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[. INTRODUCTION

A. Objectives of the Article

This Article discusses the nature and scope of the original and exclusive
jurisdiction of Regional Trial Courts (RTC), designated as Special Conrnereial
Courts, to hear and decide corporare cases falling under the coverage of Section
5 of Presidential Decree (P.D))) No. goz-A," vis-i-vis the residual quasi-

I.

Reorganization of the Securitics and Exchange Commission with Addidonal
Power and Placing the Said Agency Under the Administrative Supervision of
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judicial powers of the Securities and Exchange Commission (SEC) over
corporations, partnerships, and associations,? as well as the applicability of
case law that have interpreted and expanded the meaning and coverage of
Sections 3, 5, and 6 of P.D. No. goz-A.

In addition. this Article evaluates the applicability of the Administrative

aw doctrine of exfaustion of administrarive renedies anc ctrine of

Law doctrine of exhanstion of adminisirative reinedies and the doctrine of

privary jusisdicrion on corporate and securities cases, in relation to the exercise

by the SEC of its administrative and regulatory authorty over corporations,
partnerships, and associations.

This Article does not cover the practice relating to corporate
rehabilitation and insolvency proceedings under the Financial Rehabilication
and Insolvency Act (FRIA),? an area already covered in another work,4
except to the extent relating to jurisdictional conflicts that eccur in corporate
dissolutions and liquidations under FRIA and the Corporation Code s

Apart  from this  Introduction, and  the  Conclusions  and
R econunendations at the end, this Article is divided into chree inter-related
parts, namely:

(1) Part II on corporate practice betore the SEC., as the primary
adiministrative agency charged under its various charters to
supervise and control corporations, partnerships, and other
associations;

(z) Part III on the corporate jurisdiction of the RTC Special
Commercial Courts; and

(3) Part IV on the power of judicial review by the courts of
justice over the orders, rulings, resolutions, or decisions of
the SEC as the primary administrative agency granted
jurisdiction, supervision, and control over corporations,
partnerships, and  associations  registered  under the

the Office of the President, Presidential Decree Noo go2-A as Amended, § 5
(1976).

2. Ad

3. An Act Providing for the Rehabilitation or Liquidation of Financially Distressed
Laterprises aud lodividuals [Financial Rehabilicatdon and [osolvency Act of
2o10]. Republic Act No. 10142 (2010).

4. CrsaR L. ViLLANUEVA & TERESA VILANUEVA-TIANSAY, PHILIPPINE
CORPORATE Law ch. 4 (2013 ed.).

5. The Corporation Code of the  Philippines, Batas  Pambansa Blz. 68
[CORPORATION CODE] (1980).
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Corporation Code, and the country’s securities systen as
regulated under the Securities Regulation Code.f

B. Sulienr Historical Background

In March 1976, P.[D. No. go2-A was issued by then President Ferdinand E.
Marcos in the exercise of his martial law powers to legislate, aimed at
reorganizing and restructuring the SEC “to make it a more potent,
responsive and effective anm of the government,”7 in the implementation of
the “government’s policy of encouraging investments ... and a more active
public participation in the affairs of private corporations and enterprises
through which desirable activities may be pursued for the promotion of
economic development,” by:

(1) Institutionalizing under Section 3, the SEC’s “ahsofute
Jurisdicrion,  supervision[,]  and  conrrol over ll corporarions,
partnerships[,] and associations, |which| are the grantees of
prmary franchises and/or a license or permit issued by the
governiment to operate in the Philippines;™

(2) Granting the SEC under Section 5, “origfnal and exclusive
furisdiction to Drear and decide cases fnvolping”1°

(a} Corporate Fraud Schemes — “Devices or schemes
employed by or any acts of the board of directors,
business associates, its officers[,] or partners, amounting
to fraud or misrepresentation which may be detdmental
to the interest of the public and/or of the stockholders,
partners, or members”;"!

(b} Intra-Corporate Disputes — “Controversies arising out
of intra-corporate or partnership relations| | between
and among  stockholders, members, or partiers(;]
between any or all of them and the corporation or
partership[;] and  between such  corporation  or
partership and the State insofar as it concerns their
franchise or right to exist as such entity[;]”"2 and

6. The Sccudties Regulation Code, Republic Act No. 8799 [SECURITIES
ReGuranion CODE] (2000).
P.D. No. go2-A, whereas ¢l 9 2.
Id. whereas ¢l 4| 1.

9. 4§ 3 (cphasis supplicd).

1o. fd. § 5 (emphasis supplicd;.

1. dd.

12. Id.
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{(cy Election Contests — “Controversies in the election or
appointment  of directors, trustees, officers[,] or
managers of corporations or partnerships.”'3

(3) Expanding the powers of the SEC under Section 6, “[i]n
order 1o effectively excrcise such furisdierion” ™ under Sections 3
and 3.

In December 1979, P, No. 1653 amended P.[D. No. goz-A to invest
the SEC with additional powers under Section 6 “to issue writs of
attachments, appoint receivers, and create nuanagenment conunittees to
undertake management of the corporations under its jurisdiction.”'s

In January 1981, P.D. No. 17358 amended P.ID. No. goz-A to further
strengthen the SEC “not only to make it a more potent, responsive[,] and
effective amm of the government[,] buc |also] to enable it to play a more
effective rale in the socio-economic development of the country,”6 by:

(1} Re-affirming the “absolute judsdiction, supervision[,] and
control |of the SEC| over all corporations, partnerships, or
associations, who are the grantees of primary franchises
and/or a license or permit issued by the government to
opetate in che Philippines”™ found under Section 3;'7

(2) Expanding the original and exclusive jurisdiction of the SEC.
under Section 5 to include

petitions of corporations, partncrships],] and associations to by
declared in a stare of suspension of payments in cases where
they possess sufficient property o cover all dheic debes bue
foresee  the  impossibility of mecting  dhem  when  they
respeetively fall due or in cases where they have no sufficient
assets to cover their liabilitics; '8

(3) Further expanding the powers of the SEC under Section 6
on the appointnent of receivers, creation, and appointiment
of managenient conunittees with expansive powers, and on
the power to issue subpoena duces recam and  summion
witnesses to appear in any of its proceedings. ™9

13. P.D.go2-A 4 s.

14. Id. § 6 (cmphasis supplicd).
15. Ad. § 2 (cmphasis supplicd).
1. Id. whereas ol 9 4.

17. 4l § 2.

8. & § 3.

0. P.D. No. go2-A. § 4.
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In the decades that ensued since the initial promalgation of P.I3. No.
goz2-A, there evolved a robust body of jurisprudence which has dealt with
nearly all important issues and aspects of Philippine Corporate Law,
engendered by the appropdate arrangement that the SEC, through the
exercise of its regulatory. quasi-legislative, and quasi-judicial powers under
P.D. No. go2-A, constituted a specialized eoibunal resolving various
corporate issues and problems that confronted Philippine society. This stream
of administrative orders, opinions, rulings, and decisions filtered through the
judicial appellate process and culminated as precedents in the decisions of the
Supreme Court of the Philippines.

Unfortunately, as a direct fallout from the Best World Resources stock
scandal that rocked cthe Philippine capital market in the second half of
1999,% Congress passed into law in July 2000 a hurried version of Republic
Act (RCAY Noo 8799, known as the Securities Regulation Code (SRC),
which empowered and sought to ensure that the SEC concentrated on its
primary role as a markee regulator. A step taken towards the realization of
such an objective was to transfer out, by virtue of Subsection 5.2 of the
SRC, the quasi-judicial powers of the SEC over corporate cases under
Section 5 of P.D. No. goz2-A to the RTC Special Conmercial Courts, thus

5.2. The Conunission’s juvisdicrion over ofl cases cmnerared wnder Seetion 5 of
Presidenrianl Ixeerec No. goz-A je hereby wensforred 10 the Conrts of generadd
jurisdiction or the appropriare Regional “Trial Conrnts: Provided, that the Supreme
Court in the excroise of its authority may designate the Regional Trdal
Court branches chat shall exercise jurisdiction over these cases,?!

