; Randall
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ship and as an instrument for the transfer of title to shares of
stock was very early recognized. 12

Notwithstanding Section 35 of the Philippine Corporation Law
providing for the transfer of shares by delivery of the stock certifi-
cate indorsed by the owner or his agent, 13 it is indisputable that
certificates of stock issued by authority of this statute are not choses
in action.1 ' The Negotiable Instruments Law does not comprehend
share certificates within its purview.1 5

With the absence of the characteristic of negotiability, even a
bona fide transferee of such certificates acquires no better title to
the shares than his transferor had.10 He falls heir to the equities

Printing Co. v. Sanitas Mineral Water Co., 120 Minn. 268, 139 N. W. 606,43 L R. A.
(N. S.) 706; Holland v. Duluth Iron Min. & Development Co., 65 Minn. 324, 68
N. W. 50, 60 Am. St. Rep. 480; Yernan v. Galveston City Co., 106 Tex. 389, 167
S. W. 710, Ann. Cas. 1917E, 191; Upscomb v. Condon, 56 W. Va. 416, 49 S. E.
392, 67 L. R. A. 670, 107 Am. St. Rep. 938. See BALL.&NnN, op. cit., at § 198.

22 Toz. izno, op. cit., at 728.
" §35 of Act 1459 reads in part:

... ,Shares of stock so issued are personal property and may be transferred by
delivery of the certificate indorsed by the owner or his attorney in fact or other person
legally authorized to make the transfer. No transfer, however, shall be valid, except
as between the parties, until the transfer is entered and noted upon the books of the
corporation so as to show the names of the *arties to the transaction, the date of the
tansfer, the number of the certificate, and the number of shares transferred."

2 Santamaria v. Hongkong and Shanghai Banking Corporation, G. R. L2808,
August 31, 1951; Eastern Investment Co. v. Yap (CA), 20 0. G. (11th Supp.),
224. ToLu-mNIo, op. cit., at 728. S^.Olc., op. cit., at 381.

For comparable American rulings as to the nature of share certificates: National
Safe Deposit, Savings & Trust Co. v. Hibbs, 229 U. S. 391, 57 L. Ed. 1241, 33 Sup.
Ct. 818, aff'g. 32 App. Cas. (D.C.) 459; Hammond v. Hastings, 134 U. S. 401,
33 L Ed. 960, 10 Sup. Ct. 727; Weniger v. Success Min. Co., 227 Fed. 548; Na-
tional City Bank of piicago v. Wagner, 216 Fed. 473; C/Neil v. Wolcot Min. Co.,
174 Fed. 527, 27 L R. A. (N.W.) 200; Church v. Citizens' St. R. Co., 78 Fed. 526;
Bangor Elec. Light & Power Co. v. Robinson, 52 Fed 520: Maithews v. Mxssachu-
setts Nat'l Bank, Holmes 396, Fed. Cas. No. 9, 286; Powell v. Maryland Trust Co.,
125 F. (2d) 260; see FLETCUER, op. cit,, at §5475; Coosx, op. cit., § 412.

" Eastern Investment Co. v. Yap, supra note 14; FRu"Nczsco, COMMENTcARiES ON
THE Nsrc, oTnLs InsTRumENTs LAw (3rd Ed., 1949), p. 12 See § 1, Act 2031.

Are share certificates subject to the Civil Code provisions on Sales? (Articles
1458 to 1637, R. A. 386). Are they "goods" or "documents of title to goods"?
There is no pertinent ruling by the Philippine Supreme Court.

Article 1636 of the Civil Code (on definitions) stems from § 76 of the Uni-
form Sales Act. American courts, construing § 76, indicate a negative response in
Smith v. Lingelbach, 177 Wis. 170, 187 N.W. 1007 (1922); cf., Millard v. Green,
94 Conn. 597, 110 Ad. 177; Laundry & Caeaing Co. v. Whitmore, 92 Ohio Sc.
44, 110 N.E. 518; contra, Postel v. Hagist, 251 IM. App. 454, 466. See Kaufman,
"Are Sales of Corporate Stock Subject to the Uniform Sales Act?' 10 N.Y.U.L.Q.
157, (1932).

18 ToitqmNro, op. cit., at 728. FLucHiR, op. cit., at § 5475 and cases cited.
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existing on the stock against the transferor in favor of the corpora-
tion or of third persons, irrespective of his lack of knowledge there-
of. 7 Thus, transmission of a share certificate by one without title
or authority to transfer the same, gives the transferee no title to
the shares as against the true owner. s

II
Recognition of mercantile necessity for according to stock certi-

ficates some of the attributes of commercial paper, in view of exten-
sive dealings in certificates and their widespread use as collateral
security, led to the development of the doctrine of share certificate
quasi-negotiability at common law.1 ' Judicial decisions have effected
a similar result in Philippine corporate jurisprudence.2* Courts
have, ostensibly through construction and interpretation, brought
about considerable amelioration in the position of a stock purchaser
or pledgee. Nevertheless, it is proposed to be demonstrated that the
transferee of a share certifirate must, under present law, remain in
large part insecure as to his stock investment.

The departure from the rule of strict non-negotiability rests on
the propriety of according protection to an innocent transferee where
negligence or fault is attributable to the owner of the stock. When

" Ester In, mesunat Co. v. Yap suprad n- 14. TOLEnNo, op. cit., at 728.
FLzroia, op. cit, at 547 and cam ed.

"Toj, rnN=o, op. ci., at 728. FLuTcHER, op. cit., at § 5542 and c cited
"As cited in Masuzryv. Aximnsas National Bank, 93 Fed, Rep. 603 (1899):
"It is a weillciown fact that stock ocrtificates freq~uently circulate in places fir

reoC! from the home of the coeporrati by whih dwy wet- isudh dat in all coc-
merisea dy ar comcruny transfenvd rorn hand to hand [lw negoiable paper,
and that they arm bypodbecated fcwr temporary loans by a simple indloracinent and de-
livery thereof, the latt r being perhaps the most cmon use to which such securities
are put. In the great majority of cases h sock is merely pledged for a loan, no

:uord of tnsfer is madeon the books of dhe corporation, and in the judgnx of
aymen the ang of such a recomd seems to be a redless formali y. The rend of

modier decisicns has been to encourage the fr&e crculation of stock cemti6ca tes in the
mode lat indi-cated, on the theory that they are a valuable aid to commercial trans-
actions, and that the public interest is best subserved by rermvin-! all resricti-ms avainst
thei drcuaticm, and by placinig thean as nearly as possible on the plane of corriumecial
paper.

Also, National Safe Deposit Savings & Trust Co. v. HiIbs, 229 U.S. 391, 33
Sup. Ct. 818, 57 L ed. 1241; O'Nid v. Wolcot Min. Co., 174 Fed. 527, 532, 27
LRA. 200; Nate City Bank v. Wagner, 216 Fed. 473; Powers v. Pacif Diesel Co,
206 Cal. 354, 274 Pac. 512, 73 A.LLR 1398, 1405; Howism v. Mechanics' Say. Bank,
88 N.H. 31, 183 Ad. 697; aBm .LAt-NBr , PurH =on VA.UE AND ESTgMpL, 6
MNN. L" Rnv. 87, 92; FuLrcium, op. cit., at §§ 5477, 5562.

"0 Bachrach Motor Co. v. "oam Iedesma, 64 Phil. 681; Santamaria v. Hongkong
and Shanghai Bank, nupra note 14. ToL--nNo, op. cit., at 729; SALOmGA, op. cit.,
at 439.
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the owner of the shares places the certificates indorsed in blank in
the hands of another, such possessor, although acting wrongfully,
might therefore pass good title by sale or pledge to one who reason-
ably relied upon such evidence and appearance of title or power of
disposition, and who took in good faith 21 and for value. 22

Because stock certificates when so treated partake of some of
the attributes of negotiability in passing from hand to hand, they
are frequently denominated quasi-negotiable.23 But the true basis
of the rule is estoppel 2, and the sanction therefor may be found in
the maxim that where one of the innocent parties must suffer by
reason of a wrongful or unauthorized act, the loss should fall on
him who first trusted the wrongdoer and put in his hands the means
of inflicting such loss.2 5

Where the owner has intentionally or through negligence
clothed another with apparent title to the shares, or apparent author-
ity to dispose thereof, estoppel may arise. The normal situation
calling for application of the doctrine commences with the owner
delivering the certificate to a third person, with a power of attorney
or indorsement in blank, but upon an understanding not to transfer.
As against third person dealing in good faith with the misappro-
priating party, the true owner is precluded from asserting title.2 6

, Santamaria v. Hongkoag & Shanghai Bank, supra note 14. Tide will not vest
on transferees with actual notice that the apparent title or authority is defective; nor
when attendant circumstances, such as the form or terms of the indorsement, are suffi-
cient to put them upon inquiry. Ftsycmm, op. cit., at § 5563, and cases cited.

""Santarnaria v. Hongkong & Shanghai Bank, supra note 14. Compare: Natiocuia
Safe Deposits, Savings & Trust Co., v. Hibbs, 229 US. 391, 57 L_ Ed. 1241, 33 Sup.
Ct. 818 aff'g. 32 App. Cas. (D.C.) 459; Cowdrey v. VanderburgF., 101 U.S. 572, 25
L Ed. 923; Johnson v. Bixby, 252 Fed. 103; National Bank of Chicago v. Wagner,
216 Fed. 473, Wolf v. American Trust & Savings Bank, 214 Fed. 761; O'Neil v.
Wolcott Min. Co., 174 Fed. 527, 27 L.R.A. (N.S.) 200; Elliot v. E.C. Miller &
Co-, 158 Fed. 868; Fulton Nat. Bank v. Moody, 51 Ga. App. 179, 179 S.E. 831,
ann. in 49 HARv. L R v. 161.

"Bachrach Motor Co. v. Ledesnta, supra note 14. The terminology is not un-
justified; in the situation above outlined, the transferee does obtain better title than
the wrongful transferor. A certificate indord in blank is easily assignable. An.
other aspect of "quasi.negotiability" discourages hidden liens (infra).

2, Cf., Article 1438, R A. 386.
2 5 Santamaria v. Hongkong & Shanghai Bank, supra note 14. SALONGA, op. cit.,

8 Compare FLE-rctiE, op. cit., # 5542, and cases cited; CoorK, op. cit., at § 416;
non: 29 L. R A. (N.S.) 254. Of course, the misappropriator should in any%d for damages. The discussion here, however, assumes the usual situation

wrong doer proves elusive or is unable to make reparation.
hessential elements of the estoppel of the true owner against the bona fide

a re
(1Some voluntary act on his part calculated to clothe the possessor of the
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The investor's interest lies primarily in determining what risks
and liabilities he incurs in purchasing or otherwise dealing in stock
certificates. It behooves him to minimize the instances when some
undisclosed forgery, theft, breach of trust, any other fact, equitable
right affecting former owners, or proceeding involving the stock
can intervene to defeat or detract from his rights as shareholder.
From this viewpoint, the estoppel rule adopted in the Philippines
proves inadequate in a number of particulars.

