JOINT STOCK COMPANIES UNDER PHILIPPINE LAW
V. G. VENTURINI

( Continuation)
8. Foreign companies

No foreign company or company formed, organised, or existing
under any laws other than those of the Philippines can transact
business in the Philippines 2%5 until after it has obtained a license for

295 See: -Gemeral Corporation of the Philippines v. Union Insurance Soci

4? Official Gazette 73, No, L-2684, September 14, 1950; For a foreign corpl::g:
tion to be regarded as doing business in the Phi'ippines, there must be con-
tinuity of conduct and intention to establish a continuing business, 2 Phil. Dig.
Sec, 51, 181 and also: “Where a foreign insurance corporation engages in re-
gular marine insurance business here by issuing policies abroad to cover ship-
ments to t.he Philippines, the policies being made payable here and the com-
pany ket_apmg an agent here to receive and settle claims flowing from the
policies, it must be regarded as doing business here and subject to jurisdiction
ot: the local courts.” 2 Phil. Dig. Sec. 51, 181. See also: Pacific Micronisian
Line, Inc, v. del Rosario, 50 Official Gazette 5271, No. L-7154, October 28,
1954: “An isolated act, contract, or transaction does mot constitute “doing busi-
ness in the Philippines” by a foreign corporation.” 2 Phil. Dig. Sec, 51, 181
and also: “A foreign corporation was not “doing business in the Philippines”
for purposes of obtaining jurisdiction over it by service of process pursuant
to Rule 7, See, 14 of the Rules of Court, where it owned no property in the
Philippines, was not licensed to do business there, its ships were never sent to
the Philippines nor any business solicited there, and its only act relating to
the Philippines was the hiring of a Filipino crew member through a Filipino
agency.” 2 Phil, Dig. Sec. 51, 101. See also: Pacific Vegetable Oil Corporation
v. Singscm, No. L-7917, April 29, 1955: “An American corporation, as a foreign
corporation, was not required to obtain a license to do business in the Philip-
pines in order to emter into transaction for purchase of copra from Philippine
vendors, through the latter’s brokers in the United States, for delivery “c.i.f.”
there, with price to be paid at San Fnancisco through a letter of credit to be
opened by the Bank of California, as transactions of this kind do not constitute
doing business in the Philippines.” 2 Phil. Dig See. 51, 181. The Supreme
Court has recently redefined the term “transacting business” (See: Platon: An-
nual Survey of 1962 Supreme Court Decisions, Commercial Law, 38 Phil. L.J.
126 (1963): “For the past, the Court has “invariably taken this term to signify
a continuity of business activities and has accordingly laid down the gene

rule that a foreign corporation transacts business in a state if it carries on
a substantial part of its ordinary business there (This rule rests on a long
line of American decisions, notably in Wood v. Ball, 190 N.Y. 217, 83 N.E. 21;
General R. Signal Co. v. Virginia, 246 U.S. 500; 38 S.Ct. 360; and Bullfrog
Goldfield v. Jordan, 174 Cal. 342, 163, p. 40). Thus, even if a foreign cor-
poration sues within a state a particular business waectivity which is part of the
general business engaged in by such corporation, the part:cu.]:al_- business acti-
vity cannot be considered as & “transaction of business” if it is in fact a single
or isolated act performed in the state by the foreign corporation. Because here,
there is mo continuity and substantiality of business operations (Cooper Mig.
Co. v. Ferguson, 113 U.S. 727, 5 S. Ct, 739, 28 L. Ed. 1137; Pacific Micronijsian
Line v. del Rosario, G.R. No. L-7154, Oct. 23, 1954). There is, however, an
exception to this rule that is, notwithstanding the fact that a business trans-
action by a foreigm corporation in a state is single and .isolatefl, such trans-
action may still come within the term “transaction of business” if it shows an
intert on the part of the corporation to engage in business in the state (Woiser



484 PHILIPPINE LAW JOURNAL [VoL. 39

that purpose from the Securities and Exchange Commissioner, upon
order of the Central Bank in case of banks, savings and loan banks,
trust companies, and banking institutions of all kinds, and upon or-
der of the Secretary of Commerce and Industry in case of all other

Lamd Co. v. Bohrer, 78 Or. 202, 1562 P. 869). This, it has been observed, is
the true test in determining whether or not a foreign corporation is ‘“transact-
ing business” within a state (Guevara, The Corpcration Law (1957), p. 164).
This year, this test was applied by the Supreme Court in a case (Far East
International Import and Export Corp. v. Nankai Kogo Ltd., et al, G.R. No.
L-8164, December 29, 1962), involving a domestic corporation, the Far East
International Import and Export Corporation, and a Japanese corporation, the
Nankai Kogo, Inc.,, Ltd. The contract between the parties stipulated that the
Far East would sell to the Nankai some 5,000 metric tons of steel scrap and
that the Nankai would open a letter of credit with the China Bamking Cor-
poration, a doimestic bank, to secure the payment. The parties agreed that
the China Bank would pay the Far East the purchase price for the scrap omly
upon the presentation by the Far East of the bill of lading evidencing the fact
of shipment to the Nankai. All these negotiation, including the final signing
of the comtract, tcok place in Manila, the Nankai being represemted by two
of its officers. Thereafter, the Far East began to ship the steel scrap on board
tha Everret Steamship Co., and the Nankai opened in the China Bank the
letter of credit. The Far East, however, failed to deliver the whole of the
5,000 metric tons ¢f scrap owing to the death of Magsaysay and the succession
to the presidency of Garcia who terminated the license of the Far East to
export steel scrap, The Far East wag therefore able to ship only 1,058.6 metric
tons of scrap so that payment thereof may be effected against the China Bank,
the Everret refused, so the Far East filed an action for specific performance,
damages, a writ of preliminary mandatory injunction directed against the Nan-
kai, to maintain the letter of credit, and the shipping company, to issue the
bill of lading. By special appearance, the Nankai filed a motion to dismiss
on grounds of lack of jurisdiction over the persom of the defendant and over
the subject matter, failure to state a cause of action and failure on the part
of the Court to serve it with summons.

The plaintiff alleged, on the other hand, that the court had jurisdiction
over the defendant corporation since the latter was doing business in the Phil-
ippines with. office address at the Lune‘a Hotel where the two officers of the
defendant resided and were served with summons.

The Supreme Court, in sustaining the plaintiff, held, among others [foot-
note omitted], that the defendant was within the jurisdiction of the court inas-
much as it was doing business in the Philippines. It is difficult,” the Court
said, “to lay down any rule of universal application to determine when a foreign
corporation is doing business in the Philippines, Each case must turn upcn
its own peculiar facts and upon the language of the statute applicable. But
from the proven facts obtaining in this case, the appe:lant’s defense of lack
of jurisdiction appears unavailing . . . The testimony of Atty. Ocampo, that
appellant was doing business in the Philippines was corroborated by no less
than one of the appellant’s officers that he was sent to the Phi:ippines by his
company to lcok into the operation of mimes, thereby revealing the appellant’s
desire to continue engaging in business here, ofter receiving the shipment of
the scrap iron, making the Philippines a base thereof.

“The rule that the doing of a single act does not comstitute business within
the meaning of statutes prescribing the conditions to be complied with by for-
eign corporations must be qualified to the extent that a single get may bring
the corporation within the purview of the Statute where it is am act of the
ordinary business of the corporation. In such case, the single act or transac-
tion i3 not merely incidental or casual, but is of such a character as distincty
to indicate a purpose on the part of the foreign corporation to do other business
in_the state, and to make the state a basis of operations for the conduct of a
part af the corporation’s ordinary business. (Emphasis supplied).”
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foreign companies.??-: 297 No order for a license can be issued by either
of said authorities except upon a statement under oath of the manag-
ing agent of the company, showing to the satisfaction of the proper
authority that the company is solvent and in sound financial con-
dition, and setting forth the resources and liabilities of the company
within a reasonable number of days to be fixed by the Central Bank,
or the Secretary of Commerce and Industry, as the case may be,
prior to the date of presenting the statement.

Information must be supplied as regards:

1) the name of the company;

2) the purpose for which it was organised;

3) the location of its head office;

4) the capital stock of the company and the amount thereof
actually subscribed and paid into the treasury with indication of
the date of said payment; ’

5) the net assets of the company over and above all debts, lia-
bilities, obligations, and claims outstanding against it, indicating
the date of the balance;

6) the name of an agent residing in the Philippines authorised
by the company to accept service of summons and process 298 in all
legal proceedings against the company and of all notices affecting

2% For an American case dealing with the effect of execution of foreign
corporalion’s centract which, while executory, was unenforceable because of
noncompliance with conditions of doing business in a state, see: K. F, Gill, et al.,
a Limited Partmership Doing Business ag The John Gill & Sons Co. v. S. H. B.
Corporation, 322 Mich. 700, 3¢ N.W. 2d 526, 7 A.L.R. 2d 252; see also: A.L.R.
Digest, Corporations, Secs. 388, 390, 393.

.27 For an American case dealing with the problem of what constitutes doing
business within a state by a foreign magazine, newspaper, or other publishing
companmy, for purposes other than taxation, see: Alonzo N. Labonte v. American
Mercury Magazine Inc. et al, 98 N.H. 163, 96 A, 2d 200, 38 A.L.R. 2d 742;
see also: A.L.R. Digests, Corporaticns Secs. 3875-377. For an American case.
dealing with ownership or contirol by foreign corporation of stock of other cor-
poration as constituting doing business within a state, see: Mary Kathryn Castle
Steinway v. Majestic Amusement Company, et al.,, 178 F. 2d 681, 18 A.L.R. 2d
179; see also: A.L.R. Digests, Corporations Sec. 376. For an American case
dealing with leasing of real estate by a foreign company, as lessor or lessee,
as doing business within a state within statutes prescribing conditicms of rights
to do business, see: Worcester Felt Pad Corporation v. Tucson Airport Authority,
233 F. 2d 44, 59 A.L.R. 2d 1121,

298 See: General Corporation of the Philippines v. Union Insurance Scciety,
48 Official Gazette 73, No. L-2684, September 14, 1950: “A foreign corporation
actually doing business in this jurisdiction, with or without license or authority
to do so, is amenable to process and the jurisdiction of local courts,” 2 Phil.
Dig. 53, 182. See also: Johnlo Trading Co. v. Zulueta, No. L-4459, May 18,
1951: “When a foreign corporation is allowed to engage in business in the
Philippines under a spécial permit from the Bureau of Commerce without ap-
pointment of any agent for service of process, anyone who represents the
company in the Philippines may be regarded as its agent for service of process.”
2 Phil. Dig. 53, 182. See: Pacific Micronisian Line, Inc. v. del Rosario, 60
Official Gazette 5271, No, L-7154, October 23, 1954: “The provisions of Rule 7
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the company.?® The Central Bank or the Secretary of Commerce
and Industry, as the case may be, before ordering that a license be
issued in the case of any particular company, may require further
evidence of the solvency and fair dealing of the company if in its
or his judgment such further information is essential.