The cranster was based on the arguable belief that such cases have

diverted SEC’s efforts and resources from its main role as a market
regulator.??

[n November 2000, the Supreme Court promulgated Adminiscrative
Matter (AM.) No. 00-11-03-SC2? designating particalar RTC branches

20. See Flashback: The BW Contoversy, available ar hop:///www inancemanila,
adviin.com/ 2008/07/ Hashback-the-bw-controversy (last accessed Feb. 13, 2010).

21. SECURITIES REGULATION CODE, § 5.2 (2000) (cimphasis supplicd).

22. The late Scoator Raul 8. Roco, who was the main proponent of the SRC, was
quoted as saying — “[Tlhe Comimission, as a govenunent regulacory body that
menitors the capital markees, will lose irs power o hear and decide on corporate
disputes under the proposed Sceuritics Act of 2000.” Carmina B, Reyes, New
Lo to Seeip SEC of Power 1o Serrle Comporate Dispuies, PHIL. DAILY ING., July 14,
2000, at B2.

[
LN

Supreme Court, Resolution Designating Certain Branches of Regional Trial
Courts to Try and Decide Cases Fornerly Cogizable by the Sceuritics and
Exchange Commission Ev Bawe, Administrative Matter No. 00-11-03-5C
[A.M. No. oo-11-03-5C] (Nov. 21, 2000).
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across the Philippines as “Special Commercial Courts” to “try and decide
SEC cases enunierated in Section s of P.I). No. goz2-A ... arising within their
respective  territorial jurisdictions.”*t Subsequently, it promulgated che
Interim Rules of Procedure on Corporate Rehabilitation,s and the Intedm
Rules of Procedure for Intra-Corporate Controversies,** providing for the
procedures to be applied by RTC Special Commercial Courts in resolving

corporate cases falling under Section 5 of P.ID. No. go2-A37

Then, in September 2001, it issued A.M. No. 00-8-10-SC to clarify
matters on the legal fees to be collected ?? the appellate process allowed
and the applicable pedod of appeal®® in corporate cases fonnerly cognizable
by the SEC but now falling within the original and exclusive jurisdiction of
RTC Special Commercial Courts,3' by providing fifer alia the following;

(1) Cases covered by the Interim Rules of Procedure on Intra-
Corporate Controversies should be considered as ordinary
civil actions, since such cases either seek the recovery of
damages/property or specific perfonnance of an act against a
party for the violation or protection of a right:*? and

(2) Petitions for rehabilitation under the Interim Rules of
Procedure on  Corporate  Rehabilitation, should be
considered as special proceedings under Section 3 (¢} of
Rule 1 of the 1997 Rules of Court, since they seek to
establish the status of a party or a particular fact.3?

24. Al

25. INTERIM RRULES OF PROCEDURE ON CORPORATE REHABILITATION, A.M.
No. no-8-10-5C, Nov. 1, 2000.

26, INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
A.M. No. o1-2-04-5C, Mar. 13, 2001.

27. Sy Chim v. Sy Siy 11o & Sons, 480 SCRA 465, 403 (2006). This case affirmed
that the "Interim Rules of Procedure for Inta-Corporate Controversics | ]
which rook cffect on 1 April 2001, was promulgated by the Court pursuane to
its power (o promulgace cules concerning ‘pleading, practice[,] and procedure in
all courts ... under Sccdon s (), Article VI of the Constitution.™ fif.

28, Supreme Court, Re: Transfer of Cases from the Sccurides and  Exchange
Cominission to the Regional Trial Courts, Administrative Matter No, oo-8-10-
SC JA.M. No. 00-8-10-5C (z001)] (5S¢ 4, 2001).

243 i

30. 1.

1. dd.

32, 1.

33. 1.



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 659

In December 2008, the Rules of Procedure on Corporate
Rehabilitation®* was promulgated, thereby replacing the Interim Rules of
Procedure on Corporate Rehabilitation®s and leaving the termi “Interdm
Rules™ to apply exclusively to the Interim Rules of Procedure on Intra-
Corporate Controversies.

In the closing months of the administration under President Gloda
Macapagal-Arroyo, Congress passed into law the FRIA, effectively repealing
the vintage 1909 Insolvency Act,37 as well as Section 5 (d) of P.ID. No. goz-
A on petitions for corporate suspension of payments or corporate
rehabilitation  proceedings;®™ and  effectively rendering inoperative the
Supreme Court's Rules of Procedure for Corporate Rehabilitation.

In August 2013, the Supreme Court issued the Financial Rehabilication
Roules of Procedure pursuant to the power granted under the FRIA # At the
time of the writing of this work, the Supreme Court is still considering the
rules that would govern insolvency and dissolution proceedings under the
FRIA.

C. Particstiar Lsues Covered

In order to appreciate the discussions in the main body of this waork, three
important features of the SRC must be taken into consideration.

First, by its very language, Subsection 5.2 of the SRC does not create a
new “corporate cases’” jurisdiction with the regular courts, but merely
transfers such jursdiction from the administrative agency (i.e., the SEC) to
specially designated RTC branches 40 Consequently, since the statutory basis
for corporate cases has not changed, the rulings of the Supreme Court
interpreting Section 5 of P.ID. No. goz2-A during the period prior to the
enactent of the SRC (pre-SRC period) remain to have precedential value
as now applied to the RTC Special Commercial Courts.

4. RULES OF PROCEDURE ON CORPORATE REHABILITATION, A.M. No. 0o-8-
10-SC, Dec. 2, 2008.

315, INTERIM RULES OF PROCEDURE ON CORPORATE RREHABILITATICHN,

1. INTERIM RUULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES.

37. An Act Providing for the Suspension of Paymcnts, the Relict of [nsolvenrt
Debtors, the Protection of Creditors, and the Punishment of Fraudulent
Debtors [Insolvency Law], Act. No. 1936 (1909) & Financial Rehabilitation and
Insolvency Act of 2010, § 148.

38, Financial Rehabilication and lnsolvency Act of 2010, § 146

3. FINANCIAL REHABILITATION RULES OF PROCEDURE, A. M, No. 12-12-11-5C,
Aug, 27, 2013.

40. SECURITIES REGULATION CODE, § 5.2.
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Second, Section 63 of the SRC provides that all suits to recover damages
under the specified provisions of the SRC “shall be brought before the
Regional Trial Court, which shall have exclusive jurisdiction te hear and
decide such suits .. [and] authodzed to award damages in an amount not
exceeding triple the amount of the transaction plus actual damages.”4" The
same Section authorzes the RTCs to award exemplary damages “in cases of
bad faith, fraud, malevolence[,] or wantonness in the vielation of |the SRC]|
or the rules and regulations promulgated thereunder[,]”4 as well as
attorney's fees not exceeding 30% of the award#? Accordingly, securities
cases therefore constitute che fifth cype of cases that now clearly fall wichin
the original and exclusive jurisdiction of the RTC, alihouel not spectfically
flling withifn the exdusive jurisdiction of RTC Special Connnercial Courrs, and not
alwys covered by Secrion 5 of P.D. No. goz-A.

Third, Section 76 of the SRC, which embodies its repealing clause,
expressly repealed only “Sections 2,44 4[,]*F and 84 of Presidential Decree
002-A, as amended,”#7 thus leaving unaffected: (1) Section 3 of P.D). No.
002-A, which has been interpreted by a significant number of Supreme
Court decisions as providing the SEC for an all-encompassive jurisdiction
over corporations, partnership, and associations;# and (2) Section 6, which
complements the exercise of judsdiction over corporate cases under Section
5, a5 well as the exercise by the SEC of its regulatory powers under the
“absolute jursdiction, supervision[,] and control” language of Section 1,
both of P.D. No. go2-A %

41. I, % 03.
42. Hl.
43. i
44. Pertaining to the collegial organization of the SEC. P.D. No. go2-A, § 2.
45. Pertaining to cthe power of the SCEC to reorganize its staff and pessonncl
structores. fif. § 4.
46. Pertaining to the various depactments of the SEC, including that provision that
governs the exclusive power of the SEC, dwough it Prosccution and
Laforcement Deparunent, (o
investigate, on complaint or sory proprio, any act or omission of the
Board of Dircctors/ Trustees of corporations, or of partnerships, or of
other associations, or of their stockholders, officers or  partners,
including  any  fravdulene devices, schemes or representatons  in
violation of any law or rules and cegulations administered and enforced
by the [SEC.]