The doctrine, in truth, has to date received little elaboration
from the local appellate courts. However, the logical derivations of
the acquired approach are easy to perceive; better then to measure
its failings by resort in part to American case law built upon the
foundation of this rule.27

Of course, if forgery has been made, no purchaser or pledgee
can seek shelter beneath his good faith to defeat the owner's rights
to the stock. A's title to a certificate-placed in the hands of B but
without indorsement-is not subordinated by transfer from B to C,
a purchaser for value without notice of irregularities, following false
indorsement by B of the certificate in simulation of A's signature.
Forgery cannot be the source of title to promissory notes and bills
of exchange; much less to non-negotiable certificates of stock.'2

Even short of forgery, the bona fide transferee of a stock certif-
icate cannot rest assured of good title subsequent to unauthorized
transfer, for the estoppel doctrine reaches its limitations when the
owner of the certificate has neither entrusted the wrongdoer with
the possession thereof nor clothed him with evidence of title.2 9

Wrongful transfer by a thief of an indorsed certificate will not pass
good title to a bona fide transferee, 0 and it is immaterial that the
thief, being a servant, clerk, or otherwise, had easy access to the

certi ate with de cusomary evidence of tide or audbxity axhndu odxrs tore
upnir

(2) Reliance upon the customary evidence or appearance of tide or authority
by a purchaser or dye in good farth and for value.

Most courts take judicial nocre of what is regarded as customry evidence of
tide or auathcity to transfer shares as a m~atter of common knowledge.

BALArNE6 op. -it., at § 757.
" Frequent recourse will be had to decisims by American cout, but with aware-

ness that they are only of persuasive foce= in this jurisdiction.
2" See F,-,m.t, op. cit., at § 5542, and cases cited. But see the effect of regis-

tmtion on the corporate boos in connection with focgery under Art. 8 of the Uniform
Commercia Cod4e is fr.

" Ibid.
" Bagor Elctric Light & Power Co. v. Robausn, 52 Fed. 520. See FLsrcum,

op. cit., at § 5562; BALL.NrTHB, op. cit., at § 330.
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certificate.3 1 Similarly, title will not accrue to the transferee upon
acquisition from a finder of a lost certificate, though properly in-
dorsed by the registered owner.32

Transactions in shares of stock carry with them such other risks
as appertain to an ordinary contract involving personalty.31 Where
the investor deals in stock through an intermediary, the law of
agency is not to be disregarded. 3 ' Conceivably, the principal's in-
ability to enter into the agency relationship- consequent to his in-
sanity,s5 minority, 6 or other incapacity 3 7-may vitiate the certifi-
cate in the hands of a bona fide transferee. These and other defects
in legal representation 38 may render the contract unenforceable.3o

Consequently, these latent imperfections may infect title to stock
obtained through an intermediary. Possession of an untarnished

31 Ibid. Also: Hudson Trust Co. v. American Linseed Co., 232 N.Y. 350, 134
N.E. 178, noted in 31 Yale L J. 773; Know v. Eden Musee American Co., 148 N.Y.
441, 454, 42 N.E. 988, 31 LR-A. 779, 51 Am. Sr. Rep. 700.

3 2 BALLAriN, op. cit., at § 330, and cases cited. Also: Note, 52 A.LR 947,
949.

'3 FLErczi, op. cit., at § 5566, and cases cited.
" Pacific Commerci2l Co. v. Yatco. 68 Phil. 398, attempts to distinguish an agent

from a "broker", as follows:
"The commission agent is one engaged in the purchase or sale for another of per-

sonal property which, for this purpose, is placed in his possession and at his disposal.
He maintains a relation noc only with his principal and the purchasers of vendors,
but also with the property which is the subject matter of the transaction. On the
other hand, a broker has no relation with the thing he buys or sale. He is merely an
intermediary between the purchaser and the vendor. He acquires neither the custody
nor the possession of the thing he sells. His only office is to bring together the paties
to the tansaction."

But the stockbroker, who ordinarily is charged with the cu.-tody of the certificate
in indorsed form while acting as a bridge between seller and buyer, is properly an
agent rather than a "broker", as above distinguished. Campare the American view,
infra.

, Article 1327, R.A. 386. Compare MECHEM, OUTLINES OF THE LAw OF AGEN-
cy (3rd Ed.), at § 59.

3 Article 1327, R.A. 386. As to the legal effect of contracts by minors: Barn.
balan v. Maramba, 51 Phil. 417; Young v. Tecson, 39 O.G. 953; both illustrating the
general rule on voidability. But cf. Mercado v. Espiritu, 37 Phil. 215, which holds:
The sale of real estate, effected by minors who have already passed the age of puberty
and adolescence and are near the adult age when they pretend to have already reached
their majority, while in fact they have not, is valid, and they cannot be permitted
afterwards to ec sc themselves from compliance with obligations assumed by them or
to seek their annulment. Also, Suan & Chiaco v. Alcantara, 47 O.G. 4561. I PA-
DILLA, CIVIL CODE ANNOTATED (1953), pp. 70 to 73.

" Article 1327, R-A. 386.
39 See PADILLA, Op. cit. supra note 36, at p. 435, citing scattered provisions of

the new Civil Code.
3* Article 1317, R.A. 386. Cf., Salunga v. Evangelista, 20 Phil. 273; Ibafiez v.

Rodriguez 47 Phil. 554. But query: Since an agency defective for want of capacity
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certificate falls short of supplanting the necessity for seeking as-
surance from the record owner.

These precautions may not be adequate in every instance. En-
visage this situation: Without circumstances indicating estoppel on
the part of the true owner A, B obtains possession of a stock certi-
ficate and effects an unauthorized transfer to C, a bona fide pur-
chaser for value. C surrenders the certificate to the issuing corpora-
tion and obtains another certificate in his name, thereby becoming an
apparent shareholder on the books of the corporation. Thereafter
C indorses the new certificate to D, also in good faith.

Observe the conflicting claims to. the stock. Where no share
over-issue follows, the solution is readily achieved. Evidently, since
no negligence or wrong may be imputed to him, A should be sus-
tained in his claim to the shares. On the other hand D's interests
are commensurately upheld through enforcement of the estoppel doc-
trine against the corporation. Having bought in reliance upon the
certificate of title issued by the corporation, D is asserted to have
a right against the company on its representation to have himself
recognized as shareholder or, at his discretion, for damages.' 0 Where
recognition of both A and D as stockholders results in an over-issue
of shares, the answer is less assured. Recorded Philippine decisions
throw no light on the disposition of this controversy. American
authorities are in disagreement.' 1 Ballantine,' 2 Stevens,' 3 Mora-
wetz," and Clark, " on the basis of the position taken by the federal
courts,' 6 indicate that the original owner A retains title to the stock.
But Cook,' 7 Fletcher," and Christy, 9 relegate A to recovery of dam-

is rarely voidable (Art. 1390, RA 386) and therefore effective till annulled, is not
a tramfer pursat to such agency before annulment upon 4legal representation"?

Should the result differ if the principal is undisclosed u Article 1883, R.A.
386?

* BAL n. o. cit., at § 331, and cases cited.
"1 See note, 23 MN. L. Rv., 484, 499.
"BAzLLAiz, op. ci., at § 331.
" STmvEms o CoRPoRATos, at § 133.
4 Moxwm-z, PRvAYE CoRoRnoNs (2nd Ed.), at § 208.

'CLux., CbaoitAo oNs (3rd_ Ed.), at § 163.
'See Moores v. .C_,izer" National Bank of Piqua (1884), 111 U.S. 156, 166,

4 Sup. Ct. 545, 28 L. Ed. 385; Western Union Telegraph Co. v. Davenport (1878),
97 U.S. 369, 24 L Ed. 1047. The view is that a stockholder "cannot be deprived
of his property without consent or negligence of his, except by operation of law."

" COOK, op. cit., at §§ 358, 367, 370.
"*FLuHER, op. cit., at §§ 5551, 5553.

Cliiy, Transfer of Stocs (second edition), §244 at p. 409; § 21 at p. 41.
With this qualification: The former owner of the stock (A) may compel the cor-
poration to go into the market and purchase similar stock. See also West v. Tintic
Standard Mining Co., 71 Utah 158, 263 p. 490.
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ages from the corporation and leave D, the bona fide purchaser, in
full ownership of the stock, the theory being that all rights and
equities to particular shares of stock are cut off by registration on
the corporate books atkd sale of the new certificates, the transferee
of the new certificate taking free of infirmities previous to the new
issue. 50 The consequences of the federal rule are far-reaching. If
the first view finds acceptance, it is plain that no bona fide transferee
of a certificate can rest certain of an indefeasible right as share-
holder without inquiry not only of the current record owner but also
of every holder of the particular stock all along the chain of title
back to the initial issue. This much more uncertainty must hover
over every transfer of stock.

To what extent a corporation may be held estopped from assert-
ing the invalidity of a stock issue as against an innocent transferee
of the certificate is unsettled locally.5 1  Neither is jurisprudence
abundant on the efficacy as notice to investors of conditions or limit-
ing provisos in charters and by-laws.5 2 These are areas of potential
discrepancy with the representative character of the certificate.

60 Coox, op. cit. supra note 47, citing Winte v. Montgomery Gaslight Co., 89

Ala. 544 (1889). But the corporation may recover damages from the transferee ob-
taining registration, on his warrany of tide and right to transfer, no matter how
innocent he may be. CooIC, id., at % 367; CHRIsTY, op. cit., at § 244, and cases cited.
Also, BAa nNE, op. cit., § 331 at 762.

62 The rule at common law is stated as follows: An over-issue of shares is void
and do not give the holders thereof the rights or liabilities of shareholders. Even
bona fide purchasers of the shar certificeMs do not acquire the rights of a shareholder.
but have a right to recover damages from the Fion for mrepresentation. BAL-
LAT N E, o. cit., at § 325, and cases cited. 11 FzxrEj, op. cit., at §§ 5144, 5180.
Note, 37 IYLn L. J. 362. But see CHRLSTY, op. cit., §§ 17 to 21 The innocent pur-
chaser may oblige the corporation to purchase similar stock on the market to replace
stock defective due to forgery or over-issue. This is the rule adopted in the new Com-
mercial Code.

Similarly, forgery in the execution of the certificate at the source generally pre-
vents title from vesting in a holder. BALL.MTnNE, id.. at § 332, p. 767.

But mere irregularities or a departure from procedure in the issuance of shares
may estop the corporation from denying the validity of the issue against a bona fide
purchaser. BAL.LAtrNs, id., at § 325; also CiRsTY, op. cit., §§ 17 to 21.

8' Preemptive rights by authority of by-laws have not been looked upon with fa-
vor"

Restrictions on transfer in terms of a preemptive privilege in favor of the issuing
corporation and fellow stockholders received a setback in Fletcher v. Botica Nolasco,
47 Phil. 583. See Feliciano, On the Shareholderr' Right of Preemption: Lan and
Practice, 28 Ptir. L. J., 433, note 2. But see Lambert v. Fox, 26 Phil. 588.

A similar dislike for "secret" liens in favor of the corporation is noted:
"A lien upon stock in favor of corporations for debt or liability of stockholders

ocher than unpaid subscription due and payable would be an obstacle to the trading of
shares upon which many people depend for their credit. Before accepting a transfer
of corporate shares, a prospective transferee would have to inquire into unregistered
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The law on chattel mortgages contributes its share to the incer-
titude resulting from stock transfers. The Civil Code affirms that
stocks may be the subject of mortgages. 55 To constitute a chattel
mortgage on shares, valid against third persons, recording in the
chattel mortgage registry is essential ;5 but neither delivery of the
certificate 65 nor entry on the corporate books 56 is necessary. The
certificate remains, without notation of encumbrance, 5 7 in the hands
of the mortgagor--an invitation to fraudulent transfers56 Irres-
pective of his lack of actual knowledge of the mortgage, a subsequent
transferee obtains the share certificate subject to the mortgagee's
lien.59 A prospective transferee, acting with all due prudence, can
ill afford to overlook an examination of the appropriate chattel mort-
gage registry.6 0

Obiter dictum in Bank of the Pr. v. Caridad Estates 6' poses a
comparable difficulty referent to pledges of stock. Shares may be

C lens upon said shares in favor of the corporation. Such a sitis-
tion should not be created if it could be avoided." Bank of the P. I. v. Caridad Estates
(CA), G.R. No. 16; VII Lawyers Journal, 850.