The Central Bank may, in its discretion, order the issuance to
any foreign banking company of a license to transact business in
the Philippines. It is the duty of the Central Bank to verify the in-
formation contained in the statement of the managing agent or
representative of such foreign company, as well as to make any

Sec. 14 for service of process on foreign corporations by serving their designated
agent, or, if none, the government official designated by law, or serving any
officer or agent of the corporation within the Philippines, are all limited, by
. the Rule itself, to corporations “doing business in the Philippines.” A Philip-
. pime tribunal cannot obtain jurisdiction by any of these methods of service
anless the corporation was ‘“doing businesg in the Philippines.” 2 Phil, Dig.
Sec. 53, 183. For an American case dealing with a foreign corporation’s pur-
chgse within a state of goods to be shipped into another state or coumtry as
doing " business within the state for purposes of jurisdiction or service of
process, see; Sterling Novelty Corporation-v. Frank & Hirsch Distributing Com-
pany (Pty.) Ltd, 299 N.Y. 208, 86 N.E. 2d 564, 12 A.L.R. 2d 1435. For an
American case dealing with the power of a state to subject a foreign corpora-
tion to the jurisdiction of its courts on sole ground that the corporation com-
mitted a tort within the state, see: Lucy W. Smyth v. Twin State Improvement
Corporation, 116 Vt. 569, 80 A. 2d 664, 25 A.L.R, 2d 1193,
299 Sec, 72. “Summons and legal process served the agent designated to
_agcept service thereof in the statement required to be filed by Section sixty-
eight of this Act shall give jurisdiction to the courts over the corporation filing
said statement, and service of mnotices on such agent shall be binding upon the
corporaticn which he represents as if made upon the corporation itself. Should
the authority of such agent to accept service of summons and legal process on
the corporation or notice to it be revoked, or should such agent become mentally
incompetent or otherwise unable to accept service while exercising such author-
ity, it shall be the duty of the corporation to promptly name and designate
another agent upon whom service of summons and process in legal proceeilx;lggs
against the eorporation and of notices affecting the corporation may be le
and to file with the Securities and Exchange Commissioner a duly authenti-
" cated nomination of such agent. Should there be no person authorized by the
corporation upon whom service of summons, process, and all legal notices may
be made, upon the Superintendent of Banks, in the case of bamks, savings and
loan banks, trust corporatioms, and other banking institutiions, and upon the
. Secretary of Commerce and Industry in the case of all other foreign corpora-
tions, and such service shall be as effective as if made upon the corporation
or upon its duly authorized agent. In case of service for the corporation upon
. the said Superintendent of Banks or the Secretary of Commerce and Industry,
as the case may be, the proper official shall register and transmit by mail to
the president or to the secretary or clerk of the corporation at its home office
or principal office a copy, duly certified by him, of the summons, process, or
_notice. The sending of such copy of the summons, process, or notice shall
be a necessary part of the service and shall complete the service. The re-
gistry receipt of mailing shall be conclusive evidence of the sending. All costs
necessarily incurred by the said Superintendemt or Secretary for the mailing
and sending of a copy of the summons, process, or notice to the president or
. the president or the secretary or clerk of the corporation at its home office or
principal office shall be paid in advance by the party at whose instance the
gervice is made,” of Act No. 1459, as modified by Commonwealth Act No. 287
and by ?l‘:d. 17 of Republic Act No. 337, known as The General Banking Act,
as amen
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other or further investigation as to the persons, conditions, and cir-
cumstances surrounding or in any manner affecting such banking
company, and if said Central Bank is satisfied that the issuance to
such company of a license to transact business in the Philippines
will promote the public interest and convenience, then he recom-
mends that such license be issued. From the date of the coming
into effect of the Law, every foreign banking company wishing to
open a branch or business in the Philippines must first obtain the
written approval of the Superintendent of Banks, which is given by
him unless he has evidence to show that the establishment of such
branch or branches will be prejudicial to the interest of the publie,
in which case he states in writing his reasons for refusing to give
the approval. In case of the refusal of the Superintendent of Banks
to give such approval, the parties applying therefor may appeal to
the Monetary Board 8% as provided by the Law.80!

Upon filing in the Securities and Exchange Commission the
said statement, a certified copy of its charter and the order of the
Central Bank or the Secretary of Commerce and Industry, as the
case may be, for thé issuance of a license, the Securities and Er
change Commission issues to the foreign company as directed in
the order a license to do business in the Philippines, and for the
issuance of said license the Securities and Exchange Commission
may collect a fee in proportion to the corporate capital of such com-
pany, to be fixed in accordance with the schedule established in Seec.
8 of the Law.802

300 See. 71 “Amy opinion, decision, ruling, or regulation made or issucd b
the Superintendent of Banks may be appealed to the Monetary Board, whicﬂ
sha_ll'have ﬂ_:e power and authority to confirm, modify or repeal such opiniom,
decision, ruling or regulation made or issued as aforesaid; but the action of
the Monet_ary Board with respect thereto shall be subject to judicial review”
of Republic Act No. 337, known as The Genzial Banking Act, as amended.

301 Sec._68 of Act No. 1459, as amended by Act No. 3610 and by Sec. 88
“All authority now vested in the Bank Commissioner and thz Bureau of Bank-
ing with respect to the establishment, operation and liquidation of banking and
credit institutions, and branches or agencies thereof, are hereby transferred to
the Central Bank”, and Sec. 89 “All authority now vested in the Secretary of
Finance with respect to the establishment, operation or liquidation ¢f banking
and credit institutions, or brmanhches or agencies thereof, shall be trensferred
to, and exercised by the Monetary Board of the Central Bamk” of the Republie
Act No. 337, known as The General Banking Act, as amended.

302 Tast part of Sec. 68 of Act No. 1459, as amended by Commonwealth Act
No. 287 and Sec. 14 “No foreign bank or banking corporation formed, organ-
ized or existing under amy laws other than those of the Repub’ic of the Phil-
ippines shall be permitted to transact business in the Philippines, or maintain
by itself or assignee any suit for the recovery of any debt, claims, or demand
whatsoever, until after it shall have obtained, upon order of the Monetary Board,
a license for that purpose from the Securities and Exchange Commissioner.
Any officer, director or agent of any such corporation who tramsacts business
in the Philippines without the said license shall be punished by imprisonment
for not less than ome year nor more than ten years and by a fine of not less
than one thousand pesos nor more than ten thousand pesos. For the issuance
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No foreign company or company formed, organised, or exist-
ing under any laws other than those of the Philippines can be per-
mitted to transact business in the Philippines or maintain by itself
or assignee any suit for the recovery of any debt, claim, or demand
whatever, unless it has the license prescribed by the Law.203. 3¢ Any
officer, director, or agent of the company or any person transacting
business for any foreign company not having the license prescribed
is punishable by imprisonment for not less than six months nor more
than two years or by a fine of not less than two hundred pesos nor
more than one thousand pesos, or by both such imprisonment and
fine, in the discretion of the court.so

Every foreign company and every company not formed, organ-
ised, or existing under the laws of the Philippines but transacting
business in the Philippines at the time of the coming into effect of
the Law had been allowed seventeen months from its passage in
which to secure the license, present the statement, and make the
deposits required.sos

The Monetary Board, by the affirmative vote of at least five of
its-members and with the approval of the President of the Philip-
pines, may revoke the license to transact business in the Philippines
of any foreign bank or banking company not formed, organised, or
existing under the laws of the Philippines, if the Board finds after

of such license to any foreigvn_bxank, the Securities and Exchange Commissicner
shall collee‘!: a fee in proportion to the corporate capital of such bank in ac-
cordance with the schedule established in section eight of Act numbered Four-
teen hundred and fifty-nine (the Corporation Law), as amended. No order for
a license shall be issued by the Monetary Board unless and until it ig convinced
that the public interest and economic conditions, both general and local, justify
the issuance of such order; that the foreign bank or banking corporation is
solvent and in sound financial condition; and that a duly appointed agent in
the Philippines has been authorized to accept summons amd legal processes”, and
Sec. 89 (for the text of this Secticn see footnote 301, supra) of the Republic
Act No. 337, known as The General Banking Act, as amended.

303 Act No. 1459, Sec, 68, as amended by Commonwealth Act No, 287 and
Secs. 14 and 89 of Republic Act No. 337, known as The Gemeral Banking Act,
as amended,

804 See: Pacific Vegetable Oil Corporation v. Singson, No, L-7917, April 29,
1956: “It was never the purpose of the legislature to exclude a foreign cor-
poration entering into isolated business transactions in the Philippines, but
having no kicense to do businesg there, from recourse to Philippine courts in
order to enforice the obligation of such contracts.” 2 Phil. Dig. Sec. 52, 182.
See also: Eastboard Navigation, Ltd. v. Juan Ysmael & Co., No. L-9090, Sep-
tember 10, 1957: “A foreign corporation, though mot licensed to do business in
the Philippines under Secs. 68 and 69 of the Corporation Law, Philippine An-
notated Laws Title 25 Secs. 69 and 70, may nevertheless bring an action in
Philippine courts based on a judgment obtained outside the Philippines against
a Philippine corporation where it has engaged only in the two isolated tran-
sactions in the Philippines and cannot be said to have been engaged in busi-
ness there.” 2 Phil. Dig. Sec. 52, 182.

- 8056 Act No. 1459, Sec. 69.

806 Act Nov 1459, Sec. 70, as amended by Sec. 2 of Act No, 1665 and by

Sec. 1 of Act No. 1610, ‘
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due investigation at which such bank or banking company is given
a chance to be heard by itself or counsel, that the foreign bank or
banking company is in imminent danger of insolvency or that its
continuance in business will involve probable loss to those transact-
ing business with it. After the revocation of its license, no such
foreign bank or banking company can transact business in the Phil-
ippines unless its license is renewed or reissued. After the revoca-
tion of such license the Solicitor General may take such proceedings
as may be proper to protect creditors of such foreign bank or bank-
ing institution and the public.207

Any foreign company or company not formed, organised, or
existing under the laws of the Philippines, and lawfully doing busi-
ness in the Philippines is bound by all laws, rules and regulations
applicable to domestic companies of the same class, save and except
such only as provide for the creation, formation, organisation or
dissolution of companies or such as fix the relations, liabilities, res-
ponsibilities, or duties of members, shareholders, or officers of com-
panies to each other or to the company.308 30% 310 Byt nothing in the
Law can be construed or deemed to impair any rights that are se-
cured or protected by the Treaty of Peace between the United States
and Spain signed in Paris on 10th December, 1898311

In all matters not specifically covered by provisions applicable
only to foreign banks, or their branches and agencies in the Phil-
ippines, any foreign banking company or foreign bank not formed,
organised, or existing under the laws of the Philippines but lawful-
ly doing business in the Philippines is bound by all laws, rules, and
regulations applicable to domestic banking companies of the same
class, except such laws, rules and regulations as provide for the
creation, formation, organisation, or dissolution of companies or

307 Sec. 16 of Republic Act No. 337, known as The General Banking Act,

as amended and modifying Sec. 71 of Act No. 1459,
. ?08 For an American case dealing with the statutory requirements respect-
ing issuance of corporate stock as applicable to a foreign corporation, see:
State of Iowa Ex Rel. J. B. Weeds v. Martha R. Bechtel, et ak, 31 N.W. 2d
853, 8 A.L.R. 2d 1162; see a'so: A.L.R. Digests, Corporations Secs. 34, 174,
183, 193, 368. :

309 See: Juanico v. American Land Commercial Co., 51 Official Gazette
3439, No. L-7459, June 23, 1955: “A foreign corporation, organized under the
laws of the State of Delaware, does not forfeit its corporate existence by
failure to reconstitute its organizaticm papers in accordance with Republic Act
No. 62, as amended by Act No, 350, Philippine Annotated Laws Title 47 Secs.
119 et seq., since the law is nct applicable to such a corporation.” 2 Phil. Dig.
Sec. 50, 180. .