1§ .

47. SECURITIES REGULATION CODE, § 76.

48. Sec P.ID. No. goz2-A, § 3.

40, d. §§3, 5, & 6.
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Consequently, the following significant issues have adsen from the
languid formula provided by Subsection 5.2 of the SRC, namely:

{1y What legal viralicy remains of the SEC’s  “absolute
jurisdiction, supervision[,] and contrel over corporations”
embodied in Section 3 of P.ID. No. goz-A, vis-i-vis any
residual quasi-judicial powers that the SEC may have over
corporate 1ssues?

(2) What is the applicability of Section 6 of P.D. No. goz-A in
determining issues addsing in corporate cases within the
original and  exclusive jurisdiction of RTC Special
Commercial Cournts? Does the SEC continue to possess the
legal capacity to exercise any of such powers?

(3) What happens now with corporate cases that fall within cthe
SEC’s adjudicatory or quasi-judicial powers, but do nor fall
within the coverage of Section 5 of P.ID. No. goz2-A?

{4y What is the legal vitalicy of the application of the doctrines
of exfraustion of adwifuistrative remedies and priwary furisdiction
over the corporate cases falling under Section § of P.ID. No.
oo2-A, particularly in defining the relationship between the
SEC, in its exercise of purely adiministrative powers over
corporations, and the RTC Special Conmiercial Couarts
exercising original and exclusive junsdiction over corporate
cases falling under said Section 5?

The Authors proceed to answer each of the foregoing issues in the
discussions hereunder, outlining what may be considered as the “Corporate
Litigation Practice™ before the SEC and the RTC Special Commnercial
Courts,

II. CORPORATE PRACTICE BEFORE THE SECURITIES AND EXCHANGE
COMMISSION

A. The SEC Rewmains the Primsary Adwinistrarive Agency for Privare Corporations
and Registered Partnerships

Even as when the SRC took away from the SEC its quasi-judicial powers to
hear and decide corporate cases under Section 5 of P.DD. No. goz-A, it has
retained as part of SEC’s charter provisions its “absolute junsdiction,
supervision[,] and contral” powers over private corporations and registered
partnerships under Section 3 of P.ID. No. goz-A, which reads—

Scction 3. The Conpnission shall Iave absolure jurisdicion, supeevision],] and
cotttrol over &l corporations, partinerskips[)] or associarfons, ndie are e grantees of
vy franehises and for @ Beense or pernit fssued by the govennitet o operare in
the Phiilippines, and in the exercise of its authority, it shall have the power o



662 ATENLEO LAW JOURNAL [voL. 60:652

cnlist the aid and support of and to deputize any and all enforcement
agencies of the government, civil or militacy, as well as any private
institution, corporation, firm, association(,] or person.5©

In fact, Subsection 5.1 of the SRC. apart from confirming chat SEC
“shall have the powers and functions provided by ... P.D. No. go2-A,7S" re-
affimms SEC’s “absolute jurisdiction, supervision[,] and control over all
corporations ... [which| are grantees of primary franchises and/or a license or
pennit issued by the government to operate in the Philippines,”s? thus —

Section 3. Powers and Functions of the Conmumission.

5.1, The [SEC] shall act with wansparcoacy and shall fwve the powers amd

fumctions provided by this Code, [P.L2] No. goz-A, the Corporation Code, the

fvestinenrt Howses Ly, the Fioancing Company Aal)] and other existing fis,

Purswant therero the [SEC] shall Twve, among others, the following poivers and

funncrions:

(a} Hawe jurisdicion and sapendision over ol corporarions, parteerships[)] or
associarions who are the grimveees of prinsary franchises and Zor w license or peomir
fssued by the Goversirent;

(b} Formulate policies and recommendations on issucs concerning the
sccuritics market, advise Congress and other govenument agencics on
all aspeces of the sceurities macket[,] and proposce legisladon and
amcndments therero:

() Approve, rgjecr, suspend, revoke[,] or require  amendments  to
registration staceinents, and registration and licensing applications:

(d) Regulate, investigate[,] or supervise the activitics of persons to cusure
compliance;

(¢} Supervise, monitor, suspend[,] or take over the activitics of exchanges,
clearing agencics[,] and other [selt-regulatory organizations (SROs);

(fy  lmpose sanctions for the violation of laws and the rules, regulations[,]
and orders issued pursuant thereto;

{m Prepace, approve, amend[,] or cepeal rules, ceguladions[,] and orders[;]
and issuc opinions[, | provide guidance onf,] and supervise compliance
with such rules, regulations[,] and orders;

(h} Enlist the aid and support of and/or deputize any and all entorcement
agencics of the Govertunent, civil or militacy[,] as well as any privace
institution,  corporation, firm, association[,] or person in the
implementation of its powers and functions under chis Code;

so. Kl § 3 (cphasis supplicd).
$I. SECURITIES REGULATION CODE, § 5.1.
42, 1.
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{1} lssue crase and desist orders to prevent fraud or injury o the investing
public:

(3 Punish for contempt of the Commission, both dircet and indirect, in
accordance with the pertinent provisions of and penaltics prescribed by
the Rules of Court;

(k} Compel the officers of any registered corporation or association to call
nmicetings of stockholders or members thercof under its supervision;

Iy Issuc [subpocoa duces reca] and summon witnesses to appear in aay
proceedings of dhe Conunission and[,] in appropriate cases, order the
cxamination, searchf,] and scizore of all documents, papers, fles[, ]
records, ax cerurns, and books of accounts of any entity or person
under investigation as may be necessacy for the proper disposition of
the cases before it subject to the provisions of cxisting laws:

{1m

=

Suspend, or revoke, after proper notice and hearing|,] the franchise or
certificate of registration of corporations, partnerships[,] or associations,
upon any of the grounds provided by law; and

(n} Lxcrcise such other powers as may be provided by law[,] as well as
those which may be implied from, or which are necessary or incidencal
to the carrying out of, the express powers granted the Conimission to
achicve the olyjectives and purposes of these laws, 53

A reading of the above-enumerated powers of the SEC shows that they
are reiterations of most of the same powers that the SEC possesses under
Section 6 of P.D. No. go2-A.5¢ It may therefore be properlv concluded,
beyvond any credible refutation, that the SEC remains the primary
administrative agency vested with plenary regulatory powers over all
corporations, partnerships, and other associations thar have been registered
under the Corporation Code; that the only power or quasi-judicial
jurisdiction taken away from the SEC was its quasi-judicial power over
corporate cases under Section 5 of P.DD. No. goz2-A; and char all its regulatory
powers reinain within its powers post-SRC enactnient.