' Articles 2095 and 2140, lRA. 386; Mouserrat v. Ceron, 58 Phil. 469; Guan v.
Samahang Magasaka, Inc., 62 Phil. 472; Bachrach Motor Co. v. Ledesma, 64 Phil. 681.

"§4, Act 1508.
-Although § 4 of Act 1508 provides for the creation of a chattel mortgage by

registration or in the alternative by delivery of the chattel, Article 2140 of R. A. 386
provides that if the movable, instead of being recorded, is delivered to the creditor or
a third person, the contact is a pledge and not a chattel mortgage. Act 1508 must
be deemed amended to this ePient (Article 2270, R. A. 386).

" Monserrat v. Ceron, supr; Bank of P. 1. v. Caridad Estates, YupTd; Guan v.
Samahang Magsasaka, supra; Bachrach Motor Co. v. Lede=n, ,upra.

"5 Neither Act 1508 nor the Civil Code provides for notation on the cerificate.
" The Sim of the unendorsed certi=cate and the lack of any indication on

the books of the corporation that the shares are encumbered, if the mere registration
of the mortgage is sufficient to create a lien on the stock without actual notice, is very
likely to mislead persons dealing with the mortgagor on the strength of his apparent
tide. Fzsnmt, Tiu PHmiPPI N LAW OF STOCK CoRPORATIoNs (1929), p. 165.

" Article 319 of the Revised Penal Code penalizes the removal, sale, or pledge
of the mortgaged property, without consent of the mortgagee written on the back of
the mortgage and noted on the record thereof in the office of the register of deeds of
the province where such property is located. The requirement is for notation of the
consent on the back of the mortgage deed rather than on the certificate itself. More-
over, the penal sanction may not prevent the mortgagor from alienating the n-to"-
gaged share certificates to a bota fide purchaser wiidthuz securing the requisite approval.

60 § 14 of Act 1508 provides for the proper place of registration. Since Guan v.
Samahang Magsasaka, supra, it has been settled that the property in the shares may
be deemed situated in the province in which the corporation has its principal office or
place of business. If th province is also the province of the owner's domicile, a single
registration is sufficient. f not the chattel mortgage should be recorded both at the
owner's domicle and in the province where the corporation has its principal office
or place of business.

61 Supra, note 52. Infr,, note 64.
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pledged by delivery of the certificate duly indorsed. 62 The feasibility
of wrongful transfer by the pledgee is obviously unsatisfactory to
the pledgor, 6a but the latter's remedy is close at hand. The optional
device of recording the pledge on the stock books assertedly corres-
ponds to publicity binding on third persons obtaining the share cer-
tificate without actual notice of the encumbrance. 6 ' A would-be
transferee, compelled to inquire from corporate records, must face
the predicament that the books of the corporation are not public
records. Not being a registered stockholder, he is without authority
to compel disclosure thereof.65

An unsympathetic construction of the new Civil Code may aug-
ment the transferee's enigma. Under the prior law, the embodiment
of the pledge of stock in a public instrument will not avail as notice
to unsuspecting third parties.68 But the rejected requisite calling

0

' Articl 2095. RL A. 386, on pledge of inco l rights, inducdin§ shae of
stock, requres that 'he instrument vng the right pledged shall bedelivered to
the creditor, and if negotiable, must be indorsed." Since share certificates under
Philippine Law are not truly negotiable, a literal reading of the article would impose
no requirement of indorsement for a valid pledge thereof. However, it is usual for
the pledgee to insist on an indcorsenmL

Observe furthermore, the objections at common law to a delivery of a share cer-
tificate in pledge without indorsement:

"Mere delivery of a certificate of stock without any written assignment or transfer
may vest an equitable title, or give a lien enforceable in equity, but since it gives the
person to whom the certificate is delivered no control over or possession of the stock,
it does not constitute a valid pledge." 12 FL.-rcHE, op. cit., at § 5640, pp. 844-5,
and cases cited.

'I Pledge by delivery of the indorsed certificate, without more, leaves the pledgor
susceptible to the estoppel rule in the event of wrongful transfer by the pledgee to a
third person in good faith, at least, where the indorsernent is in b!enk. Supra, note 22.
Where the incorsernent is special, the pledgee might wrongfully have himself regis-
tered as shareholder with the corporatiu, and Pam the new certificate on to the born
fide transferee. The rights of the pledger wocld depend on which of the two con-
flicting theories is adopted. Suprd, notes 41-49.

' Bank of P. I. v. Caridad Estates, supra note 52.
§ 51 of the Corporation Law grants the right of inspection of corporate books

ordy to directors, members, or stockholders. 'The books and records are not open
to the public and even if accecs to them were granted, would be available only to
personsin the vicinity of the principal office of the concern." FISHER-, op. cit., at
163, citing National Bank v. Western Pacific R_ R. Co., 157 Calif. 573, 27 L. R. A.
(N-S.) 987.

"" In passing on the validity of a pledge of stock in Bachrach Motor Co. v.
Ledesna, supra noe 20, the Supreme Court said:

"It is true, according to Article 1865 of the (old) Civil Code, that in order
that a pledge may be effective as against third persons, evidence of its date must appear
in a public irstrument in addition to the delivery of the thing pledged to te creditor.
This provision has been interpreted in the sense that for the contract to affect third
person s, it must appear in a public instnment in addition to delivery of the thing
pledged. (Ocejo, Perez & Co. v. Int'l Banking Corp., 37 Phil. 631; Tec Bi & Co.
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for recital of a description of the object pledged and the date of the
contract in a public writing, as constructive notice, has been re-
introduced in the new Code.6 7 To the third person transferee, the lien
is rendered almost undiscoverable, for the impracticability of scru-
tinizing every public instrument is evident.

Attachments and executions are due for mention. Under the
Rules of Court, stocks, shares, or an interest therein may be levied
upon by leaving with the president or managing agent of the issuing
corporation a copy of the order, with a notice of the levy.e5 The
certificate itself need not be seized; generally it remains in the own-
er's possession, free from any indication of an established lien. To
ascertain the absence of a prior attachment or execution levied on
the stock, the purchaser or pledgee of a share certificate is put to
inquiry at the offices of the corporation, although the corporate re-
cords are not open to inspection by outsiders. 9

In spite of having elicited information in this wise, the trans-
feree remains vulnerable to subsequent levies on the stock. Since
Uson v. Dio8Mito,70 the rule has been that until a transfer of stock
is registered on the corporate books, the stock may be subjected to
execution or attachment by creditors of the record owner-transferor,
at least where such creditors are unaware of the antecedent trans-
fer.71  To provide for this eventuality, recording by the transferee
on the stock books is exigent.

Thus, judicial aversion to unapparent limitations or engage-
ments detracting from the quasi-negotiability of share certificates

v. Owrered Bank, 41 Phil. 596; Te Pate v. Ingersoll, 43 Phil. 394). It cannot be
denied, however, that sectn 4 of Act No. 1508, otherwise known as the Chattel
Mortgage Law, irnpli y modified =6& 1865 of the Qvil Code in the sense that
a cotntract of pledge and that of chattel mortgage, to be effective as against third
pesons, need not appear in pubic in3truments provided the thing pledged or mort-
gaged be delivered or placed in the possession of the creditor (Mahoney v. "tason,
39 Phil. 952).-

Under the Law then in force, a pledge ard a chattel mortgage constituted by
delivery without registration could hardly be told apart.

4T Article 2096, R A- 386. The requirements of Article 1865 of the old Civil
Code are restored. Supra, note 66. Article 2096 reads as follows:

"A pledge shall not take effect against third persors if a description of the thing
pledged and the date Qf the pledge do not appear in a public mstrunt."

Artide 2140 of the new Civil Code sets a ledge apart om a chattel mortgage.
Cearly, the pvior s of the Chattel Mortgage Law cn no longer be made to apply
to pledge= sto

"§7(d), Rule 59;, §14, Rule 39, Rules of Court.
" Supra, note 65.

TO 61 Phil. 535; contra, Uy Piaco v. McMicking, 10 Phil. 286. The Uson case
differs from the majority view in the United States. See SLoNGrA, op. cit., p. 432;
TOLmN-rmo, op. cit., at 736; BALLAN-nNr, op. cit., at § 329, p. 756.

T' Fua Cur v. Summers, 44 Phil. 705.
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has been manifested reasonably; 71 yet, possession of the certificate
notwithstanding, the title of a transferee of stock stands contingent
on sundry risks, which include:

(a) An unauthorized or forged transfer, or some other infir-
mity or restriction not apparent on the face of the certificate, with-
out estoppel on the part of the true owner of the stock;

(b) A defect rendering the issue void; i.e., over-issue or for-
gery in the execution of the certificate;

(c) A previous chattel mortgage on the stock, without notation
on the certificate;

(d) A wrongful transfer by a pledgee with pretense of owner-
ship, where the pledge has been noted on the corporate books and/or
appears in a public writing.

(e) A prior attachment or execution against the transferor
levied on the stock.

(f) Before recording of the transfer on the stock books, an
attachment or execution levied against the transferor on the stock.

Lessening the hazard, without in truth providing for every
contingency, necessitates perusal of corporate records, of chattel
mortgage registers, immediate recording on the corporate books,
and inquiry of every previous holder of the stock certificate. These
measures entail time, expense, and effort far beyond convenient.

What then of quasi-negotiability?

III

An Act to Make Uniform the Laws of Transfer of Title to Shares
of Stock, authored by Professor Samuel Williston, was approved
by the National Conference of Commissioners on Uniform State
Laws in 1909 and is now law in almost all the states of the American
unfon. s As the commissioners assert, the fundamental purpose of
the act is to make the certificate, to the fullest extent possible, the
representative of the shares.7 ' Negotiability is sought to be accorded
the certificate.7 5

"Sa.ntaxnaria v. Hongkong & Shanghai Bk., supra note 14:
"A bona fide pledgee or transfer, e of stock from the apparent owner is not charge-

able with knowledge of the limitation placed on it by the real owner, or of any
secret agreement relating to the use which might be made of the stock by the holder."

Also, Bank of P. 1. v. Caiad Estates, supra note 52.
T3 6 Uniform Laws Annotated; Cumulative Annual Pocket Part for 1954, p. 6.

The Uniform Act has been in force in all 48 states and in the District of Columbia.
Alaska, and Hawaii. See FRAy, CAsES ON CORPORATIONS AND PARTNERSHIPS
(Temp. Ed., 1951), p. 390. But Pennsylvania has lately adopted the Uniform Com-
mercial Code, in fra.

74 Commissioners' note to § 1 of the Uniform Stock Transfer Act, 6 U. L. A. 2.
The transfer of the certificate is made to operate as a transfer of the shares, whereas
at common law the registry on the books of the company makes the complete transfer.
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The Transfer Act does not purport to forbid a corporation from
recognizing the exclusive right of a person registered on its books
as the owner of shares to vote the same, receive dividends thereon,
or to hold the registered owner liable for calls and asse&ments.78

Recording of the transfer on the stock books remains desirable to

Ibid. Under the Transfer Act, recording on the books of the corporation bears an
analogy to registration of a conveyance under the Torrens system. BA..LAN-NE, op.
cit., at § 321, p. 739; compare, - e' note to § 1 of the Transfer Act, 6
U. L A. 2.