310 See: de Guinoo v. Court of Appeals, No. L-5541, June 25, 1955: “A
sale of land to a foreign corporation which took place on April 1, 1935, before
approval of the Comstitution on November 15, 1935, was not void.” 2 Phil. Dig.
Sec. 54, 183.

311 Act No. 1459, Sec. 73.
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such as fix the relation, liabilities, responsibilities, or duties of mem-
bers, shareholders, or officers of companies, to each other or to the
company.312

Since the coming into effect of the Insurance Act,3® no foreign
company or domestic insurance company can transact any new busi-
ness in the Philippines until after it has obtained a certificate or
authority for that purpose from the Insurance Commissioner 34
upon payment by the company concerned of the fees prescribed by
the law.

The Insurance Commissioner may refuse to issue a certificate of
authority to any insurance company if, in his judgment, such refusal
will best promote the interest of the people of the country. No
such certificate or authority is granted to any such company until the
Insurance Commissioner has satisfied himself by such examination
as he may make and such evidence as he may require that such com-
pany is qualified by the laws of the Philippines to transact business
therein. Said certificate of authority expires on the last day of June
of each year and is renewed annually if the company is continuing to
comply with all the provisions of the law or the circulars, instruc-
tions or rulings of the Insurance Commissioner. Before issuing such
certificate of authority, the Insurance Commissioner must be satis-
fied that the name of the company is not that of any other known
company transacting a similar business, or a name so similar as
to be calculated to mislead the public. Every company receiving any

~such certificates of authority is subject to the insurance laws of
the Philippines and to the jurisdiction and supervision of the In-
surance Commissioner.318

The Insurance Commissioner must request every company, be-
fore engaging in the business of insurance, to file in his office:

812 Sec. 18 of Republic Act No. 337, known as The General Banking Act,
as amended. )

818 Act No. 2427, known: ag The Insurance Act, enacted on 11th December,
1914 and entered into effect on 1st July, 1915, as amended.

314 See: Sec. 169 of Act No. 2427, known as The Insurance Act, as amended
by Sec. 1 of Act No. 3152 and superseded by Republic Act No. 275, as amended
by Republic Act No. 898, which provides for An Act Changing the Name of
the Bureau of Banking to that of the “Office of the Insurance Commissioner”,
Providing for the Assessment upon Insurance Companies to Cover the Excess
of the Expenses to the Office of the Insurance Commissioner Relating to In-
surance Companies, Agents and Insurance Matters over its Income from Certain
Sources, and for Other Purposes, Republic Act No. 275, approved on 15th
June, 1948. See also: Circular No, 64 from the Office of the Insurance Com-
missioner, dated 15th November, 1960, ‘directed to all Insurance Companies
doing business in the Philippines, published in 57 Official Gazette (No. 6) 1019,
February 6, 1961.

815 Sec. 172 of the Act No. 2427, known as The Insurance Act, ag amended
_ by See. 2 of Act No. 3152,
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a) a certified copy of the last annual statement or a verified
financial statement exhibiting the condition and affairs of such com-
pany,;

b) if incorporated under the laws of the Philippines, a copy of
the articles of incorporation and by-laws and any amendments to
either, certified by the Securities and Exchange Commissioner to be
a copy of that which is filed in his office;

¢) if incorporated under any laws other than those of the Phil-
ippines, a certificate from the Securities and Exchange Commissioner
showing that it is duly registered in the mercantile registry of that
office in accordance with the provisions of Sec. 68 of the Corporation
Law ;316

d) if not incorporated, a certificate setting forth the nature and
character of the business, the location of the head office, the names
of the persons and of those composing the company, firm, or asso-
ciation, the amount of actual capital employed or to be employed
therein, and the names of all officers and persons by whom the busi-
ness is or may be managed.

The certificate must be verified by the affidavit of the chief
officer, secretary, agent or manager of the company; and if there
are any written articles of agreement or company, a copy thereof
must accompany such certificate.31?

The Insurance Commissioner must require as a condition pre-
cedent to the transaction of insurance business in the Philippines
by any foreign insurance company, that such company file in his
office a written power of attorney designating some person who must
be a resident of the Philippines as its general agent, on whom any
notice provided by law or by any insurance policy, proof of loss,
summons and other process may be served in all actions or other
legal proceedings against such company, and consenting that serv-
ice upon such general agent must be admitted and held as valid as
if served upon the foreign company at its head office. Any such
foreign company must, as a further condition precedent to the trans-
action of insurance business in the Philippines, make and file with
the Insurance Commissioner an agreement or stipulation, executed
by the proper authorities of said company in form and substance as
follows:

“The (name of company) does hereby stipulate and agree in
consideration of the permission granted by the Insurance Commis-

316 Sec. 176 of Act No, 2427, known as The Insurance Aet, as amended by
Sec. 1 of Act No. 3578 and by Commonwealth Act No. 287,
317 Sec, 176 of Act No. 2427, kmown as The Insurance Act, mg amended,
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sioner to it to transact business in the Philippines, that if at any
time said company shall leave the Philippines, or cease to transact
business therein, or shall be without an agent in the Philippines
on whom any notice, proof of loss, summons, or other legal process
may be served, then in any action or proceeding arising out of any
business or transaction which occurred in the Philippines, service of
any notice provided by law, or insurance policy, proof of loss, sum-
mons, or other legal process may be made upon the Insurance Com-
missioner, and that such service upon the Insurance Commissioner
shall have the same force and effect as if made upon the Company.”

Whenever such service of notice, proof of loss, summons, or
other legal process may be made upon the Insurance Commissioner,
he must, within ten days thereafter, transmit by mail, postage paid,
a copy of such notice, proofs of loss, summons, or other legal process
to the company at its head office. The sending of such copy by the
Commissioner is a necessary part of the service of the notice, proof
.of loss, or other legal process.3!8

No foreign insurance company can engage in business in the
Philippines unless possessed of paid up unimpaired capital or assets
and reserve not less than that required of domestic insurance com-
panies; and no insurance company organised or existing under the
government or laws other than those of the Philippines can engage
in business in the Philippines until it has deposited with the Insur-
ance Commissioner for the benefit and security of its policy holders
and creditors in the Philippines, securities satisfactory to the Insur-
ance Commissioner consisting of bonds of the Government of the
Philippines or of any of the branches or political subdivisions of
the Philippines authorised by law to issue bonds, or the Government
in which such company is organised, or other good securities to the
actual market value of two hundred and fifty thousand pesos. At
least fifty per centum of the securities or bonds must consist of
securities of the Philippines. Foreign insurance companies doing
business in the Philippines on the date of entry into effect of the law
had time until the 30th of June, 1951 to comply with the requirement
increasing their respective deposits as provided in the law. It was
a sufficient compliance with the law to make the deposit required
with the Philippine National Bank, New York agency in the United
States of America, embassies, legations or consular offices of the
Philippines already established other than those in the United States
or which may hereafter be established, or with a safe deposit com-
pany designated by the said Philippine National Bank, New York

818 Sec. 177 of Act No. 2427, kmown as The Insurance Act, as amended by
Sec. 8 of Act No. 8152
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agency, embassies, legations or consular offices of the Philippines,
provided that said company agreed to hold the securities so deposited
subject to the control of the Philippine National Bank, New York
agency, embassies, legations or consular offices of the Philippines,
as the representatives of the Insurance Commissioner of the Phil-
ippines.’1®

Every foreign insurance company doing business in the Philip-
pines must set aside at least thirty per centum of the legal reserves
of the policies written in the Philippines and invest and keep the
same therein in accordance with the provisions of the law. Of the
legal reserves as of December 31, 1949, at least ten per cenfum must
have been invested and kept in the Philippines by December 31, 1950;
of the legal reserves as of December 31, 1950, at least twenty per
centum must have been invested and kept therein by December 31,
1951; of the legal reserves as of December 31st of each year after
1950, at least thirty per centum must have been invested and kept
in the Philippines by the end of the following year. In determining
the amount to be invested and kept in the Philippines under the law,
a company must be given credit for the amount of securities of the
Philippines deposited by such company under the law.20 ‘The securi-
ties purchased and kept in the Philippines under the law cannot be
sent out of the territorial jurisdiction of the Philippines without the
written ‘consent of the Commissioner.32!

A foreign insurance company doing business in the Philippines,
upon pavment of a fee of one hundred pesos and surrender to the
Insurance Commissioner of its certificate of authority, may apply
to withdraw from the Philippines.?22 Such application must be duly

319 Sec. 178 of Act No. 2427, known as The Insurance Act, amended b;
Act No. 2867 and by Republic Act No. 488. as Y

820 I bid,

821 Sec. 178-A, of Act No. 2427, known as The Insurance Act, as inserted
by Republic Act No. 488, effective 11th Jume, 1950.

322 See: Scottish Union & National Ins. Co. v. Macadaeg, 48 Official Ga-
zette 4774, No. L-5717, August 30, 1952: “Section 202-D of the Insurance Law,
added by Republic Act No. 447, does mot permit a foreign insurance company,
without the consent of an insured, to transfer accrued liabilities under a policy
to another insurer and thereby become eligible to pick up its reserve securities
and “go home”, 4 Phil. Dig. Sec. 4, 240, and: “If the Insurance Commissicner
is fully aware of pending cases against a foreign compamy by residents of
the Philippines, he is not justified in declaring that the company has no out-
standing liabilities and permitting it to withdraw its securities, in view of
Sec. 202-D of the Insurance Law, added by Republic Act No. 447,” 4 Phil. Dig.
Sec. 4, 241, and also: “When the Insurance Commissioner approves withdrawal
of a foreign insurance company from business in the Philippines, under Re-
public Act No. 447, his exercise of discretion ig subject to review by the courts,
and substitution of their judgment, where the insurer has accrued “l_iabllities"
which the law requires it to discharge before withdrawal”, 4 Phil. Dig. Sec. 4,
241, and finally: “Although Sec. 88 of the Insurance Law, Philippine Annotated
Law Title 9 Sec. 89, defines “reinsurance” as “one by which an insurer procures
n third person to insure him against loss or liability by reason of such o
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executed in writing, accompanied by evidence of due authority for
such execution, and properly acknowledged.?2?