[t is quite surprising, therefore, that in the 2004 decision in Moraro .
Court of Appeals,ss which involved a petition to declare the nullicy of
stockholders’ and directors’ meetings that were held, the Supreme Court
ruled by way of obiter dictinr that pursuant to Subsection 5.2 of the SRC —

Among the powers and functions of the SEC which were mansfeered to the
RTC include the following: (a) jurisdiction and supervision over all
corporations, partnecships[,] or associations who ace the grancecs of prinary
franchises and/or a license or permic issuced by the Governmene: {1y the
approval, rejection, suspension, revocation[,] or requircinent for registration

53, A, (emphasis supplicd).
s4. P.D. No. go2-A, § 6.
$5. Morato v, Courr of Appeals, 436 SCRA 438 (2004).
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statements, and registration and licensing applications: (¢) the regulation,
investigation[,] or supervision of the actvities of persons to  cnsure
compliance: {d} the supervision, monitoring, suspension[,] or take over [of]
the activitics of exchanges, clearing agencies[,] and other SROs; (o) the
unposition of sanctions for the violation of laws and the rules, regulations[,]
and orders issued pursuant theretor () the issuance of cease-and-desist
orders to prevent fraud or injury to the investing public: {g} the compulsion
of the officers of auy registered corporation or association to call meetings
of stockholders or members thercotl under irs supervision: and. (I} the
cxercise of such other powers as nuay be provided by law as well as those
which may be implied from, or which are necessary or incidental to the
carrying out of, the express powers granted the Commission to achieve the
objectives and purposcs of these laws, 59

The Moraro enumeration of “transferred SEC. powers and functions”s?
does not find sapport either in the peculiar language of Section 5 of P.D.
002-A,% nor under the provisions of Subsections 5.1 and 5.2 of the
SR.C which emnmerates the regulatory powers which the SEC retains post-
SRC enactment. s For example, the following powers and functions —
which fall within the SEC’s regulatory functions; not within its quasi-judicial
functions, and which under the SRC constitute an integral part of SEC’s
powers and functions — do not fall within any of the corporate cases found
in Section 3, to Wit:

(1) Approval, rejection, suspension, revocation, or requirement
for regiscration statements, and registration and licensing
applications;®

(z) Regulation, investigation, or supervision of the activities of
persons to ensure compliance:;s!

(3) Supervision, monitoring, suspension, or take over of the
activities of exchanges, clearing agencies, and other SR (s,

(1) Imposition of sanctions for the violation of laws and the
rules, regulations, and orders issued pumsuant thereto.”

Undoubtedly, the SEC's function as an administrative agency

to

such other powers as may be provided by law as well as those

56
57
58
9.
0.
0OI.
fH2.

63.

Il at 4306,

id.

P.D. No. go2-A. § 5.

SECURITIES REGULATION CODE, §§ 5.1 & 5.2.
% 5.1 (o).

% 5.1 (d).

. % 5.1 (o).

S 5.1 (f).
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which may be implied from, or which are necessary or incidental to the
carrying out of, the express powers granted the |[SEC] to achieve the
objectives and purposes of these laws, "™ cannot be arrogated by the RTC
Special Commercial Courts, or even by courts of general jurisdiction, as
these courts are wholly without jurisdiction to exercise executive power to
enforce the laws.

Surpdsingly, the Morato obiter dicninn was reiterated in the 2007 decision
in Yujuico v. Quiambao,*s which involved an original petition filed with the
RTC Special Commiercial Court seeking the declaration of nullity of
directors” and stockholders’ meetings between two groups of feuding
stockholders, with an ancillary request for the RTC to issue an order for the
holding of a new stockholders’ meeting.® After reiterating the Moraro obiter
dictum, Yujuieo held that —

Cleady, the RTC has the power to hear and decide the intra-corporate
controversy of the pactics herein, Concomitant to said power is the
authority o issuc orders necessary or incidental o the carrving out of the
powers expressly granted to it Thus, the RTC may, in appropoate cases,
order the helding of a special mecting of stockholders or members of a
corporation invelving an intra-corporate dispute under irs supervision.®?

The confirmation under Subsection 5.1 of the SRC of the SEC's
resulatory powers is by itself a statutory testament to the ill-conceived
enunteration of “transferred SEC powers and functions to RTCs™ in the
Motato and Syjiico decisions. In fact, subsequently, in the 2008 decision in
Provident Litfernational Resources Corporation v, Venusd™ involving the issue of
whether the SEC stll has authorty to determine which of two certified
stock and wansfer books (STBs) was auwthentic and had  priordey in
application,™ the Supreme Court, after quoting Subsection 5.1. of the SRC,
held that —

From the above, it can be said thae the SECTs regulatory authority over
private corporations cocompasses a wide margin of arcas, touching nearly
all of a corporation’s concerns. This authority more vividly springs from the
face thar a corporation owces its existence to the concession of its corporate
frauchise from the [S]tate. Under its regulatory responsibilitics, the SEC
may pass upon applications for, or may suspend or revoke (after due notice
and hcaring), certificates of registration of corporations, pactnecships[,] and

64. I § 5.1 (n).

65, Yujuico v. Quiambao, s13 SCRA 243, 257 (2007).
66, Id. at 247-48.

67. fd.acz2s7.

68. Providenr liternational Resources Corporation v, Venus, s34 SCRA sq0
(2008).

6. fd.av s41-45.
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associations {vxcluding cooperatives, homeowners' associations. and labor
unions): compel legal and regulatory compliances, conduct inspections; and
inpose hnes or other penaltics for violations of the Revised Sceurities Act,
as well as inplementing rules and dicectives of the SEC, [ ] as may be
waccanted.

Considering that the SEC, afier due notice and hearing, has the regulatory
power to revoke the corporate franchise — from which a corporation owes
its legal cxistence — the SEC must likewise have the lesser power of
merely recalling and canceling a STB cthat was crroncously repistered. ™

Accordingly, the real challenge before legal scholars is to sort out which
of the SEC’s powers and functions under P.D. No. goz2-A, the Corporation
Code, and the SRC, are available as ancillary powers of the RTC Special
Commercial Courts in heardng and deciding on “corporate cases” under
Section 5 of P.ID. No. go2-A; and which powers reniain with the SEC as the
primary administrative agency exercising regulatory junsdiction, supervision,
and control over prvate corporations and registered partnerships and
associations.

B. The SEC’s Quasi-Legistative Powers

1. Statueory Bases of the SEC’s Quasi-Legislative Powers

The SEC's power of subordinate legislation is expressly granted under
Section 143 of the Corporation Code, thus —

Sccton 143, Rude-making power of the Seonritics and Exclange Connnission. —
The [SEC] shall have the power and authority to implemient the provisions
of this Code, and to promulgace cules and regulations ccasonably nccessary
to caable it o pecform its duties hercunder, particularly in the prevention
of fraud and abuscs on the part of the controlling stockholders. memlers,
dirccrors, wustees],] or otficers.7!

While under the SRC, affimiation of SEC's quasi-legislative powers can
be found in  the Subsection 5.1: “(b) Formulate policies and
recomniendations on issues concerning the securities market|:]”7* and “(g}
Prepare, approve, aniend[,] or repeal rules, regulations[,] and orders[;] and
issue opinions|, | provide guidance on[,] and supervise compliance with such
rules, regulations[,] and orders.” 7

As well as in Subsection 72.1 thereof, thus —

70. Il au 546-47.

71. CORPORALION CODE, § 143.

72, SECURITIES REGULATION CODE, § 5.1 (b}
73, Id. § 5.1 ().
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Scction 72, Rufes and Regulations; Effeceiviry. — 72.1. This Code shall be
scli-cxecutory. To cffect the provisions and purposes of this Code, the
[SEC] may issue, amend, and rescind such rules[, | regulations[,] and orders
necessary  or  appropriate, including  rules  and  repulations  defining
accounting, technical, and rade terms used in this Code, and prescribing
the form or forms in which information required in registration statements,
applications, and reports to the [SEC] shall be sct forth, For purposes of its
rules or regulations, cthe [SEC] may classify persons, sccuritics, and other
matters within its jurisdiction, prescribe different requirements for difterent
classes of persons, securitics. or matters, and by rule or order, conditonally
or unconditdonally cxempt any person, sceurity, or transaction, or class or
classes of persons, sccuritics or transactions, from any or all provisions of
this Code,

Failure on the pact of the [SEC] to issue rules and regulations shall not in
any manner affect the self-executory nacure of this Code74

2. Effect of the SEC’s Non-Issuance of Implementing Rules and Reguladons

Even without the “self-executory clause™ found in its Section 72, the
provisions of the SRC are effective and binding, and do not become
suspended by reason that cthe SEC has not issued implementing rules and
regulations. The ratonale for this legal docerine was explained in Securitics
and  Exchange  Commsssion v, Diterpost - Resowrces Corpovation (Interport
Resources),™ thus —