" Cormissioneri' note to §§ 1, 5, and 6 of the Transfer Act, 6 U. L A. 2, 10, 11.
Murdand Holding Co. v. Egg Harbor Comm Bank, 123 N. J. Eq. 117, 196 Ad., 230.
BAL.ArImNi, op. ci., at § 332; I WuA0smri, SAI.ns (2d Ed, 1924), 717, n. 4.

Notwithstanding the avowed purpose of the Transfer Act to encourage the treat-
ment of certificates as negotiable, a few willqare!wt the use of the ts arnd,
incidentally, with the title of this paper. A few cour , slow to discard notons of
estoppel, insist, that the Transfer Act has not made certificates negotiable and that it
is a mere codification of comnmon law rules. Peckinpaugh v. Noble & Co., 288 Mich
464, 470, 213 N. W. 859, 861, 52 A. L R. 941; Jenkins v. Continental Trust Co.,
150 Md. 416, 133 A. 610;, Hazard v. Powell, 23 Ohio App. 71, 154 N. E. 357;
Nichoson v. Morgan, 119 Mimc. 309, 196 N. Y. S. 147 (1922); Stolz v. Carroll,
99 Ohio 289, 124 N. E. 226; Irmside v. Levi, 278 Mass. 18, 179 N. B. 226.

The legal treatmerst of a certificate should not be determined by an a :ioei defini-
tion of negoiability. Tested by the definition in the Nevotshle Instruments Act, a
share certifae cannot be classed as negotiable for one thing, it is not an uncrndi-
tional promise to pay a sumr certain in money. The term should be used not as of
special dgnifcance in and of itself but only as certain Legal features aid
consequences not comn to commercial r tr geerally. Primarily, 'nego ble"
indicates tra rability with a certain f aaclity;. ther quality comncy aoi ted
with it is the possibility that a transferee may on the instrument better rights
than those asertable by his tracror. Nsuld be regarded as resulting
from and connoting the incidents actually au by law to the instrument, rather
than a reason for or against the attribution of those incidents. Indeed, the transfer
Act has to a further extent produced results consistent with negotiability. Smsvss,
op. cit., §§ 135.137, pp. 623-624. Aigler, Recognition of New Types of Negoti, e
Instruments, 24 C ouM. L Ruv. 5W.

However, it should not be lost ight of that negotiability consequent to the Trans-
fer Act is not negotiability under the Negotiable Insur ts Law; they do not cor-
respond in every rect. Strange, for instance, that the Transfer Act is so drawn
that it does not aply to nake negotiable a bearer certificate, that is, a certificate for
shares which provides that it is the property of the bearer and that title is transferable
by delivery in the same manner as a negotiable instrument payable to bearer. Amer-
ican Surety Co. v. C ning- 20 Minn. 566, Z75 N. W. 1,5, 112 A. L R. 892;
Edgerly v. First Natidhal Bank of Boston, 292 Mass. 181, 197 N. F- 518, noted in
3 U. op Cm. L Rsv. 508, 16 Boston U. L Rev. 438. B LL ru op. cit., § 332
at 763, note 10.

TO § 3, Uniform Stock Transfer Act. Being collateral to the isse of negotiability,
this topM is not pursued further. For a discussion, see F rcmm, op. cit., Chapters
XXIV and XXV. § 3 is couched penmissiveir, hence, the corporation may refus
to treat with the registered owner and deal with the unregistered transferee instead.
Turnball v. ongacr Bank, 249 N. Y. 159, 163 N. EL 135; Nat'l Surety Go. v.
Indemnity Ins, 237 App. Div. 485, 261 N. Y. S. 605.
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fix the transferee's rights relative to the corporation.7 7 Beyond this,
registration with the corporation is shorn of its common law signi-
ficance.7 8

The Act protects a person who, for value and in good faith,
obtains the share certificate with the indorsement of the person ap-
pearing by such certificate to be the owner thereof; or purchases
and obtains delivery of the certificate with written assignment or
power of attorney of such person, even if contained in a separate
document.7 9 Both delivery and assignment are essential to pass title.

"Barbato v. Breeze Corp., 128 N. J. L. 309, 26 A. 2d 53. BAL.LAwNrn, op.
cit., at § 329.

'a Commissioner's note to § 1, Transfer Act; 6 U.L.A. 2.
Among the provisions rendering registration on the stock books less necessary is

§ 21 of the Transfer Act, which enables further transfer of the stock, without having
to obtain a new certificate in his name, by a transferee through special indorsement.
§ 21 reads:

"Definition of person ap to be the owner of certificate.-The person to
whom a certificate was originally issued is the person appearing by the certificate to be
the owner thereof, and of the shares represented thereby, until and unless he indorses
the certicate to another specified person, and thereupon such other specifiedperson
is the person apen~by the certificate to be the owner thereof until and
also orsesthe certificate to another specified person. Subsequent special indorse-
ments may be made with like effect."

TS § 1, Transfer Act:
"How title to certificates and shares may be transferred.-Title to a certificate

and to the shares represented thereby can be transferred only,
"(a) By delivery of the certificate indorsed either in blank or to a specified

person by the person appearing by the certificate to be the owner of the shares repre-
sented thereby, or

"(b) By delivery of the certificate and a separate document containing a written
assignment of the certificate or a power of attorney to sell, assign; or transfer the same
or the shares represented thereby, signed by the person appearing by the certificate
to be the owner of the shares represented thereby. Such assignment or power of
attorney may be either in blank or to a specified person.

"The provisions of this section shall be applicable although the charter or articles
of incorporation or code of regulations or by-laws of the corporation issuing the cer-
tificate and the certificate itself, provide that the shares represented thereby shall be
transferable only on the books of the corporation or shall be registered by a registrar
or trarferred by a transfer agent."

The mode of transfer designated in (a) above is preferable. A transfer as in (b)
may expose the transferee to the risk contemplated in § 4:

"Tide derived from certificate extinguishing tide derived from a separate docu-
ment.-The title of a transferee of a certificate under a power of attorney or assign-
ment not written upon the certificate, and the title of any person claiming under
such transferee, shall cease and determine if, at any time prior to the surrender of
the certificate to the corporation issuing it, another person, for value in good faith,
and without notice of the prior transfer, shall purchase and obtain delivery of such
certificate with the indorsement of the person appearing by the certificate to be the
owner thereof, or shall purchase and obtain delivery of such certificate and the writ-
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An attempt to transfer without delivery of the certificate is ineffec-
tual and gives rise to a mere promise to transfer.80 Delivery without
indorsement, on the other hand, imposes the obligation to indorse,
but the intended transfer is not complete till indorsement is actually
made.81 The good faith 8 2 and value " requirements have been so

ten asamem or power of attoney of such person, though contained in a parate

" § 10, Uniform Sor Taer Act. This section is criticied in BAm m UME,
op. cit., § 327.

81 § 9, Unifoum Stock Transfer Act-
"§ 22, Uniform Seock Transfer Act. The secton reads in part:
.... (2) A thing is done 'in good ith' within the meaning of this act, when

it is in fact done b y, whether it be done y or not."
Were nrdinary commeri patterns of =car as standards of numezr.

~ coduxt boa fides would men "busines-1&e action" or crxncrcial honesty.
T Tranm, Act, however, e y intended a move liberal ts of good farth, for
it provides that nglgent uct is not indiative of dishonesty. Where there is
no actual noic, hrefore, bad faith can be demonstrated only by prov m noledge
that should pan one an min or by prov"I that the instrument was ain
of the ordinaxy cotze of f." Tothis-ete, the good fai-h Prvasao of the
act does not materia limit the negodability of share certificates. Boer v.
Anthony, 15 N. 24 260; Edgerdy v. First Nael Bank of Boston, 292 Mass. 81,
197 N.E 518; Bk. of U.S. v. Copper-Bemer Corp, 146 Misc. 20, 261 N.YS .
687; Muffat v. Detroit-Macomb Luzx CA), 252 bich 692, 234 N.W. 148; Hazard
v. Powell, 230 Ohio App. 71, 154 N.J 357; Crosby v. Simpson, 234 Mass. 56a,
125 N.M. 616. 7 U. OCr L. Ruv. 497; I Msyzm, Ttm LAW OF STOCX toXMS AND
Srocs ExcH"=s, 348 (1931); Steffen, A Propoied Uniform Act Madkig Irvest-
mewt Irsstrmeu Negotib, 34 Cor.um. L Rev. 632, 653 (1934).

Bad faith wxe T Transfer Act appcnr to correspond to atuaJ) bad fith-
as distinguishedl fromt "obecdi" bad fith-undr the Uniform Negoable Instru-
menut Lsw, as interpreted by Axnerican cou. Compare also: Uniform, Sales Act,
§ 76; Un irm Warehue Receipts Act, § 58; Uniform Bills of Act, § 53;
Uniform Fiduciaries Act, § 1. For "actua" bad faith, see: Benton v. Styta, 84
Neb. 80, 122 N.W. 61 (1909); Ggoux v. Moore, 105 Kan. 361, 366, 184 Psc. 637,
639 (1919). For "objective" bad faith, s: Gerset Corp. v. Wesser Campbell SMc
Co., 3 F. 2d 236, 238; Rochester and COiotte Turnpie Co. v. Paviour, 164 N.Y.
381,5 8 N.E. 114. Note, 81 PA. L Ray. 617. See § 56 N.LL

The new Commercial Code, i adopting definition f "ood faith" and " *e"

(imva s~ania1yin accord with § 22 (2) of the Tras~ Act and § 56 of the
N11.., would em to week no change-

§ 22, Uniform Stock Tranfer Ac, reads in part:
(1) In this act, unless the contest cc ubjict-mater oherwisc requirew-

".."Value is ycansiertion sdim to support a sinple cowtzct. An
n or pre-ezuemg obligation, whether for mny or not, c value

where a cartifate is taken either in satisfacuo thereof or as security therefor."
Thlis definition would erto dicate that even -t purchasing for a -pepper-

cocn" is protected. An unusualy low price, however, should be evidence of bad faith.
The value arid good faith re-rmns rmust therefwxit be construed together, and
since both value and good ath are dfincd so b ly, these requirements c
be said matially to rest gctiablity. Mclister v. McAlliste CMl Co., 120
N.J.: q. 394, 184 Ad. 716; Adams v. Silver Sheld Min. & Ma Co., 82t Ltah 58
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broadly construed as to constitute no material impediment to nego-
tiability.

Manifest in the Transfer Act is that a forged indorsement on a
certificate cannot deprive a stockholder of his rights, the theory being
that a genuine indorsement or assignment is requisite to pass title.s '
The transferee through an improper indorsement cannot prevail-
this risk is his to bear. The limitation is not immanent. Nothing
in the nature of the Transfer Act prohibits legislation permitting
the passage of title to a bona fide transferee notwithstanding a simu-
lated indorsement. Such modification would render share certificates
even more negotiable.8 5 Fear is entertained, however, that this would
lead to an increase in the incidence of questionable dealings in and
theft of certificates. 86  For reasons advanced hereafter, it may be
just as well that negotiability is restrained by this concession to
security in the retention of share certificates.