The Insurance Commissioner must publish the application for
withdrawal daily for a period of one week in two newspapers of
general circulation in the City of Manila, one in English and the
other in Spanish, the expenses of such publication to be paid by the
insurance company.32¢

Every foreign insurance company which withdraws from the
Philippines, must, prior to such withdrawal, discharge its liabilities
to policyholders and creditors in the country. In case of its policies
insuring residents of the Philippines, it must see to it that the pri-
mary liabilities under such policies be reinsured and assumed by
another ‘insurance company authorised to transact business in the
Philippines. In the case of such policies as are subject to cancella-
tion by the withdrawing company, it may cancel such policies pur-
suant to the terms thereof in lieu of such reinsurance and assump-
tion of liabilities.’28

The Insurance Commissioner must make an examination of the
books and records of the withdrawing company, and if, upon such
examination, he finds that the insurer has no outstanding liabilities
to residents of the Philippines, he may cancel the withdrawing com-
pany’s certificate of authority, if unexpired, and permit the insurer
to withdraw. The cost and expenses of all such examination must
be paid as prescribed by Sec. 174 of the Insurance Act, as amended.32¢

9. Miscellaneous and special provisions
The Corporation Law contains miscellaneous provisions regard-
-ing the criterion to be applied in case of misnomer of a company,®%!
the application of the Law to companies already in existence at the
~ date of the coming into effect,’?8 the possibility of amending or repeal-
ing the Law,32® the subsistence of corporate form for the purpose of
‘prosecuting and defending suits, of enabling the company to settle

insurance,” the term is also sometimes applied to a contract between two in-
surersg by which one assumes the risk of the other and, with the assent of the
insured, becomes a substituted insurer, and it is in this latter sense that the
word must be deemed intended in Sec. 202-C of the Act, Title 39 Sec. 231,
?gc.atlfg 22(; withdrawal of foreign insurerg from the Philippines”, 4 Phil. Dig.
1l .

323 Sec, 202-A of Act No. 2427, known as The Insurance Act as inserted by
Republic Act No. 447, approved on 8th June, 1950.

324 Sec. 202-B of Act No. 2427, known as The Insurance Act, as inserted by
Republic Act No. 447, approved on 8th Jumne, 1950.

825 Sec. 202-C of Act No, 2427, known ag The Insurance Act, as inserted by
Republic Act No. 447, approved om 8th Jume, 1950.

326 Sec. 202-D of Act No. 2427, known as The Insurance Act, as inserted by
Republic Act No, 447, approved on 8th Jume, 1950.

337 Act No. 1459, Sec. 74.

2838 Act No. 1459, Sec. 76.
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its own business 33 and the relative powers therefor,3s! the guarantee
that no private property can be taken by any company under any
franchise for any purpose without proper condemnation proceedings
and without just compensation, nor any franchise, privilege, or con-
cession given except under condition that it shall be kept under con-
trol of the Congress of the Philippines.’32 Sec. 80, finally, extends
the application of the provisions of the Law to every company formed
or organised under it, unless such company be exempted from its
operation or unless some special provision be contained in the Law
and be inconsistent with the provisions of the Law, in which case
the special provision shall apply.3s8

Special provisions of the Corporation Law govern railroad com-
panies,?3 unless they are governed by special charter as in the case
of the Manila Railroad Company. The Manila Railroad Company is
controlled by the government to the extent of 99% of the subscribed
and paid-in capital and is subject to the authority of the Public
Service Commission only for the determination of its rates.3ss The
special provisions on Savings and Mortgage Banks 3% have been re-
pealed by the General Banking Act3¥ and superseded by Secs. 29
to 38 of it.

The provisions on Commercial Banking Corporations #® have
been repealed and superseded by Secs. 20 to 28 of the same Act,3%®
while the provisions affecting banking institutions in general 340 have
been repealed by Secs. 34 and 35 of the same Act.24

Provisions concerning Trust Corporations 342 have been repealed
and superseded by Secs. 56 to 66 of the General Banking Act.34®

829 Act No. 1459, Sec. 76.
830 Act No. 1459, Sec. 77.
831 Act No. 1459, Sec. 78.
832 Act No. 1459, Sec. 79.
838 Act No. 1459, Sec. 80

834 Sec. 81 of Act No. 1459; Sec. 82 of Act No. 1459 as amended by Se:. 1
of Act No. 2100 and by the Qonstitution; Sec, 83 of Act No. 1459, as amended
by Sec. 2 of Act No. 2100; Sec. 84 of Act No. 1459; Sec. 85 of Act No. 1459
as amended by Acts No. 2100 and 4007; Sec. 86 of Act No. 1459, as amended
by Commonwealth Act No. 93; Sec. 87 of Act No, 1459; Sec. 88 of Act No. 1459,
as amended by Acts No. 2100 and 4007; Secs. 89, 90, 91 and 92 of Act No, 1459;
Sec. 93 of Act No. 1459, as amended by Sec. 5 of Act No. 2100; Secs. 94, 95,
96, 97 and 98 of Act No. 1459; Sec. 99 of Act No. 1459 has been repealed by
Sec. 32 of Act No. 2362; Secs. 100, 101, and 102 of Act No. 1459.

335 See: Batangas Transportation Company v. Manila Railroad Com
64 Phil. 312, Py pany:

336 Act No. 1459, Secs. 103 to 115.

287 Republic Act No. 337, approved on 24th July, 1948
338 Act No. 1459, Secs. 116 to 129.

839 See footnote 338, supra.

340 Act No. 1459, Secs. 171 to 190.

841 See footnote 338, supra.

842 Act No. 1459, Secs, 181 to 1486.

843 See footnote 338, supre,
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Building and Loan Associations are governed by Secs. 39 to 55 of
the General Banking Act.2¢ Provisions on Domestic Insurance Cor-
porations 36 have been repealed by Sec. 204 of Act No. 242728
Philippine law provides that for the administration of the temporal-
ities of any religious denomination, society, or church, and the man-
agement of the estates and properties thereof, it is lawful for the
bishop, chief priest, or presiding elder of any such religious deno-
mination, society, or church to become a corporation sole, unless in-
consistent with the rules, regulations, or discipline of his religious
denomination, society, or church or forbidden by competent authority
thereof 3

In order to become a corporation sole the bishop, chief priest,
or presiding elder of any religious denomination, society, or church
must file with the Securities and Exchange Commissioner articles of
incorporation setting forth the following facts:

1) that he is the bishop, chief priest, or presiding elder of his
religious denomination, society, or church and that he desires to be-
come a corporation sole;

2) that the rules, regulations, and discipline of his religious
denomination, society, or church are not inconsistent with his becom-
ing a corporation sole and do not forbid it;

8) that as such bishop, chief priest, or presiding elder, he is
charged with the administration of the temporalities and the manage-
ment of the estates and properties of his religious denomination, so-
ciety, or church within. his territorial jurisdiction, describing it;

4) the manner in which any vacancy occurring in the office of
bishop, chief priest, or presiding elder is required to be filled, accord-
ing to the rules, regulations, or discipline of the religious denomina-
tion, society, or church to which he belongs;

5) the place where the principal office of the corporation sole
is to be established and located, which place must be within the
Philippines.38

The articles of incorporation must be verified before filing by
affidavit or affirmation of the bishop, chief priest, or presiding elder,
as the case may be, and accompanied by a copy of the commission,
certificate of election or letters of appointment of such bishop, chief

844 See footnote 388, supra.

345 Act No. 1459, Secs. 147 to 153.

36 Known as The Insurance Act, as amended.

847 Act No. 1459, Sec. 154.

U8 Act No. 1459, Sec. 155, as modified by Commonwealth Act No. 287.
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priest, or presiding elder, Quly certified to be correct by any notary
public or clerk of a court of record.’®

The successors in office of any bishop, chief priest, or presiding
elder incorporated as a corporation sole shall become the corporation
sole on accession to office, and shall be permitted to transact business
as such on filing with the Securities and Exchange Commissioner
a copy of their commissions, certificates of election, or letters of
appointment duly certified to be correct by any notary public or clerk
of a court of record.

During a vacancy in the office of bishop, chief priest, or presid-
ing elder of any church incorporated as a corporation sole, the per-
son or persons authorised and empowered by the rules, regulations,
or discipline of the religious denomination, society, or church repre-
sented by the corporation sole to administer the temporalities and
manage the estates and properties of the corporation sole during
the vacancy may exercise all the power and authority of the corpora-
tion sole during such vacancy.®s®

849 Act1 No.sl459, Sec. 156.
also: See. 157. “From and after the filing with the Securiti

Exc_hange Commls_sioner of the said articles of incogrpora.tion, verified be;’s aat:'rili(3
d‘a..v1§ or affirmation as aforesaid and accompanied by the copy of the com-
mission, certlﬁ.cgte of election, or letters of appointment of the bishop, chief
priest, or. presiding elder duly certified as prescribed in the section immediately
preceding, such bishop, chief priest, or presiding elder, as the case may be,
shall become a corporation sole and all temporalities, estates, and properties
of the religious denomimation, socicty, or church theretofore administered or
~managed by him as such bishop, chief priest, or presiding elder shall be held
in trust by him as a corporation sole, for the use, purpose, behoof, and sole
benefit of his religious denomination, society or church, including hospitals,
schools, colleges, orphan asylums, parsonages, and cemsteries thereof. For the

ling of such articles of incorporation, the Securities and Exchange Commis-
sioner, shall collect ¢wenty-five pesos,” of Act No. 1459, ag modified by Commoon-
wealth Act No. 287. .

850 Act No. 1459, Sec. 158, as modified by Commonwealth Act No. 287. See
aldo Sec. 159, “Any corporation sole may purchase and hold real estate and
personal property for its church, charitable, benevolent, or educational purposes,
and may receive bequests, or gifts, for such purposes. Such corporation may
mortgage or sell real property held by it upon obtaining an order for that
purpose from the Court of First Imstance of the province in which the property
is situated; but before making the order, proof must be made to the satisfac-
tion of the court that motice of the iapplication for leave to mcrtgage or sedl
has been given by publication or otherwise in such manner and for such time
as said court or the judge thereof may have directed, and that it is to the
interest of the corporation that leave to mortgage or sell should be granted.
The application for leave to mortgage or sell must be made by petition, duly
verified by the bishop, chief priest, or presiding elder, acting as corporation
sole, and may be opposed by any member of the re';‘i(iicfims denomination, society
or church represented by the corporation sole: Provided, however, That in cases
where the rules, regulations, and discipline of the religious denominaticn, so-
ciety, or church concerned represented by such corporation sole regulate the
methods of acquiring, holding, selling and mortgaging real estate and personal
property, such rules, regulations, and discipline shall control and intervention
of the courts shall not be necessary.” .