The weeessiry for vesting adwdnistrarive authorities avith power 1o ke rles and
regubarions is based o the dmpracticalilicy  of  huemakers”  providing generid
repitarions for vcavions wend varying details of managemenr. To rule that dhe
absence of implementing rules can cender inctfective an act of Congress,
such as the Revised Sceurites Act, would cmpower the adiministrative
bodics to defeac the legisladve will by delaying the implementing rules, 1o
assert thrat a it 78 Jess thinn o ke, becasse 1 7s made 1o depend ona fiture evenr or
det, A5t rob the Legislature of the power 1o aet wisely for e public weelfare ishencrer
o Litir Bs pagsed relaring ro o stave of affairs nor yer developed, or ro things farure and
impossible o fully Ruows, 1o is well established dhac administrative authorides
have the power o promulgate cules and regulations to implemcnr a given
statute and o cffectovare s policics, provided such rules and cegulations
conform to the terms and standards prescribed by the statoee as well as
purport o carey into cffecr as general policics. Nevertheless, it is
undisputable chac the rules and regulations cannot assere for themselves a
more extensive prerogative or deviate from the mandate of the statute.
Morcover, where  the  starute  contains  sufficient  standards  and  an

74. I § 72, para. 1.
75. Ad.

76. Sccuritics and Exchange Commission v, Interport Resources Corporation, $67
SCRA 354 (2008) [hercinatter fncrpor].
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utunistakable incene, as in de case of Scctions 30 and 36 of the Revised
Securitics Act, there should be no impediment to its implementation.”?

3. The SEC’s Power to Issue Opinions

Subsection 5.1 (&) of the SRC expressly empowers the SEC to “issue
opinions[, | provide guidance on[,] and supervise compliance with such
rules, regulations[,] and orders.”? In its landmark decision in Gambou v,
Teves,? the Supremie Court had the opportunity to evaluate the power of
the SEC under Subsection 5.1 (g} of the SRC, by connecting it with the
delegation authority under Subsection 4.6 thereof, thus —

4.6, The [SEC] may, for purposes of ctficiency, delegace any of its functions
to any department or office of the [SEC]. an individual Commissioner[,] or
staft member of the [SEC) exeepr (s reviens or appellate authority and its poteer
for aidopt, alres] aind supplewens auy rule or regularion.

The [SCLCT may ceview upon its own initatve[,] or upon the petition of
any interested parey[,] any action of any departncat or office, individual
Commissioner, or staft member of the [SEC].*

In Gamboa, where one of the issues to be resolved was the binding effect
of the opinions issued by the SEC's General Counsel applying the control
test for corporations engaged in nationalized actitivities, it was held in Justice
Antonio T. Carpio’s ponencia that —

[f]0ee opivtions Tssued by SEC legal officers do ot e the foree wind offecr of SEC
rafes aend reqularions because onldy e SEC en bane et adopr rades and regulations.
As cxpressly provided in Section 4.6 of e [SRC], the SCEC cannot
delegate o any of its individual Commissioner or staft the power to adopt
any rule or regulation. Fucther, wider Secrion 5.1 of the sare Code, it js the
SEC as a collegial body, and wor any of its legal officers, thar s compotiered fo (ssue
opiniivns and appiove wles aind reguditions.S!

Thus, the act of the individual Commissioners or legal officers of the SEC
in issuing opinions that have the cffeer of SEC rules or regulations is witr
pives. Under Scetions 4.6 and 5.1 (g} of the [SRCI, only the SEC en bane
can ‘issuc opinions’ that have the force and cffect of rules or regulations.
Scction 4.6 of the Code bars the SEC en bane from delegading to any
individual Commissioner or staft the power w adopr rules or regulations. i

77. dd. ac 379 (cmphasis supplicd).

78, SECURITIES REGULATION CODE, § 5.1 ().

70, Gamboa v, Teves, 652 SCRA 600 (2011} & Gamboa v, Teves, 682 SCRA 397
(2012).

80, SECURITIES REGULATION CODE, § 46 (emphasis supplicd).

B1. Gumtboa, 682 SCRA at 308 (2012} (viphasis supplicd).
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short, any opinien of fudividual Conumissioniers or SEC leal officers docs nor
constitute o vule or reondation of the SECH?

C. The SEC’s Repularory Powers

1. Though bereft of its Quasi-Judicial Powers under Section 3, the SEC
retains its Regulatory Powers under Sections 3 and 6 of P.D. No. goz2-A

Bath Sections 3 and 6 of P.ID. No. 902-A enumerate substantial powers of
the SEC, coverng the exercise of both its pure regulatorv® as well as
“regulatory adjudicative functions,” such as the power, amoeng otherns, to
issue injunctive orders and sitbpoenas duces tecinn, or to punish for contempe.*s
More importantly, after enumerating the SEC's powers, Section 6 provides
for a system of hearing and appeal from the orders, rulings, and decisions of
the SEC.*

During the pre-SRC period, many of the controversies which arose
from the SEC's exercise of both its regulatory adjudicative functions and its
quasi-judicial powers under Section 5 were actually resolved by resorting to
Section 3 and the provisions of Section 6 of P.I3. No. goz-A. For exaniple,
in proceedings on corporate rehabilitation, the automatic stay provision that
suspends all pending actions against the corporate debror uvpon the
appointment of the management committee, or rehabilitation receiver, was
found in Section 6 (¢} of P.ID. No. goz-A 7

With the enactment of the SRC, the relevant question asked was
whether the SEC sdll had the powers granted under Section 6 of P.D. No.
002-A, since no provision in the SRC deals with what would be the proper
application of the provisions therein. In fact, Subsection 5.1 of the SRC
expressly provides that the SEC “shall have the powers and functions
provided by ... P.D. No. go2-A. [and]| the Corporation Code,”® and
formally grants to the SEC also the broad and significant powers as those

82. M. at 419-20 (cophasis supplicd).

83. P.[D. No. go2-A, § 3.

84. M § 5.

85, Kl § o

86, Al

87. See generafly Philippine Comumnerical International Bauk v, Court of Appoals, 172
SCRA 430 (1989); Alemar's Sibal & Souns, Inc. v. Elbindas, 1836 SCRA 94
(1990); Ching v. Land Bank of the Philippines, z2o1 SCRA 190 (1901); Rizal
Commercial Banking Corp. v, Intermediate Appellate Court, 213 SCRA ¥30
(1902); Bank of Philippine Islands v, Court of Appeals, 220 SCRA 223 (19u4);
Barotac Sugar Mills, lnc. v. Court of Appeals, 275 SCRA 497 (1907); & Union
Bank of the Philippines v. Court of Appeals, 200 SCRA 198 (19u8).

88. SECURITIES REGULATION CODE, § 5.1.
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enumetated under Section 6 of P.DD. No. goz-A* In addition, a review of
the various enumerated powers of the SEC in Section 6 of P.ID. No. goz2-Av0
shows that, except for a few (such as the power to appoint a nlanagenient
committee or rehabilitation receiver in proceedings for corporate and
rehabilitacion), such powers are stll exercisable by the SEC since they are
consistent with its purely regulatory powers over corporations, partnerships,
and other associations.

The proposition that the regulatory powers of the SEC, under Section 6
of P.D. No. goz-A. remain unaffected with the transfer of Section 3
corporate cases to the RTC Special Commercial Courts was eventually
affirmed in the 2003 case of Fabia v. Court of Appeals,2" which covered the
issue of whether a cminal case for estafa, comunitted by a corporate officer
against a corporation and pending before the RTC, can independently and
simultanecusly proceed with a civil/intra-corporate case to be filed with the
RTC Special Commercial Courts.¥? The Supreme Court noted that

while [Section] 5 of P.D. No. go2-A was amended by [Section] 5.2 of [the
SR, there 15 no wepeal of [Scetion] 6 thercof declaring thae prosccution
under the Decree, or any Act, law, roles, and repulations enforced and
administered by the SEC shall be without prejudice o any lability for
violation of any provision of the Revised Pemal Code [(RPC)]V?