Beyond the requirement of a valid indorsement, assignment, or
power of attorney, the bona fide transferee for value of the certifi-
cate acquires a right to the stock, though delivery may have been
made by one having no right of possession and having no authority
from the owner of the certificate or from the person purporting to
transfer title.8 7 Title will pass to the innocent transferee for value
notwithstanding fraud, duress, mistake, revocation, death, incapa-
city, or lack of consideration or authority supervening on the chain

21 P. 2d 886; also, National City Bank v. Wagner, 216 Fed. 473, 132 C.C-A 533;
Peckinpaugh v. Noble, supra note 75. Note, 7 U. CHI L. R-v. 497, 498.

" §1, Transfer Act. Angus v. Cincinnati Morris Plan Bank, 56 Ohio App. 444,
10 N.E. 2d 1019; Atherton v. Michigan Guaranty Corp., 237 Ih!iL 133, 211 N.W.
83; Arkansas Power & Lih Co. v. Bauer-Pogue & Co., 194 Ark. 1002, 110 S.W.
2d 529; Wood v. Stoneham, 206 App. Div. 507, 201 N.Y.S. 483.

The re"ult may be expained by a desire to promote examination for erasures
and forgeries on the part of the transferee.

, Share certificates would become more negotiable in the sense that one of the
forms now required for negotibility and for transfer--a correct idorsenent-would
be u, and even unmndorsed or falsely indorsed certiates would then be
negotiable. Share certficates would then be treated like bearer bonds. Note, 7 U. Cm.
L REv. 497, at 501.

Coats v. Guaranty Bank and Trust Co., 170 La. 871, 875, 129 So. 513, 514.
See also 7 U. CHi. L REv. 497, at 501, to this effect: "Eliminating the indorse.

ment requirernent, however, is said to be impractical becamuse stock certificates are al-
most always registered and the registry is highly convenient for determining who can
vote and receive dividends. But turning shre certificates into bearer instruments would
not impede maintaining the registry: instead of submitting registrations upon re-
ceipt of correctly indorsed certificates, 23 is the practice today, corporations could enter
transfers upon receiving unindorsed certificates."

O, § 5, Uniform Stock Transfer Act.
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of title.6 8 Moreover, no lien or restriction may bind the transferee
unless noted on the certificate itselfU.8

Under the Uniform Stock Transfer Act, even a finder or thief
of a certificate indorsed in blank may pass good title through deliv-

**§ 6, Uniform Swck Transfer Act:
"Idosue mt effectual in spite of fraud, duress xorstake, revocation, death,

nmpaci*y or Lack of conisiderationi or authority.-The indorsement of a c ticate by
the pto a 'erg by the ctrtiflcate to be the owner of the shame represenated there-
by. is eff a eaC3CM t as provided in § 7, though the indorser or transferor,

* "(a) was induced by fraud, duress or mistake, to make the indorsement or de-
liyery, a

"(b) has revoked the delivery of the certificate, or the authotity given by the
indoresn cc o rvery of the certificate, or

fr"(c) has died or beoelegally incapacitated after the indorsement, whether be-
fore or after the delivery of the certificate, or

"(d) has recei no edn "
§7, Uniform Stock Transfer Act, reads as follows:
"Rescission of transfer.-If the indorsemen or delivery of a certificate,
"(a) was procuted by fraud or duress, or
"(b) was made under such misake as to make the idoreme delivery in-

"If the delivery of a ceticate was made
"(c) without authority fom the owner, or
"(d) after the owner's death or legal incapacity, the possession of the certificate

may be recLaimed and the transfer thereof rescinded, unless
"(1) Thx certificate has been transferred to a purchaser for value in good faith

withx notice of any facts making the transfer wrongful, or
"(2) The injured pero has elected to waive the injury, or has been guilty of

Iahe in endea" rn to e-f-ce his ri's
"Any cout of apopi" . tejur may enforce specifically such right to

recai the pss on of the certificate or to rescind the tranfer thereof and, pending
litigation, ma en the frther transfer of the certificate or impound it."

Upon sal of'a certifate, the transferor is also held to implied warranties smJr
to thoe in a transfer of negotiable paper. §§ 11 and 12, Uniform Stock Transfer
Act

See also § 8, U.S.T.A, providing that rescissio of transfer of certificates does not
invaldate subsequent transfer by transferee inpossi.

s § 15, U.S.T.A.:
-There shall be no lien or resriction unless indicated on eertificam-There shall

be no lien in favor of a corporation upon the shar represented by a cetificat issued
by such corporation and there shall be no restriction upon the transfer of shares so
repesented by virtue of any by-law3 of such corporation, or otherwise, unless the
right of the cotporaticrn to such lien or the restriction is stated upon the certificate."

The prospective transferee is consequently relieved of the necessity for inquiry to
forestall various risks to which he would be subject under present Philippine law.

But, even under the Transfer Act, not every infirmity may be observed on the
face of the certifiate- A clever forgery may be difficult to discover. Furthermore
the Transfer Act does not concern itsdf with the relationship of the issuing corpora-
tion to the innocent transferee. Thus, no indication is given as to the , -rit to which
certain inherent infirmities in the issue of sham Certificates, such as Lack of corporate
power by reason of over- ism or forgery in the execution of the certificate, affect such
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ery thereof to a transferee for value in good faith. 00 Greater care
is needed to protect share investments. The assumption, nonetheless,
is that the shareholder is able to and should accord his stock certif-
icates the same care due bills of exchange, promissory notes, bonds,
or other negotiable paper. By shifting the burden of loss to the
improvident holder, the Transfer Act essays to favor the innocent
transferee. The risk is placed on those best able to guard against
it.91

The asserted design of the Transfer Act to make the certificate
more fully representative of the stock conduces to some difficulty in
connection with attachments or executions. On one hand, to permit
levy by notice to the corporation, as under the Rules of Court,9 2

would leave the certificate without indication of this lien. To pre-
fer the creditor pursuant to such attachment would not be in accord
with negotiability, binding the transferee to a levy unapparent on the
certificate; but insistence upon prefering the transferee in good faith
in spite of this levy would enhance the possibilities of transfers in
fraud of attaching creditors. Consequently, the Transfer Act dis-
cards this method of levy and requires actual seizure of the certifi-
cate by the attaching officer, surrender thereof to the issuing cor-
poration, or an injunction against its transfer.0 3 In so restricting

transferee. Supra, note 51. Moreover, query: Is a mere reference on the certificate
to a restriction contained in a separate document, by-law, etc., without restatement or
description of such restricio thereon, sufficient to bind a transferee under the Trans-
fcr Act?

Neither does the Transfer Act resolve the conflict of opinion as to the effect
of registration on forgery. Should the issue by the corporation of a new certificate
subsequent to a forged transfer serve to protct the bona fide transrferee of the new cer-
tificate in his title as shareholder, even against the claim of the victim of the forgery?
Supra, notes 41-50. In 23 Minn. 493, the opinion is expressed that adoption of the
Transfer Act, with its end of negotiability, should persuade adherence to the Cook-
Fletcher-CQristy view.

0o Pedcinpaugh v. Noble, supra note 75; Turnbull v. Longacre Bank, 249 N.Y.
159, 163 N.E. 135, noted in 38 YALa L. J. 390.

Thus, if B-having access to but not being enusted with the custody of a
certificate indorsed in blank by the true owner A-abstracts the aforesaid certificate
and transfers the same to C, an inherent purchaser for value, the Transfer Act would
uphold C's title. Current Philippine law would prefer A. Supra, p. 13.

91 Certificte holders are at some time or other purchases; they both fall within
the investor class. Protection to the group is achieved by imposing a burden on some
individuals within the class. Cocpare Steffen, A Proposed Uniform Act Making
Investments Negotiable, 34 COLUM. L R-v. 632, 654 (1934); note, 7 U. oF CM. L
REv. 497, 503.

92 Supra, note 68.
92 § 13, U.S.T.A. Consider also § 14, which reads:
"A creditor whose debtor is the owner of a certificate shall be entitled to such

aid from courts of approprate jurisdiction, by injunction and otherwise, in attaching
such certificate or in satisfying the claim by means thereof as is allowed at law or in
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the manner of levy, however, the Transfer Act has raised the poser
of an effective attachment or execution when the certificate cannot be
reached. Levying on stock pertaining to clever albeit uncooperative
debors may be less facile. Many jurisdictions in the United States,
with due regard for the interests of attaching creditors, sacrifice
negotiability by retaining the old method of levy and diregarding
Section 18 of the Transfer Act." Some have attempted a compro-
mise.'5

my, in reprd to t w h readlily be a ed ot levied upo ob -
chiasy levai wr.?CCW iis noe B3&

Nowe thinthde Transfer Act pcovde for three ! methods of attaching stockZ1 13 Attachmnt by iinjuanctionmus arnie a thn e hodrand wil not be
by - - d -, -cwxp * - - to reftain from rgui 4 a msr. P M2v 16 I. r 289, 199 Ad!. 63; Am v. Aram, 117 .J. Eq. 185, 17 .

186; Johlsa v. Wood, 15 N.J. Misc. 150, 189 Ad. 613.
In am¢ qmcv -. 'n and F,--- of di third altensative of

ing the sha -y njuaain i doubted. The s io of an I will no deter
a WEcgu tramtrw of the 69 in eves . beve iliat atadm n
iaum leaves the t& ie free, fr otaio of the lien. If 19 dm 1 _28
in d of the a rder, man the ls fail an the bana i& tnferee of de

TO AMIM To or a unfarable to the sf would violate de
spiri oi the Transfer Am: If ax, the iniazcto i far fro fool-proof. On dhe other
hand.to prefer dhe own c the bn fre 6zsee would rIe Ie hrjmnczion

device a autiufacuary from the viewpoint of mgd k di te lmr amdi
od of vy byix to the coprna SeeC28 CAL-L Ruv.470, 47&6cf.,
Carroll Coviury v. Smith 11 U Ma5

"These ieCIMIS Ca~ftxaia, Cdoado& Florida, Kumsas, Geriand Masau-
t. Califo am § 13. I only meaor of lrvvod2d is by no-

tice to the oratm. See Dunings Code of Ova Procedu, § 541 (1949); Pau
V. Adams, 55 CaL. App. 2d 1, 5, 130 P. 2d 244, 247 (lIs Dist., Cr. App. 1942); a
omm, 28 CALL Rev. 470 (1940). Colorado also mcits j 13. Howeverpm

r otSaute were repeak here, so that the amly mehdby which a ardio
ca reacil s2arein Colorado, a to be masof § 14 of dhe Uniform Stock Trans-
fer Act. Ekdes note to Colo. Stat. An., c. 41, § 99 (1935). Fklid leaves in
formt the previously eutgmethiod of aad by notice to the croain
Fla. Stmz Ann. 68&15, 55.26, 55-30 (1941). The -sne result is provided -for in
Kanas. Laws, Kanas, c. 17, Amt 3218 (1949). Massaisem onit § 13. Cental

MorimgeCo. v. Buff 278 Mms. 233. 179 NME 6M8 (1932). Georgia of crrFwareP
soc unaffead Laws 1939, No. 273, § 13.

Other -,-,ti s from te wadg of the draft iarn Coecticutt Hawaii,
N~dxw&sk, blew Hazome Okislwna, and West Vinginia. Statutory notes to Uni-
form Stock Transfer Acr, 1954 Cumulatie Su to 6 U.LA., § 13, p, S.