Sec. 160. “Any religious society or religious order, or any diocess, synod,
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The Corporation Law provides that a college, school, or other
institution of learning may be incorporated 2! if any number of per-
sons not less than five files with the Securities and Exchange Com-
missioner articles of incorporation setting forth:

or district organization of any church, unless forbidden by the constitution,
rules, regulations or discipline of the religious order, society, or church ot
which it is a part, or by competent authority may, upon the written consent
of two-thirds of the membership had at regular meeting, incorporate for the
administration of its temporalities or for the management of its properties or
estates by filing with the Securities and Exchange Commissioner articles of
incorporation verified by the affidavit or affirmation of the presiding officer,
secretary, or clerk or other member of such religious society, religious order,
or dig::’se, synod, or district organization of the church, setting forth the follow-
ing facts:

(1) That the religious society or religious order or synod, diocese, or district
organization is a religious society, or religious order, or diocese, synod, or dis-
“trict organization of some church;

- (2) That two-thirds of its membership have given written consent or have
to incorporate at a regular meeting of the body;

(3) That the incorporation of the religious society, religious order or
diocese, synod, or district orgamizaticm of the church desiring to incorporate
is not forbidden by competent authority or by the constitution, rules, regula-
tions, or discipline of the society, church, or crder of which it forms a part;

(4) That the religious society or religious order or diocese, synod, or dis-
trict organization of the church desires to incorporate for the administration
of its temporalities or the management of its properties or estates;

(5) The place where the principal office of the corporation is to be estab-
lished and located, which place must be within the Philippines,

(6) The names and residences of the directors, or trustees elected by the
religious society or order, or the diocese, synod, or district organization of
the church to serve for tha first year or such other times ag may be preseribed
by the laws of thel society or order, or of the diocese, synod, or district organi-
zation of the church, the board of directors or trustees to be not less than
five mor more than fifteen. For the filing of such articles of incorporatiom,
the Securities and Exchange Commissioner shall collect twenty-five pesos,” as
amended by Commonwealth Act No, 287.

: Sec. 161. “By-lawg for the government of the corporation not inconsistent
~with law or with the constitution, by-laws, rules, regulations, or discipline of
the religious society, religious order, or church of which the corporation forms
a part may be adopted or amended at arsy regular meeting called for the pur-
pose by the incorporated religious society or order or by any convention, synod,
“or other legal representative bedy of the church in and for the district;

_ Sec. 162. “The by-laws of the corporation shall be signed and attested by
the presiding officer and secretary or clerk of the religious society or order
of the convention, synod, or other representative body of the church adopting
the same;

Sec. 163. “The right to administer all temporalities and all property held
or owned by a religious order or society, or by the diocese, s.ynqd, or distriet
organization of any religious denomination or church shall, on its incorporation,
pass to the corporation and shall be held in trust for the use, purpose, behoof,
and benefit of the religious society, or order so incorporated or of the church
of which the diocese, synod, or district organization is an organised and consti-
tuent part; and

Seg. 164, “Such corporation shall have the right to purchase, hoMd, mort-
‘gage, or sell real estate for its church, cha:nt?ble, be_mevole.nt, or .edyl,watlom‘l
purposes by and with the consent of a majority of its membership,” of Act
No. 1469. : . .

851 For recent view on the subject, see: Guevara, Should Educational Insti-
tutions Be Non-Stock Cerporation? 86 Phil. L.J. 1127 (1960),
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1) the name of the company;

2) the purpose for which it is organised;

3) the place where the college, school, or institution of learning
is to be conducted ;

4) the qualifications of trustees and the number of trustees,
which cannot be less than five nor more than fifteen, provided that
stuch be some multiple of five;

5) the term of office of trustees and the names and residences
of the trustees elected for the first term;

6) the amount of money and description of the property to be
devoted to the maintenance and support of the college, school, or
other institution of learning.352

Unless otherwise provided in the by-laws, the board of trustees
of incorporated schools, colleges, or other institutions of learning
must, as soon as organised, so classify themselves that the term of
office of one-fifth of their number expires every year. Trustees
thereafter elected to fill vacancies occurring before the expiration of
term hold office only for the unexpired term. Trustees elected
thereafter to fill vacancies caused by expiration of term hold office
for five years. A majority of the trustees constitutes quorum for
the transaction of business. The office of the company is at the
college, school, or other institution of learning. The powers and
authority of trustees are defined in the by-laws.353

: 352 Act No. 1459, Sec. 165, as mcdified by C:mmonwenith Act No, 287. See
also: -

Sec. 166. “Societies or organizations which have established colleges, schools,
or other institutions of lecarning may, unless forbidden -by their cons'ituticn
or by competent authority exercised over them, incorporate with the written
consent of two-thirds of the membership or by an affirmative vote of two-thirds
of the membership had at a regular or at a special meeting cal'ed for the
purpose, by filing with the Securities and Exchange Commiszioner articles of
incorporation setting forth the facts prescribed for articles of incorporation
11311 S;gf{lon one hundred and sixty-five,” as amended by Commoanwealth Act

0. R

Sec, 167. “Societies or organization s> incorporated shall have the power
to adopt by-'aws for the election of trustees and their terms of office,” and

Sec. 168. “Whenever so empowered in writing by the Secretary of Educa-
tion and under such terms and conditions as said Secretary may prescribe, uni-
versities and colleges duly incorporated in accordance with this Act may grant
diplomas and confer degrees,” of Act No. 1459.

Sec. 169. “Unless otherwise provided im the by-laws, the board of trustees
of incorporated schools, colleges, or other institutions of learning shall, as soon
as organized, so classify themselves that the term of office ¢f one-fifth of their
number shall expire every year. Trustees thereafter elected to fill wvacancies
occurring before the expiration of term shall hold office only for the unexpired
term. Trustees elected thereafter to fill vacancies caused by expiration of term
shall helld office for five years. A majority of the trustees shall constitute a
quorum for the transactiom of business. Thz office of the corporation shall
be at the college, school, or other institution of learning. The pcwers and
authority of trustees shall be defined in the by-laws.

353 Act No. 1459, Sec. 169, See also:

Sec. 170. “Any educational society or organization, by a two-thirds vote
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10. Voluntary dissolution and liquidation

When a company is dissolved it ceases to exist as a separate
juridical entity.#585¢ This may occur for one of the following
reasons:

1) by expiration of the term of existence of the company.

Pursuant to Sec. 6, par. 4 of the Corporation Law, normally,
the life of a company cannot exceed fifty years, and this term cannot

of its membership had at a regular or at a special meeting called for the
purpose, or by the written consent of two-thirds, of its members without a
meeting, and any existing: educaticmal corporation or body claiming to be such
may, by an unanimous vote of its trustees present at a regular or special
meeting called for the purpose or by the written consent of such trustees with-
out a meeting, convey a’'l or any part of its property, rights, and franchise to
a corporstion organized for educational purposes in conformity with this Act.
Any corporation organized for educational purposes in accordance with this
Act shall have the right by and with the consent of a majority of its member-
ship to purchase, hold, mortgage, or sell real estate for educational purposes.”
of A&t‘ ¥§ 1459,

here gre no provisions in the Philippine Corporation Law dealing speci-
fieally with merger and consolidation, although Secrg 6, 17%, 18, %%ngmge%Z
may be applied to these procedures. The Supreme Court has reconsidered the
words “or otherwise digposed of” in Sec. 28% of the Corporation Law, Philip-
pine Annotated Lawd Title 25 Sec. 30 (authorising a company to sell, ex-
cha.ng:e_:, lease, “or otherwise dispoge of” all its property upon such terms and
conditions as the directors may deem expedient, when authorized by two-thirds
vote of the shareholders), in the case Reyes v. Blouse, No. 1-4420, May 19, 1952.
The Court held that such words “are very broad, and in a sense cover a merger
or consolidation,” 2 Phil. Dig. Sec. 46, 177, In the same opinion the Court
also said that: “A merger (which necessarily implies termination or cessation
of the merged corporations and does not occur when the clear intemtion is to
preserve the separate entities and merely consolidate properties and assets for
management by a new corporation) or consolidation is governcd as to the manner
of effectuation, by Secs. 17%, 18, and 28% of the Corpsration Law, Philippine
Annotated Laws Title 25 Secs. 18 and 19, which do not require express legis-
lative authority or unamimous consent of all stockholders,” 2 Phil. Dig. Sec. 46,
177. “Merger or consolidation of two land transportation companies ig not
prohibited by Act No. 2772, Philippine Annotated Laws Title 656 Secs. 22 et seq.,
ag that Act applies anly to railroad companies mnd other carriers by land or
water, and must, in any event, be considered as obsolete with respect to land
transportation companies in the light of the later provisions of the Public
Service Law,” 2 Phil.Dig. Sec. 46, 177. “Sec. 20(g) of Commonwealth Act
No. 146, as amended, Philippine Annotated Laws Title 61 Sec. 20(g), in pro-
hibiting merger or consolidation of public service operations except with the
consent of the commission, by implicaticn sanctions, mergers arnd consolidations
subject to the commission approval, and to this extent, may be considered con-
trolling with respect to land transportation corporations whether cxr not Sec, 28%
of Corporation Law, Philippine Annotated Laws Title 25 Sec. 30, is broad
enough to cover merger and ccnsolidation of other types of corporations,” 2
Phil. Dig. Sec. 46, 177-178.

356 For an American case dealing with preferred stockholders’ rights, upon
liquidation or dissolution, {0 dividends, see: Raymond M. Hay, et al., as Liquidat-
ing Trustees of Big Bend Land Co.-v. Edward T. Hay, Individually and as
Admr., ete., of Fayette H. Imhcff, Deceased, 38 Wash. 2d 513, 230 P. 2d 791
25 AL.R. 2d 776; see aso: A.L.R. Digests, Corporations Sec. 829.5.

356 For an American case dealing with shareholders’ rights to patent, copy-
right, or trademark owned by corpcration on dissolution thereof, see: Leonard
Milgram v, Jiffy Equipment Company, et al., 362 Mo. 1194, 247 S.W. 2d 668,
30 A.L.R. 2d 925; see also: A.L.R. Digests, Corporations Sec. 329.5.
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be extended by amendment of the articles of incorporation beyond
the time limit fixed in the original articles.?

2) by enactment of legislation to that effect,

The law has expressly made such reserve by laying down the
principle that the Corporation Law or any part thereof may be
amended or repealed at any time by the legislative authority, and
any or all companies created by virtue of the Law may be dissolved
by legislative enactment. The Law provides furthermore that no
right or remedy in favour of or accrued against any company, its
shareholders or officers, can be removed or impaired either by the
subsequent dissolution of said company or by any subsequent amend-
ment or repeal of the Law or -of any part or portion thereof.3s8

The same power has been entrusted with the Congress by the
Constitution of the Philippines: “No franchise or right shall be
granted to any individual, firm, or corporation, except under the
condition that it shall be subject to amendment, alteration, or repeal
by-the Congress when the public interest so requires.”” 39

3) by a decision of the judiciary whlch deprives the company
of corporate franchise.