[t is noteworthy, however, that this Court’s observation in Fabio was
inaccurate because the quoted provision was actually Section 8 of P.D. No.
002-A — which was expressly repealed by Section 70 of the SR.C.

Nevertheless, from the reasoning in Fabiy, it may be concluded that
Section 6, and other provisions of P.D. No. vo2-A which have not been
abrogated by the SRC, remain valid and effective sources of power and
continue to be determinative of the proper exercise of the SEC's regulatory
adjudicadive functions and whatever residual quasi-judicial powers it
continues to possess outside of Section 5 of P.D. No, go2-A.,

2. The SEC No Longer Possesses the Powers under Section 6 of P.ID. No.
002-A which are Tied-Up with the Rules of Court

[t would be reasonable to conclude that with the transfer of comporate cases
under Section 5 of P.ID. No. go2-A to the ordginal and exclusive jurisdiction
of the RTC Special Commiercial Courts, the SEC has ceased to possess the

B, A

0o, Ad.

u1. Fabia v. Court of Appeals, 388 SCRA 574 (2003).
g2, I acv s70-77.

3. fd ac 584,
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following powers under Section 6 of P.ID. No. goz-A, which are intricately
tied-up with the Rules of Court, thus:

(a} To issue preliminary or penmancur injunctions, whether prohibitory or
nandatory, in all cases in which ic has jurisdiction, and in which cascs
the pertinent provisions of the Rules of Coure shall apply:

by To issuc writs of attaclunene in cases in which it has jurisdicton in
order o preserve the rights of parties[,] and in such cases pertinent
provisions of the Rules of Court shall apply:

() To appoint one or more reccivers of the property, real or pesonal,
which is the subject of the action pending before the Conunission in
accordance with the pertinent provisions of the Rules of Court[, and]
i such other cases whenever necessary in order o presceve the riglts
of the pactics-litigants and/or protect the interest of the investing
public and creditors: Prowided, Bowever, That the [SEC] may, in
appropriate cases, appoint a rchabilitation receiver of corporations,
partnerships[,] or other associations not supervised or regulaced by
other government agencics who shall have, in additon to the powers
of a regular recciver vnder the provisions of the Rules of Court, such
functions and powers as are provided for in the succeeding pacagraph
()] hereofs Provided, fucther, Thao the Conunission may appoint a
rchabilitation  receiver of  corporations,  partnesships[,] or  other
associations supervised or regulated by other government agencics,
such as banks and insurance companics, upon request of  the
government  agency  concerned;  Povided,  finally, That  upon
appointicit of & management committee, the rehabilitation recciver,
board or body, pursuant to this Decree, all actions for claims against
corporations, pactnerships, or associations under managemenc  or
reccivership pending before any court, wibuual, board[,] or body shall
be suspended accordingly: and

(d) To create and appoint 4 managemcnt conunittee, board[,] or body
upon petition or rery proprio. to undertake  the management of
corporations, partnerships[,] or other associations not supervised or
regulated by other government agencics i appropriate cases when
there 15 inuninent danger of dissipation, loss, wastage[,] or destruction
of asscts or other propertics[;] or paralyzation of business opcrations of
such corporations or catitics, which may be projudicial to the interese
of iminority stockholders, partics-litiganes[,] or the gencral public:
Provided, furdher, That the [SEC] may create or appoint a manageics
committee, board[,] or body to undectake the management of
corporations.  pactnerships[,] or  other  associations  supervised  or
regulared by other rovernment agencics, such as banks and insurance
companics, upon request of the government agency concerned,

The management committee or rehabilitadon receiver, board[,] or
body, shall have the power o take custody of, and control over, all the
existigr assets and property of such entirdes under management,
cvaluate the existing assets and liabilitics, camings[,] and operations of
such corporations, partnership[,] or other associations; to determine the
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best way to salvage and protect the interest of the investors and
creditors; to study, review[,] and evaluare the feasibility of continuing
operations[,] and restructore and rehabilitate such eatities if detcomined
to be feasible by the [SEC]. e shall report and be responsible to the
[SEC] untl dissolved by ocder of the [SEC); Provided, however, That the
[SEC] may, on the basis of the findings and recommendation of the
nanagement conumittee, or rehabilitation receiver, board[,] or body,
ot in its own fndings, determine thae the continuance in business of
such corporation or catity would not be feasible or profitable nor work
to the best interest of the stockholders, partics-litigants, creditors],] or
the gencral public, order the disselution of such corporation or citity
and its remaining assers liquidated  accordingly, The management
comuittee or rehabilitation cecciver, board[,] or body, may overrule or
revoke the actions of cthe previous management and board of dircctors
of the cntity or cutities under management notwithstanding  any
provisions of law, articles of incorporation[,] or by-laws to the
COntracy.

The management comumnittee, or rchabilitadon receiver, board[)] or
bedy, shall not be subject to any action, claim[,] or demand for, or in
connection with, any act done or omitted to be done by it in good
faith in exercise of its functions, or in connection with the exercise of
its power herein conferred V4

Such a conclusion necessarly flows from the configuration provided
under P.D. No. goz2-A, where the SEC's quasi-judicial powers on corporate
cases, under Section 3§, stand separate and apart from its regulatory
adjudicative powers found under Section 3 of the same P.D.; that in fact,
corporate cases under Section § would have been within the odginal and
exclusive judsdiction of RTCs were it not for the clear original legislative
intent in said Section 5 to place them instead within the orginal and
exclusive jurisdiction of the SEC.

Thus, in the same manner today, with the transfer of the original and
exclusive jurisdiction over corporate cases under Section 5 to the RTC
Special Conmunercial Courts, then Section 6 ancillary powers relating to the
Rules of Court have ceased to be within the SEC’s legal competence to
exercise since it has ceased to act as a “judicial wibunal™ governed by the
Rules of Court.

Nonetheless, the SEC’s power to cite for contenipt under Section 6
{e}.¥s although tied to the Rules of Court, has been re-affirmed to still be
within the SEC’s powers, under Subsection 5.1 (j) of the SRC, which grants
the SEC. the power to “|pJunish for contempt of the [SEC|, both direct and
indirect, in accordance with the pertinent provisions of and penalties

u4. P.ID. No. goz-A, § 6.
gs. L § 6 (o).
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prescribed by the Rules of Coure.” This affirs the retention by the SEC

of its regulatory adjudicatory powers outside of corporate cases under
Section 5 of P.ID. No. goz-A.

3. The SEC’s Power to Conduct Investigations

Prior to the enactment of the SRC, Section 5 (a) of P.D. No. goz2-A placed
within the exclusive and original jurisdiction of the SEC corporate cases
involving “|d]evices or schemes employed by or any acts of the board of
directors, business associates, its officers or partners, amounting to fraud and
misrepresentacion which may be detrimental to the interest of the public
and/or of cthe stockholders, partners, members of associations, or
organizations registered with the [SEC].”%7 In tum, Sections 6 and 8 of P.D.
No. 9o2-A provided for the power of the SEC, acting cthrough its
Prosecution and Enforcement Division (PED), to investigate corporate
offenses, thus —

Section 6.

The [PED] shall have, subject to the [SECT's conrrol and supervision, the
exclusive authority (o investigare, on complaint or sy proprfo, any act or
omission of the [bleard of [d]itcctors/[t]rustees of corporations, or of
partierships, or of other associations, or of their stockholders, officers or
partners, including any fraudulent devices, schemes or representations in
violation of any law or rules and regulatons administered and enfocced by
the [SEC]: to file and prosecute in accordance with law and cules and
regulations issued by the [SEC] and in appropriate cases, the corcesponding
criminal or civil case before the [SEC] or the proper court or body upon
piim facie finding of vielaton of any laws or rules and regulations
administered and enforced by the [SEC]: to perform such other powers and
funcrions as may be provided by law or duly delegaced o ic by the [SEC].

