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The great object of the /aw is to encourage commerce.' 

-Judge Chambre 

INTRODUCTION, 

Corporations, the vehicles ot choice of modem-day capitalism, need capital 
to survive. Equity investments and debt conffltcts are the two basic sources 
by which a corporation is able to finance its operations, aside from 
operational or transactional income.2 Debt involves borrowing money to be 
paid with interest, if applicable, while equity involves raising money by 
selling interests of the company. Equity investment in a corporation_ is 
essentially stock ownership. A stock is an aliquot ownership of a corporat10n 
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2003] SHARESOF STOCK 

represented by shares that are a claim on the corporation's earnings and assets. 
When a company earns profits, its shareholders can benefit if the share price 
rises and if the corporation pays a dividend per share. Whe~ the company 
suffers a loss, its shareholders likewise absorb the same by a decrease in the 
value of the stocks owned. 

From the point of view of the corporation, the obvious advantage of 
equity over debt is the absence of carrying cost since the corporate enterprise 
is not bound to pay any return on the investment unless there are profits, 
and even then, the board of directors is generally granted business discretion 
to determine when to declare such return in the form of dividends.J For the 
investors on the other hand, stock ownership creates a right, however 
inchoate,4 on the earnings and assets of the corporation. That is why they 
invest only in those corporations they perceive to be a profitable or a 
potentially profitable enterprise. The registration of shares in a stockholder's 
name, the issuance of stock certificates, and the right to receive dividends 
which pertain to the said shares are all rights that flow from such ownership) 
This ownership is in tum evidenced by _certificates of stock. 

Shares of stock and certificates of stock are two distinct concepts. While 
the former is an intangible form of ownership, the latter is concrete evidence 
of that ownership. On one hand, although shares of stock represent aliquot 
parts of the corporation's capital, or the right to share in the proceeds when 
the remaining assets of the corporation are distributed according to law and 
equity, its holders do not own any part of the assets represented by the 
capital of the corporation; nor are the stockholders entitled to the possession 
of any definite portion of the corporation's assets or properties. 6 The 
corporation owns the capital and its assets as a separate juridical person. In 
Magsaysay-Labrador v. Court I![ Appeals,7 the Supreme Cour< characterized a 
stockholder's interest in corporate contracts, transactions and properties "[I]f 
it exists at all ... [a]s indirect, contingent, remote, conjectural, consequential 
and collateral." At the very least, their interest is purely inchoate or in sheer 
expectancy of a right in the management of the corporation and to share in 
its profits and in the properties and assets upon dissolution thereof, af;er 
payment of the corporate debts and obligations. 8 

On the other hand, a certificate of stock is a written acknowledgment by 
the corporation of the interest of a shareholder in the corporate property and 
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