"The Missouri scio provides:
"In aito to the reme1 s pt by §1!3.115 and 513.120 and related

ctions of dhe Revised Stzttws of Misuri (1949) providing for a or
xcuati upon shares of stock.at or cracrtieo againir ss of sei for

wI~~Ah a tat is otadugshall be valid when such cetificate is actuially seized
by tie Af;ce levying the meridzwt at emecrtioian tohe personal propuerty
Ptidnd, tha a levy of or e~cin resulting in actual seuwe of such
1.1.A,, shall take pjmidence ove all other remeafes prv. e by l6w, when mae a
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Adoption of the concepts of negotiability in the Philippines may
call for clarification of the present mode of constituting pledges on
stock certificates. Delivery to the pledgee of the certificate duly in-
dorsed, in consonance with the Civil Code,96 presents a situation
fraught with danger to the pledgor. Should pledgee manage an un-
authorized transfer to a transferee for value and in good faith, title
ought to pass to the latter, irrespective of the unnoted lien.9 7 A sug-
gested alternative would have pledges created by delivery of the
certificate with a restrictive indorsement.9 8

substantially the same time as such other levy, and prompt notice thereof given to the
corporation issuing such shares. In case of levy under said §§ 513.115 and 513.120
of the Revised Statutes of Missouri 1949, the innocent holder for value and without
notice of any certificate of shares of stock subject to such levy may, in addition to the
assertion of claim as now provided for under § 513.130 of said statutes, notify the
corporation issuing such sharesthat he has acquired rights to the certificate therefor,
and in the event that such notice shall be given prior to actual sale of said shares
under execution, it shall be the duty of the corporation to forthwith notify the officer
making the levy or attachment, of the assertion of such adverse claim and such notice
shall act as a stay of further proceedings in connection with such attachment or levy,
and it shall be the duty of the party asserting such claim to pramapty obtain an adju-
dication of the rights of the parties. Until such rights are adjudicated the corporation
shall not be compelled to issue a new certificate for such shares of stock until the
old certificate is surrendered to it." Mo. Rev. Stat. §403.170 (1949).

§§513.115 and 513.120 refer to attachment by notice to the corporation.
For a general laudatory comment on the compromise measure, see note, WAsH.

U. L Q (1951), p. 384; for recommendations along the same line, see 28 CAL. R.
R.v. 470.

§ 13 of the Montana Act also permits attachment and levy by notice to the co-
poration in addition to the methods sanctioned by the Uniform Act- Mont. Rev.
Code Tir. 15640 (1947). Vermont permits an attachment by notice to the cot-
poration, but provides that the attachment shall have no effect upon the rights of
an innocent holder for value of the certificate. Vt. Laws § 5818 (1947).

" Article 2095, R.A. 386.
0The danger is present whether the certificate be indorsed specially or in blank.

§§ 6, 7, 21, Uniform Stock Transfer Act. See also Jones v. Courts, 64 Ga. App.
239, 12 S.F_ 2d 446; Adams v. Silver Shield Min., 82 Utah 586, 21 P. 2d 886.

Under present Philippine law, the pledgor may obviate the consequences unfavo-
able to himself by registration of the pledge on the books of the corporation or by
recording the pledge in a public instrument, thereby binding prospective transferees to
notice of the pledge agreement. Article 2096, R.A. 386; Bank of the P.I. v. Caridad
Estates, supra note 52. See supra, notes 61 to 67. Retention of these schemes for
enabling constructive notice is plainly not in accord with the conces of share certifi-
care negotiability under the Uniform Stock Transfer Act, which require lins to ap-
pear on the certificate in order to bind transferees without actual notice thereof.

SIlThe Uniform Stock Transfer Act does not specifically provide for restrictive
indorserments. Neither does it prohibit the same. See State ex rel. Moulin v. Ideal
Savings & Homestead Ass'n, La. App. 1938, 178 So. 521. Compare §-260 of the
Negotiable Instruments Law. § 8-304 of the new Uniform Commercial Code recog-
nizes restrictive indorsements. Provisos for enforcing a pledge so constituted upon non-
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The local provision for constituting a chattel mortgage by re-
cording on the registry without annotation of the lien on the share
certificate is in opposition to negotiability.90 Retention of the chat-
tel mortgage as a separate form of utilizing shares of stock by way
of security should involve, in consonance with the design of nego-
tiability, a requirement for due notation of the encumbrance on the
face of the certificate.1 0 0

IV
That enactment of a measure akin to the Transfer Act would

remove many of the risks to which pledgees and purchasers of stock
are susceptible under current Philippine corporation Law seems es-
tablished. Accepting the promise of mercantile advantage derived
from enhanced transferability of share certificates--a proposition
indorsed by local courts 0 1 -the draft merits modeling after to ame-
liorate the imperfect state of the law on stock transfers. However,
criticisms have lately been directed at the Transfer Act in the United
States. The more vital bring into question the principles underly-
ing the legislation, and cast doubt on the desirability of certificate
negotiability itself. Other views, accepting the soundness of nego-
tiability, call attention to shortcomings of the Transfer Act in prac-
tice.

Fundamentally, the argument for share certificate negotiability
rests on the encouragement to investment consequent to the easy
movement of certificates and assurance that possession thereof be-
speaks good title.l °m The assumption is that the interests of com-
mercial society in general, and the investing public in particular, 0 3

require the protection accorded by law in making the certificates as

fulfiUment of the obligation and for issiua by the corporation of a new certificate
pursuant thereto are feasible.

SSupfa, note 60.
1*0 Indeed no real bar exis for diminazion of the chattel mortgage as an alter-

native mode of employing stock as collateral. The pledge is as convenient. How-
ever, the parties may ese that p ion of the certificate remain with the pledgor.

Notation on the certificae s be in addition to the requisite of recording
on the chattel motgage registry. The registry retains its value as proof of the nort-
gage when de documents evidentiary of the encumbrance have been lost or destroyed,
and is accessible to o.e:r than thoe dealing with the certificate.

20 1 Supra, noces 20 and 52.
102 Supra, notes 7 and 19.
1 For lucidity, "former holder", "forme owner", and words of the same import

wil hereafter be employed to designate the holder of the certificate who is deprived
thereof wrongful or nauthorized transfer. "Transferee, "purchaser", and simila
Words indicate dhe prty to whom the certificate is ansferred following misap-

pr iorL "Investing group", "investor cass", etc. designate investors in stock in
gmen , and may embrace both "former holder" and "transferee". but do no include
brokeand intermdtaries
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fully representative of the stock as practicable. Much of the burden
imposed by the conversion to negotiability falls on the holder of the
stock, from whom greater care is expected to prevent mislaying or
deprivation of his certificate. Observe that the holder of the stock
himself appertains to the investor group. Thus, the Transfer Act
is not all boon to the investing class. It requires more of the holder
of share certificates even as it benefits the prospective pledgee or
purchaser; both coincide in the investor group. 1° 4 Nonetheless, the
reappraisal managed by the Transfer Act probably results in greater
advantage to the investing group than it does disadvantage, for the
holder normally has it within his power to guard against misappro-
priations with comparative facility, while the would-be purchaser or
pledgee under current law can only with difficulty, if at all, deter-
mine the imperfections detracting from the value of the certificate.10 5

The most serious charge against the Transfer Act is that it ig-
nores the existence of stock exchange and brokerage practices."'4
Under the stockbrokerage system, duly licensed brokers perform the
service of buying or selling securities for the general public on a
commission basis. 107  Sales are made on a stock exchange 108 or
"over the counter." 109 Transactions in stock generally involve the
purchase by a broker on behalf of the buyer, from another broker
on behalf of the seller. Accepted practice has the selling broker
guaranteeing all certificate indorsements to the purchasing broker.

With the brokerage system in the picture, it is alleged that
the argument for negotiability degenerates into a fallacy. Conceded-
ly, purchasing brokers do not act as guarantors to their customers
generally; their obligations to the latter rest upon a scrupulous ob-
servance of "banker's diligence," no more. 110 Bul assertedly the pur-
chaser can secure full protection by requiring his broker to certify
to the regularity of indorsements on the certificate and to the effect
that the shares are obtained free from adverse claims.1 11 With this

I" Note, 7 U. Cm. L Rsv., 497, 503.
102 Supra, note 91.
1*1 The arguments againt negotiability stated here ar taken from the note, 7

U. CH. L Rsv. 497; aLho BL .ANIH, op. cit., at § 332, p. 765.
07 MuYE, LAw OF SToCKBROKMZS AND STOCK EXCHANG.S (1931), Vol. 1,

249.
1o= While only member brokers can conduct business on an exchange, nonmen-

bern by agreement frequently buy or sell through members.
109 "Over the counter" transactions are made outside the exchange and involve

stocks not listed thereon, by and large. Msycim, op. cir., p. 247; 7 U. C.Hz. L REv.
497, 506.

1"0 Isham v. Post, 141 N.Y. 100, 105; MEYER, op. cit., at 265-6.
17 U. Cmr. L. Ruv. 497, 504. But query: Is this usual practice in Philippine

b e circles?
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assurance, the purchaser need not concern himself with negotiability.
On the basis of the certification, he may recover damages from
his broker; the latter, in turn, from the selling broker.11 2 Brokers
are known to carry insurance against losses which may be charged
against them by reason of unauthorized transfers; investors seldom
do. Accordingly, the Transfer Act concept of negotiability is dis-
approved of as shifting the budren of loss to the former holder of
the certificate, professedly without corresponding benefit to trans-
ferees. The suspicion is that advantage runs not to the investor
group but to stockbrokers.' 1 2

It is not clear that a rule favoring a fairly facile movement of
shares through the brokerage system, without imposing burdensome
requirements of inquiry, may not at least be good commercial policy;
that the business advantages derived, whether reflected in simplified
brokerage transactions, fewer losses on the exchange, lower insur-
ance rates, or otherwise, are not sufficiently important to outweigh
a comparatively slight burden on certificate holders in terms of heed-
fulness. True, certified brokers do not as a matter of business prac-
tice treat share certificates as fully negotiable. Brokerage procedure
demands, whenever an indorsed certificate is presented by other than
the registered owner, that the presenter procure on a standard form
blank a waiver signed by the registered owner and often notarized
or guaranteed. 1 4" That cautious brokers demand as much is never-
theless no reason for requiring more. Certainly, mercantile require-
ments will not be served by compelling the exceedingly onerous, time-
consuming, and costly investigation now required in Philippine law
to ascertain freedom of stock from infirmities. In substantially
lightening the task of ascertainment, negotiability really accords with
mercantile custom." 5

"'MBY74 op. cit., at 588%594. The assumption here i that recovery from the
malfeasant hinlsell is seidcm feasible." As to pledges, of course, advantage runs to those accepting socks as collatera,
genealy bankers. Ultimately, imurance firms beef. 7 U. On. L Rsv. 497, 502.

Share certiicates are investments held for a relatively long period. The contention
Sr, unlikcvx and ordinary commercial paper, the property

interest in long tm investment ueuritim overcoam a disputable commercal or
business need for negoability. Ibid., at 522.

A1. Ibid, at 5. There is gme doubt as to whethe a bank guaranteeing a
signature is legally bound dereon. Oxristy, op. cit., at §44. Compare § 8-312 of the
new Uniform Commercial Code, which indicates the effect of guarantecing signatures
or indsenments.

The brokerage practice of requiring guarantes of signatures is a prudent meas.
tire in v" of the Transfer Act rule on forgeries.

I"Much--bt not all-of the -sagrtemmenr with the note in 7 U. Cm. L Rv.
497 is due to the fact that the aforesaad note apparently take a narrower view of
Agtabilty, concerning itself solely with problems occasoned by lost or stoLen cer-
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Apprehension is expressed that negotiability may have a dele-
terious effect in encouraging incautious brokerage practices and
bringing about the growth of professional "fences" specializing in
trading stolen items. 1 8 Threatened criminal penalties are frequent-
ly ineffective, for a pretense of "honesty" is simple. The draft has
been law for a considerable period in most jurisdictions of the United
States without observable ill result; but even if such were indeed
the case, a total negation of the principles of negotiability would
seem unjustified. A limited concession through adoption of a rule
as suggested hereinafter, without disposing of negotiability in toto,
might well regulate brokerage procedure through imposition of civil
liability in favor of wrong holders of stock.