Proseeutions wuder this Deeree or any ac, G, mwdes])] and vegulations coforeed wind
adhusivristered by the [SLC] stall be withour prefudice ro any Tabilivy for violarion of
any prowision of the [RPC].

Section 8.

The proceeds and cffecr of crimes committed by any person or cntity in
violation of the laws and regulations administered and cnforced by the
[SEC] shall be forfeited, seized[,] and confiscated in favor of the State upon
order of the [SEC], after due notice and hcaring,¥?

06, SECURITIES REGULATION CODE, § 5.1 ().
a7. & § 5 (a).
8. Ll § 6 & s(emphasis supplicd).
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Mobiliu Producs, Ine. v, Umezara,9? interpreted Section § to the effect
that

the filing of the civil/intra-corporate case before che SEC dofes] not
preclude the simultancous and concomitane lling of a criminal action
before the regular courts: such that a fraudulent act may give dse to liabilicy
tor violation of the rules aud regulations of the SEC cognizable by dw SEC
itself, as well as criminal liabilicy for violation of the [RPC) cognizable by
the regular courts, both charges wo be filed and proceeded independently,

and may be simultancously with the other.'°

Section 8 of P.I}. No. go2-A has been expressly repealed by Section
76101 of the SRC, so that in Morare, the Supreme Court ruled chat “[t]hus,
under the new law, the PED ceased to exist,”'®? nonetheless, the
investigative proceedings of the SEC could continue on the ground that the
SEC had nor fost its prosecutoriud or eriminal fnvestigative powers'?t under the laws
thae it administers, pursuant to paragraphs (d} and (1) of Section § of the
SR.C, thus:

(d) Regulate, investigare[,] or supervise the activities of persons w cnsure
compliance;

() Issuc subpocnd duces fecan and sununon witnesses (oo appear i any
procecdings of che [SEC] and in appropriace cases, order the examdnation,
searchif,] and scizure of all documcars, papers, files and recoeds, ax reours,
and books of accounrs of any entity or person under investigation as may
be necessary for the proper disposition of the cases before it subject to the
provisions of cxisting laws[.]'%4

t9. Mobilia Products, Inc. v. Umczawa, 452 SCRA 737 (2005%).
100, fid. at 766,

101. SECURITIES REGULATION CODE, § 76, provides
Repedfing Clawse, — The Revised Scouritics Act ([B.P.] 178), as
amended, in its entireey, and Scctions 2, 4[,] and ¥ of [B.I13] go2-A, as
amcnded, are hereby repealed. All other laws, ordess, rules[,] and
regularions, or parts thercol, inconsistent with any provision of this
Code are hereby repealed or modificd accordingly.

did.

1oz, Moraro, 436 SCILA at 4358,

103. 4.

104. SECURITIES REGULATION CODE, § 5.
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In addition, the SEC’s power to investigate securities fraud cases, found
under Section 45 of the Revised Securities Act.'®s has been re-enacted in
Section 53 of the SRC, thus —

Scction $3. dnvestigarions, Injunctions],] and Prosecution of Offenses.

53.1. The [SEC] may, in its discretion, make such investigations as it decims
necessary to determine whether any pesson has violated or 1s abour to
violate any provision of [the SR any rule, regulaton],] or order
thereunder, or any rule of an Lxchange, registered securidcs association,
clearing agency, other [SROT, and may require or poomit any person o file
with it a statcmene in writing, under oath or otherwise, as the [SEC] shall
dereomine, as to all faces and ciccomstanees concerning the marer to be
investigawed, ... Provided, furthier, That all criminal complaints for violations
of this Code, and the implementing rules and regulations enforced or
administered by the Commission shall be referred w the Deparoment of
Justice [{DO] for preliminary investigation and prosccution before che
proper coutt: Provided, furtherore, That in instances where the law allows
independenr civil or coiminal procecdings of violations arising from the
sane act, the Conumission shall take appropriate action to umplement the
sanne, Provided, fimidly, That the investigation, prosceution, aud real of such
cases shall be given priocity, 0%

In her poneicia in Tinterport Resoirees,'?7 Justice Minita V. Chico-Nazario
confirmed that —

Scction 53 of the [SRC] cearly provides that crimimal complaing for
violatons of rules and repuladons enforced or administered by the SEC
shall be reterred o the [DOY] for preliminary investigadon, while the SEC
nevertheless veraing fidred Tovestigarory potiers, Additionally, the SEC may still
impose the appropriate administrative sancrions under Scction 4 of the
atorementioned law 19"

While the SEC  investigaton  serves the same  purpose and  entails
substantially similar dutics as the preliminary investgation conducted by the
D). this process cannot simply be disregarded. In Bawviera . Paglinaai,
this Court counciared hat a criminal complaine is first filed with the SEC,
which determines the existence of probable cause, before a preliminary
investigation can be conunenced by che DO, In the aforecited case, the
complaint filed dirccdy with the DOJ was dismissed on the ground thac it
should have been filed fist wich che SEC. Similady, the offense was a

105. The Revised Sceurdtics Ace [Revised Sceurdtics Act], Batas Pambansa Blg, 178,
% 43 (1982).

1o6. 1. § $3.1.

107. Inerporr, 567 SCRA 354

108. fid. at 407 (cmphasis supplicd).
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violation of the SRC, wherein the procedure for coiminal prosceution was
reproduced from Section 45 of the Revised Securitics Act.

Consequently, post-SRC cnactment, the prevailing rule is that a criminal
complaint for vielation of any law or rule administered by the SEC,
particularly the SRC, must first be filed with the SEC, which determines
the existence of probable cause. before a preliminary investigation can be
commenced by the [[XO]]. It s only when the SEC finds thac there is
probable cause, that the case is referred to the DO, under the following
doctrine enunciated in Imterport Resourees [ ], thus [—]

A criminal chacge for violation of the Sccuritics Regulation Code is a
specialized dispure, Hence, 1o must first be ceferced to an administrative
agency of special competence, i, the SEC, Under the doctrine of
primary jurisdiction, courts will not detenmine a controversy involving
a question within the jurisdiction of the administrative tribual, where
the question demands the exercise of sound administrative discretion
requiring  the  specialized  knowledge  and  expertise of  said
administrative tribunal o determine rechaical and intricate maceees of
face. "%

Dterport Resounrces also gave the Supreme Court the opportunity

Tt

discuss the difference between the SEC’s “investigative power™ as an aspect
of its regulatory powers, from its adjudicative or quasi-judicial powers, thus

s

‘Investigace,” conumonly understood, means to examinge, cxplore, inquire|, |
delve or probe into, rescarch on, [or] study. The dictionary definition of
Gavestigate’ is ‘to observe or study closcly: inquire into systematically[;] to
scarch or inguire intof;] o subject o an official probe[; or] to conduct an
official inquiry.” The purpose of an investigation, of course[,] is to discover,
o find out, to learn, [and] obtain information, Nowhere included or
intimaced is the noton of serding, deciding[,] or resolving a controversy
involved in che faces inquired into by application of the law o the facts
established by the inquiry,

The legal meaning of ‘investigate;” is essentally the same: ‘[ro] follow up
step by step by padent ingquiry or obscevation, To trace or track: o scarch
into; o cxamine and inquire intoe with care and accuracy: w find out by
carcful inquisition: cxamination; the tking of cvidence; a legal inquiry[.]
nvestigation” being in torn described as ‘(n administrative funcion, the
exercise of which ordinarily docs not require a hearing ... for the discovery
and collection of facts concerning a cortain matter or mateers.”

‘Adjudicate,” commonly or popularly understood, means o adjudy,
arbitrate, judge, decide, determine, resolve, rule on, Jor] scode. The
dictionary defines the wrn as ‘to scede finally (the righes and dutics of
partics to a court case) on the merits of issues raised([;] to pass judgment onf;
ot to] serde judicially[.] And adjudge’ means ‘to decide or rule upon as a

104,

Id.av 413 (citing Bavicra v, Paglinawan, s15 SCRA 170 (2007)).
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judge or with judicial or quasi-judicial powers: ... to award or grant
judicially in a case of controversy[.]