The violation of any of the provisions of the Law and its amend-
ments not otherwise penalised therein, upon such violation being

proved, ;subjects the company to dissolution by quo warranto pro-
ceedings.360

A similar action may be instituted in all cases provided for by
Sec. 2 of Rule 68 of the Rules of Court, namely (1) when the com-
pany has offended against a provision of an Act for its creation or
renewal, (2) when it has forfeited its privileges and franchises by
non-user, (3) when it has committed or omitted an act which amounts
to a surrender of its corporate rights, privileges or franchises, and
(4) when it has misused a right, privilege, or franchise conferred
upon it by law, or when it has exercised a right, privilege, or fran-
chise in contravention of law.

4) by voluntary dissolution or consequent to voluntary surrender
of corporate franchise.

357 Act No. 1459, Sec. 18, ag amended by Acts No. 3518 and 3610, by Com-
monwealth Act No. 287 and by Republic Aot No. 387, known as The General
Banking Act, as amended. [Ed’s Note: R.A. No, 8531, apmo'ved June 20, 1968,
provides, mter alia, that should the amendment of the articles of incorporation
comsist in extending the corporate life, the extemsion shall not exceed fifty years
in any one instance].

358 Act No. 1459, Sec. 76.

359 Art. XIV, Sec 8, last part, Constitution of the Philippines (1935), as
amended,

360 Sec. 190-1/7 of the Act No. 1459, as amended by Act No, 3518, and Sec. 9
of Act No. 3610.
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A company can be dissolved by resolution passed by the share-
holders even before the expiration of the term of existence of the
company.’®! Voluntary extra-judicial dissolution is possible when
the company has no debts and would not, by dissolving, affect the
position of those persons holding a claim against it.2

In case the dissolution of a company does not affect the rights
of any creditor having a claim against such company, then such dis~
solution may be effected by a resolution duly adopted by the affirma-
tive vote of two-thirds of the shareholders owning at least two-thirds
of company’s capital outstanding at a meeting to be held on the call
of the directors after publishing motice of the time¢, place and ob-
ject of the meeting for six consecutive weeks in some newspaper
published in the place where the said company is located (and if no
newspaper is published in the place, then in some newspaper of gen-
eral circulation in the Philippines), and after sending such notice to
each shareholder of record by registered mail at least thirty days prior
to said meeting. A copy of the resolution authorising the dissolution
must be certified by a majority of the Board of Directors and counter-
signed by the Securities and Exchange Commission. The Securities
and Exchange Commissioner must thereupon record the fact of such
dissolution and collect for such service the sum of twenty-five pesos,
Philippine currency.*® If, on the contrary, a company is in a posi-
tion of indebtedness, it may be dissolved only through judicial pro-
ceedings.

. 81 See: Daguhoy Enterprises, Inc. v. Ponce, 50 Official Gazette 52
L-65_.15, October 18, 1954: “A mere resolution b;: he stockholders t:rsd?:e'e‘.lil?é
to d}ssolve a corporation does not effect dissolution. Scme other step, adminis-
trative or judicial, is necessary.” 2 Phil. Dig. Sec. 47, 179. ’
. 32For a recent decision dealing with the right of creditors to follow the
assets of a dissolved corporation, see: Platon, Annual Survey of 1962 Supreme
Court. Decision, Commercial Law, 38 Phil. L.J. 126 at 128 (1963) : “The Cor-
poration Law does not provide for it, but it is law nonetheless, that a corpora-
tion may not evade its liability to its creditors by the simple expedient of
effectmg its dissolttion and distributing its assets to the stockholders., In Tan
Tong Bio v. Commissioner of Internal Revenue, G.R, No. L-15778, Apri! 25,
1962, where the Commissicner, who sought to slap at the defendamt corporation
its tax liability, found that the corporation had been earlier dissolved and its
assets distributed to the stockholders, The Commissioner brought action against
the stockholders to recaver said assets for the satisfaction of the corporation’s
tax linbility, and the Court sustained him, holding that the creditor of a dis-
solved corporation may follow its assets once they have passed into the hands
of the stockholders. The dissolution of a corporation, the Court said, does not
extinguish the debts due or owing to it since a creditor may follow its assets
@8 in the nature of a trust fund into the hands of the stockhdlders. “The hands
of the government camnot, of course, collect taxes from a defunct corporation
but it does not lose thereby any of its rights to assess taxes which had been
due from the corporation amd to collect them from persons who by reason of
;rat.‘nsactit'x'ns with the corporation, hold property against which the tax can be

orced.

863 Sec. 62 of Act No. 1459, ag superseded and modified by Sec. 1 of Rule
104 of the Rules of Court.
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The Court of First Instance of the province where the head
office of a company is situated may dissolve it upon the filing of a
petition therefor by a majority of its board of directors or other
officers having the management of its affairs, verified by its presi-
dent or secretary or one of its directors, and setting forth all claims
and demands against it, and that at a meeting of its shareholders
called for that purpose its dissolution was resolved upon by a major-
ity of the members, or, if it is a stock company, by the affirmative
vote of the shareholders holding or representing two-thirds of all
shares issued or subscribed.s84

If the petition is sufficient in form and substance, the Court,
by an order reciting the purpose of the petition, sets a date on or
before which objections thereto may be filed by any person, which
date cannot be less than thirty nor more than sixty days after the
entry of the order. Before such date a copy of the order must be
published at least once a week for four successive weeks in some
newspaper of general circulation published in the municipality or
city where the head office of the company is situated, or if there be
no such newspaper, then in some newspaper of general circulation
in the Philippines, and a similar copy must be posted for four weeks
in three public places in such municipality or city.%es

Tlpon five days notice given after the date on which the right
to file objections as fixed in the order expired, the court must proceed
to hear the petition and try any issues made by objection filed: and
if no such objection is sufficient, and the material allegations of the
petition are true, it must render judgment dissolving the company
and directing such disposition of its assets as justice requires, and
may appoint a receiver to collect such assets and pay the debts of
the company.3sé

The petition, orders, proof of publication and posting, objections
filed, declaration of dissolution, and any evidence taken, constitute
the record in the case.367

5) by failure of a company to formally organise and commence

the transaction of its business or the construction of its works within
two years from the date of its incorporation.%6s

364 Soc. 1 of Rule 174 of the Rules of Court, superseding and modifying
Secs. 63 and 64 of Act No. 1459.

85 Sec. 2 of Rule 104 of the Ru'es of Court, superseding and modifying
Secs. 66 and 66 of the Act No. 1459. -

366 Sec. 3 of Rule 104 of the Ruleg of Court, superseding and modifying
Secs. 65 and 66 of the Act No. 1459.

367 Sec. 4 of Rule 104 of the Rules of Court, superseding and modifying
Sec. 67 of the Act No. 1459.

368 Sec. 19 of the Act No. 1459, as amended by Act No. 3849 and Common-
wealth Act No. 287.



504 PHILIPPINE LAW JOURNAL [VoL. 39

6) by an action for dissolution by minority shareholders.36?

As a general rule, minority shareholders cannot institute an
action to demand the dissolution of a company.?”® But such action
may be brought by the government through the Solicitor-General in a
quo warranto proceeding at the instance of one or more sharehold-
ers.’ In exceptional cases the intervention of the state may not be
possible, or—even if possible—the state may prefer not to intervene.
In these cases, then, a shareholder or a minority of shareholders are
entitled to maintain an action in equity for the dissolution of the
company.’?2

There are three methods of winding up a company:

1) by appointment of a receiver 378 for the purpose of collecting
the assets of the company and paying its debts.374.3%

2) by the directors of the company when the charter of the
company expires by its own limitation or is annulled by for-
feiture or otherwise, or when corporate existence is termi- -
nated in any other manner. The company may then con-
tinue as a body corporate for three years after the time when
it would have been so dissolved, for the purpose of prosecut-
ing and defending suits by or against it and of enabling it
gradually to settle and close its affairs, to dispose of and

_¥9For an American case dealing with dissolution of a company cm ground
of intracorporate deadlock or dissension, see: Petition of Collins-Doan Company,
Louis G. Morten, et al. v. Samuel B. Collins et al, 3 N.J. 382, 70 A. 2d 159,
13 A.L.R. 2d 1250; see also: A.L.R. Digedts, Corporations Secs. 330, 352.

. 370 See: Financing Corporation of the Philippines v. Teodoro et al., 49 Of-
ficial Gazette 4832, No. L-4900, August 31, 1953: “The general rule is that
minority stockholders of a corporation cannot demand its dissolution by private
suit instituted for that purpose.” 2 Phil. Dig. Sec. 47, 178. See also: Hall
v. Piccio, 47 Official Gazette No. 12 Supp. 220, No, L-2598, June 29, 1950:
“When a certificate of incorporation has never been obtained, a so-called ccr-
poration may be dissolved by private suit between the stockholders without the
intervention of the state.” 2 Phil. Dig. Sec. 47, 178.

371 See: Financing Corporaticn of the Philippines v. Teodoro et al., 49 Of-
ficial Gazette 4832, No. L-4900, August 31, 1953: “Where minority stockholders
of a corporation desire its dissolution, the action should ordinarily be brought
by the Government through its legal officer in a quo wearramto case, at their
instance and; request; but if, for one reason or another, thz State is not inter-
ested in the matters in controversy, the minority stockholders may procecd by
private action, and whether to grant the prayer of the complaint depends upon
the facts and circumstances presented.” 2 Phil. Dig. Sec. 47, 178-179.

372 See: Financing Corporation of the Philippines v. Tecdoro, et al., 49 Of-
ficial Gazette 4832, No. L-4900, August 31, 1953.

373 For an American case dealing with judicial re'ief other than by disso-
lution or receivership in cases of intracorporate deadleck, sce: Sam Kay v.
Key West Development Company, et al. (Fla) 72 So. 2d 786, 47 A.L.R. 2d 361;
see also: A.L.R. Digests, Corporations Secs. 4, 224, 232, 233.5, 237.

374 This is done in the forms provided for by Sec. 66 of the Act No. 1459
as modified by, Sec. 8 of Rule 104 of the Ruleg of Court.