That the Transfer Act and negotiability procure no direct bene-
fit to the investor group has not in fact been indisputably shown.
It is insufficient to contend that the interests of the transferee are
taken care of by recourse to the broker's certification giving assur-
ance relative to the stock. A truism has it that a buyer "wants to
know what he gets." A transferee obtains a share certificate with
the expectation of becoming owner of the stock. Beyond assurance
that the funds he expends will be restored, he desires that his invest-
ment be preserved. He bargains to be a stockholder, with consequent
rights and privileges. He expects a "good buy," without the dis-
advantages and inconveniences of seeking reimbursement. Insofar
as negotiability affords this, it benefits the investor group, especial-
ly when the corresponding burden on the investing segment repre-
sented by the prior holder of the certificate is not overly onerous and
with consequences easily avoided.

The criticism manifests a transcendental concern for the issue
of who shall bear the loss in brokerage transactions, obscuring the
headway achieved by the Transfer Act in other areas. The conten-
tion is that the negotiability and good faith provisions, when made
to apply to stockbrokers, set a standard of conduct inferior to that
adopted by brokerage houses for themselves. Then the query is
posed: If a broker not employing the protective devices generally
utilized by stockbrokers takes an indorsed instrument from a thief,
finder, or a person selling without authority, why should the broker

tificates. Ibid., especially at 497, note 1. where the author dissociates himself from
issesconcerning from liens and claims of prioc owners' creditors.

1 " lbid, at 510-512. But the writer admits it is dubious whether the Transfer
Act provisions will encourage less cautious brokerage practices among reputable firns:

"Brokerage houses like to be considered as 'substantial' or 'conrvarive' firms,
and so they often attempt to impresu new customers with extremely cautiotu business
methods. Furthermore, litigation is costly, furnishes bad publicity, reveah agency
secret., and sometimes necessitates political intrigues; consequently brokers usually
attempt to stay our of the courts .
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himself not bear the loss irrespective of the registered owner's care-
lessness?1 1 7 A suggested rule would penalize brokers accepting such
certificates by concealing a civil action in favor of the prejudiced
owner against brokers failing to observe the reasonable care required
by the profession.11 9 The loss is thereby deviated to brokers who
neglect observance of the standards set in regulation of the group.
Yet this modification need not upset the scheme of negotiability en-
tirely.

" In the Philippines, where few areas by comparison are serviced
by stockbrokers, greater consideration should be had of stock trans-
actions taking place outside the pale of the brokerage system. The
argument for placement of loss on brokers cannot be of application
here. With only the former holder and the bona fide transferee to
choose from, the case for negotiability-laying the risk on the one
best able to guard against it-becomes ascendant. The plea for free-
ing the prospective transferee from impracticable requisites of in-
quiry is reasserted.

At any rate, negotiability detracts but slightly from the prop-
erty interests of stockholders. By reason of the forgery 229 excep-
tion, results unfavorable to them may largely be avoided by taking
the elementary precaution of not indorsing a certificate until neces-
sary. The restriction is by no means insufferable.

The contribution of negotiability to certainty in this area of
commercial law is not to be gainsaid. Moreover, the concept af-
fords a rule of thumb--convenient, easy of application. Less may
be said for a suggested comparative negligence standard. 1' 0 In this
field, where the volume of transactions presses a need for uniform-
ity and certainty in the law, the potential of an amorphous case-to-
case approach for creating a judicial morass is ample.

11T I d, at 522.
'm 7 U. CQ. L. RIv. 497, 510. But it is difficult to regard the registered own-

ersesond.ct as immaterial when negligence imputable to him is so gross as to anun
to participation in the wrong.

Te on -eed not be embodied in the ma re granting negociabiliy to
wuld hee~rt equallyo or regulato governng sokbookerage procedure

The A-aft of tse Unifom Commercial Code have, however, not seen fit to
provide accordingly- Infra.

I I*,Suprd, note 84. Upper the Cook.FltrOwity view, see previous notes 47
to 50, a holder may lose it consequent to a forgery if registraton is had on the cor-
porate books and he new ceticate passed on to a transeree in good faith; but only
if the coeporation making wrongful registration is unable to issue a new certificate for
simila stock or purchaue the same on the market (supra). Otherwise, a certificate
holder appears fairly able to protec himself against misppropration by keeping the
certificate Um.ndLornd.

120 7 U. Cia. L. R~uv. 497.
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For the moment, share certificate negotiability appears firmly
established in the United States. But there are those who, accepting
these premises, strike at the fringes of the Transfer Act. The draft
has not been unimpeachable in practice. For instance, the measure,
contemplating a hand to hand movement of the certificate from trans-
feree, proves unwieldy in adjusting rights out of a stock market
transaction.1 2 ' The institution of the clearing house proves partic-
ularly vexing, for rarely does the same certificate travel through
the entire transaction from seller to purchaser.1 2 2 Some of these
failings have already been adverted to.128 These are sought to be
remedied in the new Uniform Commercial Code, to which we now
refer.

V
An official draft of the Uniform Commercial Code was approved

by the American Law Institute in May, 1952, and by the National
Conference of Commissioners on Uniform State Laws in September,
1952.12 Alterations were recommended at meetings of the co-spon-
soring organizations in 1954.125

The Code culminates over ten years of research by an imposing
array of legal talent. 12 8  It has been much commented upon 127 and
glowingly appraised as "perhaps the most monumental work of its
kind undertaken during the past quarter of a century." 12d The phrase
may be premature, for the Code has yet to withstand the test of effi-
cacy in operation; but there is every reason to believe that the Code

321 MuYE. op. c., Also, Israels, Article 8-nvestment Securities, 16 Law &
Contemporary Problems, 249, 258260.

" A.LI., Uniform Commercial Code (1952), Comment 3 o § 8-313, at p. 665.
See especially supra, note 89.

',Uniform Commercial Code (1952). See also: 22 TENN. L R. 776, 777.
"sSupplement No. 1, Uniform Comnercial Code (January, 1955).

Uniform Commercial Code (1952), p. 4-6, gives the names of nuerous judges
practicing lawyers, and taw teachers who acted either as advisers or as draftsre. The
production of the Uniform Commercial Code was under the direct supervision of a
drafting board headed by Judge Herbert F. Goodrich, Diroctr of the American Law
Institute. The work of drafting and criticism is said to have been done by a smaller
group of draftsmen and advisers under the direction of Prof. Karl N. LIewellyn,
who had direct charge of the preparation of five of the ten articles of the Code. Ar-
tide 8, on Investment Securities, appears to have been drafted by Soia Mentschikoff
(Mrs. Llewellyn), under the supervision of Prof. Llewellyn, 16 Law & Contemp.
Prob., pp. 142-143.

IT Legal periodical articles on the Code include symposiums in 16 Law and Con-
temporary Problems, Winter & Spring (1951); 14 Ohio S. J. J., Winter & Spring
(1035); 22 TEsN. L. Rrav. 776-872 (1953).

20% Mr. Barrett, Commissioner on Unifocm State Laws for the State of Arkansas
and Chairman of the Executive Committee of the Nat'l Conference of Commissioners
on Uniform State Laws. See 22 TENN. L REv. 776, 777.
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will go far toward achieving its purposes. To date only Pennsylvania
has enacted the draft into law, 129 but the enthusiasm elsewhere is
evident.12o

The Uniform Commercial Code is decidedly an ambitious piece
of legislation drafting. In nine articles, it restates the bulk of Amer-
ican statutory law relating to commercial transactions. Article 8
alone, in treating of investment securities, tries to encompass and
uniformly deal not only with stock certificates but also with bonds
and other types of investment paper commonly traded in upon se-
curity exchanges and over-the-counter markets.1 3 1 The provisions
thereof encroach into areas previously covered by the Uniform Stock
Transfer Act, as well as by portions of the Uniform Negotiable In-
struments Law and the Uniform Fiduciaries Act.1 32

No more than a survey of the broader aspects of the draft is
ventured.1 1 ' Of primary concern here is that the scheme of nego-
tiability, far from being curtailed, has been developed. Fourteen of
the twenty-two sections of the Transfer Act have been rephrased,
but the basis of negotiability is retained.'" The treatment of forged
and unauthorized transfers remains largely unaltered.1 85 The "good

'"See Foreword, Supplement No. 1, Uniform Commercial Code (January,
1955). Penn. Act of July 27, 1953, P.L. 624.

2o The Uniform Commercial Code has been referred to legislative co"issits
of various types in California, Con-., Mam, New Hampdshir Texas, and other
stats; and in New York. a specal - -rtio was made to the New York State
Law Revision Comrznisixi for the of the Code.

2,, § 8-102 defirin 'jeCurity".
is' See under Comra, Prior Uniform Statutry Provisions, Commerci Code

(1952).
I" Fortunately, the commenu by the drafets are very informative. The corn-

men taies; in legal periodicals ry also be consulted.
SNegotiability was retained although, before the New York Law Revision

Connission, the general questio of the desirability of treating "with Like attributes of
negotiability" instrumnents which evidence a liquidated money obligaion and those
which evidence a share in an itepis was raised Supplement to the UCC (1955),
p. 171.

"'§8-311 of the UCC on effect of unauthorized
"Unless the owner has affirmed an unauthorized indorsement or is otherwise es-

topped from asserting its -i lefiee nes
"(a) he may asa!t its ineffectiveness agaist the issuer or any purchaser other

than a purduser for value and without notice of dacrns of ownership who has in good
faith received a new seurity on registrtion of transfer of the security so indored;
and

"(b) An iser who registem the transfer of a security so indoesed is subject to
liability for improper reglStrataon.-

Note that thre is a modificaton of the rule as to the ineffectiveness of forged
signaurs where a bonia fide puchaser has received a new security on registration of
tramfer. Iufra.

As to unauthorized transfers in general, §8-315 provides:
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faith"1 38 and "value" 137 provisions, though more explicit, do not
reflect any major change. The same may be said referent to the
section on attachment or levy upon security 1 38 On the other hand,

"(1) Any person against whom the transfer of a security is wrongful for any
reason, including his incapacity, may against anyone except a bona fide purchaser re-
claim possession of the security or obtain possession of any new security evidencing
all or part of the same rights or have damages.

"(2) If the transfer is wrongful because of an unautorized indorsement. the owner
may also reclaim or obtain possession of the security or new security even from a
bona fide purchaser if the ineffectiveness of the purported indorsement can be asserted
against him under the provisions of this Article on unauthorized indorsements.

"(3) The right to obtain or reclaim possession of a security may be specifically
enforced and its transfer enjoined and the security impounded pending the litigation."

Also, 8-301, on the rights acquired by a purchaser:
"(1) Upon delivery of a security the purchaser acquires the rights in the se-

curiry which his transferor had or had actual authority to convey except that a pur-
chaser who has himself been a party to any fraud or illegality affecting the instru-
ment or who as a prior holder had notice of a claim against it cannot improve his
position by taking from a latter bona 6de purchaser.

"(2) A bona fide purchaser in addition to acquiring the rights of a purchaser
acquires also a perfect title to the security.

"(3) A purchaser of a limited interest acquires rights only to the extent of the
interest purchased."

"' § 1-201 (19): "'Good faith' means honesty in fact in the conduct or trans-
action concerned."

§ 1-201 (25): "A person has 'notice' of a fact when
"(a) he has actual knowledge of it; or
"(b) he has received a notice or notification of it;, or
"'(c) from all the facts and circumstances known to him at the time in question

he has reason to know that it exists."
In this connection, se also § 8-304 on notice to purchaser of claims of ownership.

Note especially the arbitrary 6 months' period covering "forgotten" notices.
"" § 8-303, UCC.
138 § 8-317: Attachment or Levy upon Security:
"(1) No attachment or levy upon a s&urity or any share or other intrest evi-

denced thereby which is outstanding shall be valid until the security is actually seized
by the officer making the attachment or levy but a security which has been surrendered
to the issuer may be attached or levied upon at the source.

"(2) A creditor whose debtor is the owner of a security shall be entitled to such
aid frorn courts of appropriate jurisdiction, by injunction or otherwise, in reaching
such security or in satisfying the claim by means thereof as is allowed at law or in
equity in regard to property which cannot readily be attached or levied upon by or-
dinary legal process-"'

It will be observed that the Transfer Act method of levy is adhered to substan-
tLally. Attention is directed to the discussion supra, notes 93 and 94. Adoption of
this mode of attachment may be less controversial than it has been in the United States,
where much of the difficulty is caused by the exivence of various independent juris-
dictions and the possibility of conveying share certificates from one to the other.
Moreover, query: It levy any less difficult under the Rules of Court with respect to
ordinary chattel? Rule 59, § 7 (c).
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some modifications are immediately apparent. For example, share
certificates may, under the Code, appear in bearer form.139

Article 8 of the Uniform Commercial Code is much more com-
prehensive than the Uniform Stock Transfer Act and meticulous in
its attention to the details of negotiability. In protecting the bona
fide purchaser of stock certificates against defenses of the issuing
corporation, the article perhaps makes its principal contribution. The
Transfer Act suffers from lack of a comparable provision, the cor-
relative rights and obligations of the issuer and the bona fide pur-
chaser being left for discovery elsewhere.1 ,0 Part 2, Article 8, of
the Code proceeds on the assumption that it is for the issuer, rather
than for the purchaser, to ascertain that the certificate complies with
the law governing its issue.," The policy of denying enforcement to
issuer's restrictions 2- and liens 1 " not noted on the certificate is

S §§ 8-102 and 8-309, UCC
Supra, nt 89.

1§§ 8-201 to 8-26, UCC Briefly the foregoing sections lay down rules which
include:

A security oher tharn t obligation, issued with a defect affecng its
"dality, remains vali in te = bona fide purchaser for value without not.c,

unless the defect involves:
(a) A violation of a constitutional provision (§8-202 [2] [a]);
(b) An overisnae (§ 1-104); or
(c) A forgery (§§8-202 (3], 8-205, 8-201 [18] and [433).
But a purchaser other than the person cak on an oriina issue is protected

from even a violation of a constitutional provisio. (§48-2072 a]).
In the event of an overissue, the company may be reurdto replace the security

by obtaining an identical security if reasonably available or purchas (§ 8-104 [a]);
otherwise, to zestoce the price. (§8-104 [b]). (On this point, the 1952 draft was
anended at the New York t in 1954, to avoid the objections expressed in
Israeli, Investmmni Secrities, 16 Law & Conternp. Prob. 249, 255.)

Where an unauthorized signature is placed on a security by a peron entrusted
ty the issuer with the signing. unmediate preparation for signing, or with the re-
sponsible handling of the security or sindar securities, the forgery or unauthol7ed
signing does not render the signature ineffective in favor of a purchaser for value
ari without nocee of the lack of authority. (§ 8-205)

A purchaser is charged with notice of infotnation set forth on the security itself
but a reference on the scurity to anotler insrumwn, sdenture, or document, or to a
onstituion, statute ordinance, rule, regulation. order, or the like does not of itself

charage a purchaser for value with suc zsotce ee though the security expressy states
that a peri a cepct it admits such notice. (§ 8-2D2 (5))

Other provisions include § 8-203 on stalness as notice of defects or defenm, and
8-206 on completion or alteration of inum

21 § 8-204. "T1e prevalent assumption that senuities which travel freely in
financial r ae free of eqpties and readily salable should not be lightly negated,
anid a strict rule as to notice of restrictions is heme imposed. However, a purchaser's
atul knowledge of the eistenc:e of an unnoted resuticin may create notice of a claim
of ownership." Comnt on §8-204, Supplement to UCC (1955), citing §8-304
andA Comment, Baumahi v. Gokdstein, 95 N.J.Eq. 597, 124 A- 118 (1924).
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continued, with the added requisite that the notation be conspicu-
ous." 144

As in the Transfer Act, the issuer may treat the registered own-
er as the person exclusively entitled to vote and otherwise exercise
the rights of an owner,1 4 5 and responsible as to calls, assessments,
and the like.146 The provision remains permissive; the corporation
may, at its option, disregard the registered owner and deal with the
actual holder of the certificate.14 7

Carefully avoiding the error of the Transfer Act in neglecting
to take into account the stockbrokerage system, the framers of the
Uniform Commercial Code attempt to restate the law in terms of the
actual practice and understanding in these circles. No longer are
brokers to be regarded as "purchasers".1 ' 8 The duty of each party
in the multiple relationships arising out of a brokerage transaction
is specified.1 49 In view of exchange practices, a new concept of de-
livery is introduced.1 50

The Code decides the effect of registration on forged transfers.
Irrespective of a prior forgery, a bona fide purchaser for value ob-
tains good title upon registration of the transfer on the stock books

1t § 8-103.
'§§ 8-204 and 8-103, § 1-201 (10) defines what is "conspicuous".

',§ 8-207 (1). The section is stated affirmatively, rather than negatively as
in the Transfer Act

The rule of such cases as Tumnbull v. Longacre Bank, 249 N.Y. 159, 163 N..
135 (1928), which held the issuer liable for paying out dividends to the record holder
after the transferee had given notice of the transfer and demanded that a new cer-
tificate be issued to him, is left unchanged. Comment to §8-207, UCC (1952), at
p. 6 4 4 .

" § 8-207 (2)
'" Thus, the corporation is free to require proof of ownership before paying out

dividends or the like if it chooses to. Barbato v. Breeze Corporation, 128 N.J.L 309,
26 A. 2d 53 (1942). Comment, UCC (1952), at 644.

The matter of registration on the stock books and the responsibilities of transfer
agents and registrars are dealt with in §§ 8-401 to 8-407, also 8-208.

"Supplement to the Uniform Commercial Code (1955), p. 171. §8-302 (2)
reads:

" 'Broker' means a person engaged for all or part of his time in the busihes of
buying and selling securities, who in the transction concerned acts for, or buys a secur-
ity from or sells a security to a customer. Nothing in this article determines the
capacity in which a person acts for purposes of any other statute or rule to which such
person is subject."

See Section 1-201 (32). A broker has no "interest in property."
"'Comment to § 8-314, UCC (1952), p. 667.
Note, however, that no statute can protect the customer against the dishonest

broker who, having possession of securities registered in "strect name," sells or pledges
them to a bona fide chaser in violation of his legal duty. See Iscaels, op. cit., at 259.

230 §§ 8-313 and 8-314 of the Uniform Code of Conurmrce.
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and issuance to him of a new certificate.~15 This rule is asserted
to be in accord with modern commercial practices, since a purchaser
through a broker normally receives and sees only a new certificate
registered in his name, without in fact relying upon the forged or
unauthorized indorsement on the original security transferred.15 2 But

the original owner of the stock is not without his remedy. He may
compel the issuer, who wrongfully registered the transfer,153 to is-
sue a similar certificate in his favor; or, in the event of an over-issue,
to replace the same with like securities reasonably available for pur-
chaseI"

Under the Uniform Commercial Code, a corporation may issue
new securities to replace lost, destroyed, or stolen ones, upon filing
of a muflcient bond.155 Should the "original" certificate come into
the hands of a bona fide purchaser, the Code accords him preference
as shareowner.1 ' In turn, the transferee in good faith of the new

For z2*tazhce, delivery to the purchaser may be completed while the security is still
in the hands of the beaker (§8-313 [1)). Therefo, no kevening notice of owner-
ship d-im before the purcaer takes actual physical possession of the wecuity can
dihs him of his rigbma

On the oher hand, the broker is regarded as the holder of secamdes not specifi-
cally identified as belonging to a particular customer, irrespeceive of bo-keq:ping entries.
(§8-313 [2])

§ 8-312 s the liabity of a signmature or indoesement guarantor.
1"5 §§8-311 and 8-315, suprd, not 135.
Cmpare this rule with the Coo&-Flcber-Cbrimy view stated earlier, smpr, nom

47 to 50. 7he Unifm Commercial Coce goes beyond the opmon expcesed by the
aforsid authorities. E6,m the transferee obtaining eg - in his name is pro.
tected not merely the sAbsequent transferee in good fLth of the new ctificae. Under
the Transfer Act, the title of the former ow deprived or his certificate through for-
gery may am be defeated by the transferee obtaining registration, no matter how in-
nocentthe It may be . 'u noaO 50. The bona fide purchaser holding a re-
issued certifite is protected d the Uniform cxnwrca Cxde. The line of
c.M which has refused to Apply this nIle whe e the new cetifiCat is sMi m the bands
of the party to whom it was issued is ;.eey rejected. See Commen to § 8-311,

=X 1d.
I"5 T Code imposes an obligatioc an ownrs of Lost or miaproritd ceut-

ficate-to give noic t~6 the issue watin a reasonabie time. Ine nodtiaztix is vital,
for where the same is not prnpdy givn, t6e own forfeits his right t sek inden-
ry from the issuaer for inpx~x registration af transfers, even on fore d orsements.

§ 8-404. In § 8-405, the Code embodies a long standing corporate practice of volun-
tarily issuitg new secuities to replace los, destroyed or stolen certificate&. § 8-406
designates the duties of authetticating tustees., transfer agents, or registrars.

'§§8-311, 8404, And 8-104, UCC
a,5 8405.

'8§§.405, 8-104, 8-402-3, 8-311 to 8-312.
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certificate is protected by resort to the issuer; but where honoring
both securities would result in an over-issue and a replacement can-
not reasonably be purchased, the new certificate is retired and the
purchaser thereof relegated to an action for damages.16 7

CONCLUSION

Indeed, no small amount of trepidation accompanies the pre-
paration of this paper. There is offered no panacea for all corporate
ills. With the frailty of all human undertakings, even the most delib-
erate of reforms breed their own share of deficiencies. So may
it be with stock certificate negotiability. The ultimate answer cer-
tainly is not here. But should the survey give true guide to permit
alighting upon the blunter horn of the dilemma, this accomplishment
alone we deem well worth the effort.

Under die Transfer Act, the bona fide purchaser of the original certificate would
be denied tide to the stock, as against a bona fide transferee of the new cerificate. The
formers remedy is an action for damages against the issuer.

15s Ibid. The issuer is in any event entitled to reimbursement from the former
owner on the latter's bxd. See cunra, §8-405, UCC (1952), p. 681-2.

Article 8 of the Uniform Commercial Code includes a few other section3. § 8-319
is a statute of frauds rvision. 

As in the TrunsrAct, warranties run in favor of a purchaser for value of stoc
A further provision eiminates all substantive wazranties in the case of deliveries by
intermediari. See § 8-306. §8-407 also provide2 for warranties by a person who pre-
sents a security to the issr for registration of a trasfer.
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