376 A receiver is appointed only under special circumstances and only when
such circumstances warrant such appointment (See: China Banking Corpora-
tion v. Michelin & Cie., 58 Phil. 261).
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convey its property and to divide its capital stock, provided
however, that the company does not continue the business for
which it was established.’76377

3) by trustees to whom at any time during the three years as
provided for in Sec. 77 of the Corpcration Law the company
is authorised and empowered to convey all of its property for
the benefit of the members, shareholders, creditors, and others
interested. From and after any such conveyance by the
company of its property in frust for the benefit of its mem-
bers, shareholders, creditors, and others in interest, all in-
terest which the company had in the property terminates,
the legal interest vests in the trustees and the beneficial in-
terest in the members, shareholders, creditors, or other per-
sons in interest.’7 ‘

. %8 Thig is the case provided for by Sec. 77 of Act No. 1459. See: Na-
tion Airports Corporation v. Teodoro, No. L-5122, April 30, 1952: “When the
National Airports Corporation was abolished by Executive Order No. 365 and
all its assets transferred to the Civil Aeronautics Administration, it ceased to
exist and could not be comsidered as continuing in existence for purposes of
liquidation and winding up under Sec. 77 of the Corporation Law, Philippine
Annotated Laws Title 25 Sec. 77.” 2 Phil. Dig. Sec. 48, 179. Sée also: Dagu-
hoy Enterprises, Inc. v. Ponce, 50 Official Gazett> 5267, No. L-6515, October
18, 1954: “Umder Sec. 77 of the Corporaticn Law, Philippine Annotated Laws
Title 25 Sec. 77, a corporation, even after discolution, continues in existence
as a judicial emtity for three years for purposes of winding up its affairs and
protecting its interests during liquidation.” 2 Phil. Dig. Sec. 48, 179. See a'so:
Cebu Port Labor Union v. Sta’s Marine Corporation, No. L-9350, May 20, 1957:
“It is clearly evident from Sec. 77 of the Corporation Law, Philippine Ammo-
tated Laws Title 25 Sec. 77 that the three-year period allowed for winding up

“the affairs of & corporation whose chanter has expired or been annulled or
whose corporate existence is otherwise terminated by no means sanctions the
continuance of regular business of the corporation for that period.” 2 Phil

Dig. Sec. 48, 179, and also: In an action to require a shipping corporation to
honor a stevedoring contract with respect to one of its vessels and to restrain
the corporation and a rival union from going ahead with the unloading of the
vessel, it appearing that defendant ccrporation was already dissoved at the
time the petition was filed and that the vessel in question had changed hands,
the dissolved corporation could not be compelled to respect the alleged agree-
ment, specially considering the fact that it could mot even be made a party to
the suit. (Corporation Law Sec. 77, Philippine Annotated Laws, Tite 25 Sec.
77; Rule 3 Sec. 1.).” 2 Phil. Dig. Sec. 49, 179. For an American case dealing
with the maintainability of criminal proceedings against a dissolved corpora-
tion, see: United States of America v. P. F. Collier & Son Corporation, 208
F. 2d 936, 40 A.L.R. Digests, Corporaticns Sec. 345.5.

377 After the lapse of the three-year period all claims for and against the
corporation become unenfoceable (See: Volnntary dissolution of Unicn Cor-
poration, Ltd., In re, General Register (of the Supreme Court) No. 43709, VI
LJ. 1137,

378 This is the methed provided fcr by Sec. 78 of Act No, 1459. For a
recent judicial interpretation of this section, see: Matic, Jr., Survey of 1961-
1962 Supreme Court Decisions in Commercial Law, 10 Far Eastern L. Rev. 1
at 3-5 (1962): “Under Rules 104 and 68 of the Rules of Court, upon the
voluntary or involuntary judicial diseolution of a corporatioin, the court may
appoint a receiver to take charge of its assets and dispose of them as the
law may permit and justice may require. .

It has been held in this connection that amy litigation filed by or against
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In the case of the voluntary liquidation of any bank or banking
institution incorporated under the laws of the Philippines or of any
branch in the Philippnes of a foreign bank or banking company,
written notice of such liquidation must be sent to the Monetary

the corporation instituted within the three-year period which however could not
be terminated, must necessarily prolong that period until the fina! termimation
of said litigation, as otherwise corporations in iiquidation would lose what should
justly beong to them or would be exempt from the payment of just obligations
through a mere technicality, something that courts should prevent (Pasav Cre-
dit & Financing Corp. v. Lazaro, et al, (C.A.) 46 Official Gazette 5528). It
has also been ruled that when the liquidation of the essets of the corporation
is placed in the hands of a receiver or assignee, the pericd of three years pre-
scribed by Sec. 77 is not appricable and the receiver may institute all actions
leading to the liquidation of the assets of the corpcration and claims against
the corporation can be presented and allowed, even after the expiration of
three years if not otherwise barred by the statute of limitations (Sumera v.
Valencia, 39 Official Gazette 1477, May 24, 1941). If a receiver is appointed,
the corporation cemses to exist as a corporate entity and is substituted for
purposes of liquidation by the receiver; receivership, unless otherwise limitzd
in its duration by the court, can exist indefinitely until the affairs of the cor-
poration shall have been completely settled and liquidated (Voluntary Dissolu-
tion of Union Guaranty Co., In re, 37 Official Gazette 545, March 2, 1939).

In the case of National Abaca and Other Fibers Corporation v, Apolonia
Pare, L-16779, August 16, 1961, paintiff filed a complaint against a defendant
on November 14, 1953. Defendani moved to dismiss upon the grcund that
plaintiff- -has no legal capacity to sue, it having been abolished by Executive
Order dated November 24, 1950. It appeared, however, that the President of
the Philippines had created a Board of Liquidatorg to continue the management
of such matters of the corporation as may then be pending. The lower court
dismissed the complaint for failure of the plaintiff to comp'y with its onrder
to. amend the complaint by inéluding the Board of Liquidators as party plain-
tiff. On appeal, the Supreme Court ruled that the lower court had erred in
dismissing the complaint.

Even if, however, action against a corporation has prescribed by reason of
its legal death, “there iz good authority to the effect that the creditor of a
dissolved corporation may follow its assets once they passed into the hands
of the stockholders.,” “A creditor of a dissolved corporation may follow its
assets, as in the nature of a trust fund, into the hands of its stockho ders.”
MacWilliams v. Excelsior Coal Co. (1924) 298 Fed. 384. And with particular
reference to the effect of dissolution upon taxes due frocm a corporation “that
the hands of the government cannot, of course, collect taxes from a defunct
corporation, it loses thereby none of its rights to assess taxes which had been
due from the corporation, and to colect them from persons, who by reason of
transactions with the corporation, hold property against which the tax can be
enforced and that the legal death of the corporation no more previmts such
action than would.the physical death of an individual prevent the government
from assessing taxes against him and collecting them from hig administrator,
who holds the property which the decedent had former.y possessed”, Wender
Bakeries Co. v. U.S. Ct. Cl. 6 F. Supp. 288 (1934). Although there is no
statutory provision in our jurisdiction authorizing the govermment to proceed
against the stockholders of a defunct corporation as transferees of the cor-
porate assets upon liquidation, bearing in mind that cur corporation law is
of American origin, the foregoing authorities have persuasive effect in consi-
dering similar cases in this jurisdiction. So it was ruled by our Supreme Court
in the case of Tan Tiong Bio, et al., v. Commissioner of Internai Revenue, L-
15778, April 23, 1962, wherein the petitioners argued without success that
they could not be held liable as officers or directors of a defunct corporation
for tax liability of the latter since the Commissioner instituted action on.y on
September 23, 1954 against officers and directors of the Central Syndicate, a
corpomtion, that was incorporated on August 15, 1946 with a life term of only
two years.’ '
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Board before such liquidation is undertaken, and the Monetary Board
has the right to intervene and take such steps as may be necessary
to protect the interest of the creditors.3™

Only upon dissolution and only from the surplus profits arising
from the sale of the company’s business after the payment of com-
pany’s debts are the shareholders entitled to proportional distribution
of the proceeds.380.381

11. Penalties and repealing provisions

Philippine Corporation Law provides for special and general
penalties. Sec. 15 of the Law provides that no company doing busi-
ness in the Philippines or receiving any grant, franchise, or conces-
sion from the government of the Philippines can use, employv. or
contract for the labour of persons claimed or alleged to be held in
involuntary servitude, and any company violating this provision is
liable to forfeit all charters, grants, franchises, and concessions for

879 Sec. 86 of Act No. 337, known as The General Banking Act, ag amended.

880 Sec. 16, last part of Act No. 1459,

881 For a recent case in which the Supreme Court of the Philippines held
that the liquidation of the assets of a defunct corporation may be cousidered
as a conveyance of property to shareholders, see: Platon, Annual Survey of
1962 Supreme Court Decisions, Commercial Law, 38 Phil. LJ. 126 at 130
(1963) : A corporation is a juridical perscn distinct from the members com-
posing it, Necessarily, properties registered in the name of the corporation
are owmed by it as an entity separate and distinct from its members. But
shares of stock, whi'e they constitute personal property, do not represent pro-
perty of the corporation for corporation hag property of its own consisting
chiefly of real estate (Nelson v. Owen, 113 Ala, 372, 21 So. 76; Morrow v.
Gould, 145 Towa 1, 123 N.W. 748). A share of stock only typifies an aliquot
part of the corporation’s property, or the right to share in its proceeds to
that extent when distributed according to law and equity (Hall and Faley v.
Alabama Terminal, 173 Ala. 398, 56 Co. 235); but its holder ig mot the owner
of any part of the capital of the corporation. (Bradley v. Bauder, 36 Ohio St.
28). Nor is the stockholder entitled to the possession of any definite portion
of its assets. (Gottfried v. Miller, 104 U.S. 521; Jones v. Davis, 35 Ohio St.
474). The stockholder is not a co-owner or tenant in common of the corporate
property. (Harton v. Hoston, 166 Ala, 317, 51 Co. 992).

On these bases, the Court, in the case of Stockholders of F. Guanzon and
Sons, Inc. v. Register of Deeds, G.R. No. L-18216, October 30, 1962, held that
the certificate of liquidation of the appesllant corporation was not merely a
distribution of the corporation assets but actually a conveyance or transfer of
property from the corporation to the stockholders, and, therefore, the corres-
ponding documentary stamps amounting to P940.45 and registration fees amount-
ing to P430.00, should have been paid ag prerequisite to the registration of the
certificate of liquidation.

The certificate of liquidation in question was executed by five stockholders
of the appe.lant corporation by virtue of a resolution of the stockholders dis-
solving the corporation. It proportionally distributed among the stockholders,
as liquidating dividends, the asvets of said corporation. The Register of Dzeds
of Manila, however, refused to register said certificale on the ground that
since the certificate of liquidation represented a transfer of assets from the
corporation to the stockholders, the registration fees should have been paid
and the documentary stamps affixed on the certificate. The appellants con-
tended that inasmuch as the certificate of liquidation was merely a distribu-
tion of the assets of the corporation which had ceased to exist, it did not have
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doing business in thg Philippines, and in additon to be deemed guilty
of an offence and punishable by a fine of twenty thousand pesos.382

Issue of “watered stock” is expressly forbidden by the Law:
“Any officer of any corporation consenting to the issuance of stock
or bonds in exchange for property valued in excess of its real fair
cash value, or who, having knowledge thereof, does not forthwith
express his disapproval in writing, shall be severally and jointly
liable to the corporation and its creditors for the difference between
the real present cash value of the property at the time of issuance
of the stock and the issue or par value of the same, as the case may
be." 383

~ Every company organised or registered under the Law must,
before the fifth day of January of each year, report to the Securities
and Exchange Commissioner any cessation or discontinuance of busi-
ness or change of address, if any, in such company. Any company
violating this provision is subject to a fine not less than one hundred
pesos nor more than one thousand pesos.?® A company may, unless
otherwise prescribed by the Law, provide penalties for the violation
of its by-laws, not exceeding in any case the sum of two hundred
pesos.58 .

Any officer, director, or agent of a company or any person trans-
acting business for any foreign company not having the license pre-
scribed by the Law 38 can be punished by imprisonment for not less
than six months nor more than two years or by a fine of not less

to contain an intricate statement of the properties involved, the documentary
stamps to be affixed thereon should only be P0.80 and no registration fees
should be required.

The Court held for the Register of Decds, stating that “the act of liquida-
tion made by the appellants of the corporation’s assets is mot and cannot be
considered a partition of community property, but rather a transfer or con-
veyance of the title of its assets to the individual stockholders, since the
purpose of the liquidation, as we'l as the distribution of the assets of the
corporation, is to transfer their title from the corporation to the stockholders
in proportion to their shareholdings,—and this is in effect the purpose which
they seek to obtain from the Register of Deods,—the transfer cannot be effected
without the corresporiding deed of conveyance from the corporation to
stockholders.” . i

. 382 8ec. 15 of Act No. 1459. As far as the prohibition of inveluntary servi-
tude, see algo: Art. III, Sec. 1, No. 13 of the Constitution of the Philippines
(1935) as amended: “No involuntary servitude in any form shall exist except
as a punishment for crime whereof the party shall have been duly convicted.”

888 Sec. 16, par. 2 of Act No. 1459, ag amended by Act No, 2792 and Act
No, 3518.

384 Sec. 19 of Act No. 1469, as amended by Act No. 3849 and Commonwealth
Act No. 287,

385 Sec. 21 of Act No. 1459.

886 Sec. 68 of Act No. 1459, as amended by Commonwealth Act No. 287 and
Secs. 14 and 89 of Republic Act No. 337.

887 Sec. 69 of Act No. 1459.
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than two hundred pesos nor more than one thousand pesos, or by
both such imprisonment and fine, in the discretion of the court.38?

In the case of a foreign bank or banking company, any officer,
director or agent of any such company who transacts business in the
Philippines without the said license is punishable by imprisonment
for not less than one year nor more than ten years and by a fine of
not less than one thousand pesos nor more than ten thousand pesos.’8s

Furthermore, the Law provides that the violation of any of its
provisions and its amendment, not otherwise penalised therein, be
punishable by a fine of not more than one thousand pesos and by
imprisonment for not more than five years in the discretion of the
court. If the violation is committed by a company, the same is, upon
such violation being proved, dissolved by quo warranto proceedings,
instituted by the Solicitor-General or by any provincial fiscal, by or- .
der of said Solicitor-General. This provision cannot be construed to
repeal the other causes for the dissolution of companies prescribed
by existing law, and the remedy provided for in this section is con-
sidered as additional to the remedies already existing.?®

No bank or banking institution can enter, directly or indirectly,
into any contract of guaranty or suretyship, or can guarantee the
interest or principal of any obligation of any person, co-partnership,
association, company or other entity. The provisions of this section,
however, do not apply to the borrowing of money by any such bank
or institution through the re-discounting of its receivables, or other-
wise, as may be permitted by law, nor to granting or guaranteeing
of acceptance credits in the ordinary course of its business. Nor do
these provisions apply to the certification of cheques or to transac-
tions involving the release of documents attached to items received
for collection, nor to any other transaction which may properly be
regarded as common usage and accepted banking practice.?®

No bank, banking institution, or building and loan association
"organised under the laws of the Philippines can open a branch or
branches without first having obtained the written approval of the
Bank Commissioner (now Central Bank) for the opening of such
branch or branches. The written approval is given unless there is
evidence to show that the establishment of the proposed branch or
branches is prejudicial to the interest of the publie, in which case
the reasons for refusing to give the approval must be stated in

388 Sec. 14 of Republic Act No. 837, known as The General Banking Act,

as amended. ]

389 Act No. 1459, Sec. 190-1/7, as amended by Act No. 3518, and Sec. 9 of
Act No. 3610.

390 Sec. 74 of Republic Act No. 337, known as The General Banking Act,
ag amended, superceding Sec. 190-2/7 of the Act No. 1459.
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writing. In case of the refusal of the Bank Commissioner (now
Central Bank) to give such approval, the parties applying therefor
may appeal to the Secretary of Finance (Monetary Board of the
Central Bank) as provided by the law.%91 322

No person, association or company not conducting the business
of a commercial banking company, trust company, savings and mort-
gage bank, or building loan association, as defined in the law,3®% can
advertise or hold itself out as being engaged in the business of such
bank, company or association, or use in connection with its business
title the word or words “bank,” “banking,” “banker,” “building and
loan association,” “trust corporation,” “trust company,” or words
of similar import, or solicit or receive deposits of money for de-
posit, disbursement, safe-keeping, or otherwise, or transact in any
manner the business of any such bank, company or association, with-
out having first complied with the provisions of the law 3 in so far
as it relates to commercial banking companies, trust companies, sav-
ings and mortgage banks, or building and loan associations, as the
case may be. The officers and directors of a company are jointly
and severally liable for any violation of the provisions of the law.
Any violation of these provisions is punishable by a fine of five hun-
dred pesos for each day during which such violation is continued
or repeated, and in default of the payment thereof, subsidiary im-
prisonment as prescribed by law.3% :

The Commission may revoke the registration of any security and
the license to sell a speculative security by entering an order to this
effect, with its findings in respect thereto, if upon examination into
the affairs of the issuer of such security, it appears that the issuer:

a) is insolvent;

b) has violated any of the provisions of the law 3% or any order
of the Commission of which the issuer has notice; or

c) has been or is engaged or is about to engage in fraudulent
transactions; or

d) is in any other way dishonest or has made any fraudulent re-
presentation in any prospectus or in any circular or other

391 See Sec. 190-6/7 of the Act No. 1459,
392 Act No. 1459, Sec. 190-3/7, as inserted by Act No. 3610, and by Secs.
88, 89 of Republic Act No. 337, known as The General Banking Act. as amended.

393 See: Republic Act No. 337, known as The General Banking Act, as
amended,

894 Ibid,

8% Sec. 6 of Republic Act No. 337, knewn as The General Banking Act,
approved on July 24, 1948, superseding Sec. 190-4/7 of the Act No. 1459.

396 See: Commonwealth Act No. 83 known as The Securities Act, approved
on October 26, 1936, as amended.
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literature that has been distributed concerning the issuer of
its securities; or
e) is of bad business repute; or
f) does not conduct its business in accordance with law; or
g) has its affairs in an unsound condition; or A
~ h) has his enterprise or business based upon unsound business
principles.

In making such examination, the Commission has access to and
may compel the production of all the books and papers of such is-
suer, and may administer oaths to, and examine the officers of such
issuer or any other person connected therewith as to its business
and affairs, and may also require a balance sheet exhibiting the
assets and liabilities of any such issuer or his income statement, or
both, to be certified to by a certified public accountant.

Whenever the Commission may deem it necessary, it may also
require such balance sheet or income statement, or both, to be made
more specific in such particulars as the Commission may point out
or to be brought down. to the latest practicable date.

Should any issuer refuse to permit an examination to be made
by the Commission, this constitutes proper ground for revoecation
of registration and license.

Should the Commission deem it necessary, it may enter an order
suspending the right to sell securities pending any investigation,
-provided that the order state the grounds for taking such action,
but such order of suspension, although binding upon the persons
notified thereof, must be deemed confidential, and ecan not be pub-
lished. Upon the entry of such order of suspension, no further sale
of such security can be made until further order of the Commission.

Natice of the entry of such order must be given by mail, or
personally, or by telephone, confirmed in writing, or by telegraph,
to the issuer and every dealer who has notified the Commission of
an intention to sell such security.

Before such order is made final, the issuer or dealer is entitled
to a hearing; and such order may be appealed to the Supreme Court
in the manner provided in the law.3®'

In case of the voluntary liquidation of any bank or banking
institution incorporated under the laws of the Philippines, or of
any branch in the Philippines of a foreign bank or banking company,
written notice of such liquidation must be sent to the Monetary Board

"897 Sec, 12 of Commonwealth Act No, 83 known as The Securities Act, ap-
rroved on October 26,.1936, as amended by Republic Act No. 635.
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before such liquidation is undertaken. The Monetary Board has
the right to intervene and take such steps as may be necessary to
protect the interests of the creditors.?9®

Any opinion, decision, ruling, or regulation made or issued by
the Superintendent of Banks may be appealed to the Monetary
Board, which has the power and authority to confirm, modify or re-
peal such opinion, decision, ruling, or regulation made or issued as
aforesaid ; but the action of the Monetary Board with respect thereto
is subject to judicial review.3®?

Unless otherwise provided by the General Banking Act, the
violation of any of the provisions of that Act is punishable by a fine
of not more than two thousand pesos or by imprisonment for not
more than two years or both. If the violation is committed by a
company, the same is, upon such violation being proved, dissolved
by quo warranto proceedings instituted by the Solicitor General. This
provision cannot be construed as repealing the other causes for the
dissolution of companies prescribed by existing law, and the remedy
provided for in this provision is considered as additional to the re-
medies already existing.4?

Finally, the Law contains repealing provisions whereby the Code
of Commerce, in so far as it relates to companies or sociedades ané-
nimas, and all other Acts or parts of Acts in conflict or inconsistent
with the Law, are repealed.s

Nothing in the Law can be deemed to repeal the existing law
relating to those classes of associations which are termed sociedades
colectivas, and sociedades de cuentas en participacién, as to which
associations the existing law is deemed to be still in force.

The existing corporations or sociedades aménimas, lawfully or-
ganised as such, which elected to continue their business as such
sociedades andnimas instead of reforming and reorganising under

398 Sec. 86 of Republic Act No. 337, known as The General Banking Act,
approved on July 24, 1948, superseding Sec. 190-5/7 of the Act No. 1469.

899 Sec. 71 of Republic Act No. 337, known as The General Banking Act,
approved on July 24, 1948, superseding Sec. 190-5/7 of the Act No. 1459,

400 Sec. 87 of Republic Act No. 337, known as The General Banking Act,
approved on July 24, 1948,
. 401'With the exception of Act No. 52, entitled “An Act providing for exam-
inations of banking institutions in the Philippines, and for reports by their
officers,” as amended, and Act No. 667, entitled “An Act prescribing the
method of spplying to governments of municipalities, except the City of Ma-
nila, and of provinces for franchises to construct and operate streets railway,
electric light' and power, amd telephone lines, the conditions upon which the
same may be granted, certain powers of the grantess of said franchises, and
of grantees of similar franchises under special Act of the Commission, and
for other purposes”, as amended.
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and by virtue of the provisions of the Law, have continued to be
governed by the laws that were in force prior to the passage of the
Law in relation to their organisation and method of transacting busi-
ness and to the rights of members thereof as between themselves,
but their relations to the public officials have been governed by the
provisions of the Corporation Law.402 .

402 Sec. 191 of the Act No. 1459.