In a legal sense, ‘adjudicate’ means: ‘[to] scttde in the exercise of judicial
authority[;] to determine finally[: and it 15 synonyimous] with adisdpe n its
sericrest sense[.]” [lo rom] ‘adjudge’ means: ‘Teo] pass on judicially, to
decide, serde, or decree, of o sentence or condenn|, implying] a judicial

determination of a fact, and the catry of a judgment,”'°

4. The SEC’s Powers to Issue Subpoenas and Summon Witnesses, to Punish
for Contempt

Under Section 6 (h) of P.D. No. go2-A, the SEC had the power to issue
subpoenas and simmon witnesses to appear in any of its proceedings, thus —

(h) To issuc subpocna duees tecn and sunumon witnesses o appear in any
proceedings of the Conmumission and[,] in appropriate cases[,] order the
examination, scarch and scizore of all documents, papers, files and records,
tax rewuens, and book  of accounts of any cntity or person  under
investigation as may be necessary for the proper disposition of the cases
betore it notwithstanding the provisions of any law o the contrary, ™!

This power has been re-affinmed under Subsection 5.1 (1} of the SRC —

() Issuc subpocia duces fecain and sununon wirnesses (oo appear o any
proceedings of the Conunission and[,] in appropriate cascs, order the
examination, scarch and scizore of all documents, papers, files and records,
tax reworns, and books of accounts of any cntity or person under
investigation as may be necessary for the proper disposition of the cases
before it, subject to the provisions of existing laws[.]'"2

There should be no legal doubt that past-SRC enactinent, the SEC
continues to exercise the power to issue subpoena and summon witnesses to
appear before it, on proceedings which are in the exercise of its pure
regulatory powers or those in the exercise of its “regulatory adjudicative
functions,” or even when it exercises its quasi-judicial powers outside of
corporate cases under Section 5 of P.ID. No. goz-A.

It should also follow that the SEC may also punish for contempt
individuals who refuse to abide by its orders, pursvant to Section 6 (e) of
P.D. No. goz-A, as re-affinned under Subsection 5.1 (j) of the SRC.

5. The SEC’s Power to Compel the Calling of Stockholders” or Members’
Meetings

110. 4. at 399 (citing Carifio v. Commission on Human Righes, 204 SCRA 483,
495-96 (1991)).

111. P[>, No. goz2-A, § 6 ().

112 SECURITIES REGULATION CODE, § 5.1 (1).
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[t would have been reasonable to conclude thae che ancillary powers of the
SEC under Section 6 {f) of P.ID. No. goz-A “[t]o compel the officers of any
corporation or association registered by it to call meetings of stockholders or
niembers thereof under its supervision,”"'3 which is intdcarely connected
with resolutions of intra-corporate contraversies under Section § of P.D.
No. goz-A — especially in election contests — would no longer be
exercisable by the SEC as they would intrude with the exercise by RTC
Special Commiercial Courts of their original and exclusive jurisdiction over
corporate cases. Nonetheless, such power of the SEC has been confimied to
remain under Subsection 3.1 (k} of SRC, which grants the power to
“leJompel the officers of any registered corporation or association to call
meetings of stockholders or menibers thereof under its supervision.” !4

The re-affirmation of such power to compel the holding of meetings
would indicate chat such regulatory power is not within the judicial powers
of the RTC Special Commercial Courts to mpose in the resolution of
corporate cases under Section 5 of P.D). No. goz-A; or when necessary for
the resolution of the justiciable controversy falling with the onginal and
exclusive jurdsdiction of the RTC Special Commercial Courts, should be
treated in accordance with the doctrine of primary jurisdiction (i.e., the
doctrne of prior resort), with full respect to the regulatory powers of the
SEC on such matter.

6. The SEC’s Power to Pass Upon the Validity of the Issuance and Use of
Proxies and Voting Trusts Agreements

A good area to detemine the remaining quasi-judicial powers of the SEC
post-SR.C enactment, would be in the cases invelving proxy solicitation and
proxy validation covered by provisions of both the Corporation Code and
the SRC, as well as Section 5 (g} of P.ID. No. go2-A, which orginally
granted to the SEC the power “[tJo pass upon the validity of the issuance
and use of proxies and voting trust agreements for absent stockholders or
menibers. s

The zovy decision in Gowversnent Service Insurance System v, Conrr of
Appeals (GSIS),"¢ affords us the proper venue to resolve the issue of
whether the SEC retains proper jurisdiction to hear and decide upon
justiciable  issues  pertaining to the  wvalidity of proxies seolicited in

113.P.D. No. go2-A, § 6 (B,
IT4. SECURITIES REGULATION CODE, § 5.1 (k).
115.P.D. No. go2-A, § 5 (g).

116, Governmenr Scevice Insurance System v, Court of Appeals, 85 SCRA 679
(200y) [hercinateer GS18].
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contemplation  of che annual stockholders’ meeting of publicly-listed
conipanies.''?

In GSIS, a peticion was filed with the SEC by the Government Service
Insurance System (GSIS), a substantial stockholder of Manila Electric
Company {Meralco), seeking to restrain the acting corporate secretary from
“recognizing, counting[,] and tabulating, directly or indirectly, notionally or
actvally or in whatever way, fonn, manner[,] or means, or otherwise
honoring the shares covered by”"'¥ the proxies in favor of the Lopez group,
and to annul and declare invalid said proxies.'' The petition also prayed for
the issuance of a cease-and-desist order (CD3O) to restrain the use of said
proxies during the annual meeting scheduled for the following day.'2¢ In
spite of the issuance of the CDO by the SEC, the annual meeting pushed
through  with che acting corporate secretary announcing  during  cthe
proceedings that the CDO was null and void. " When the SEC issued
against the Lopez group a show-cavse-order for defving its order, the
respondents filed a petition with the Court of Appeals, which eventually
issued a resolution decladng null and void both SEC orders.™? In a petition
for certiorari filed with the Supreme Court, the miain issues decided were (1)
whether the SEC has jurisdiction over the petition filed by GSIS againse
prvate respondents; and (2) whether the CDO and SCO issued by the SEC
are valid, ™23

In his ponencia, Justice Dante . Tinga, on one hand, noted that the
SEC's jurisdiction over issues involving proxies has statutory basis under
Sections 20 and $3.1 of the SRC'%, thus —

Sccton. 20. Proxy Silicdianions.,

20.1. Proxics must be issued and proxy solicitation must be made in
accordance with rules and regulations to be issued by the [SEC]; 28

Scction. §3. fnvestigarions, Dijunciions[,] and Proseearion of Offcirses.,

53.1. The [SEC] may, in irs discretion, make such investigations as it decins
necessary o determine whether any person has violated or is about wo

117. 4. at 682-83.

118. L. at 6y,

119. kil

120. fid.

121. fil. at 6u1-y2.

122. G818, 585 SCIRA at 6u2-93.

123. 8. at 60y,

124. 4. ac 7o3.

125. 0d. {citing SECURITIES REGULALTION CODE, § 20).
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violate any provision of this Code, any mule, reeulurion],] or erder thevenider, or
any rule of an Lxchange, [RSOY, cearing agency, other seli-regulatory
organization, and may require or permit any person o fle with it a
stateinent in writing, vnder oath or otherwise, as the [SEC] shall determine,
as o all faces and dreumstances concerning the matter o be investgared.
The [SEC] may publish information concering any such violations, and o
investigate any fact, condition, practice or matter which it may deem
necessacy or proper to aid in dhe enforcement of the provisions of this
Code, in the prescebing of rules and repulations thercunder, or in securing
nformation to serve as a basis for reconunending further legislation

concerning the niaceers to which this Code relates;'2®

Justice Tinga also noted that —

[tThe GSIS petition invoked AIRR-SRC Rule 20, otherwise known as
The Proxy Rule, which enumerates the requicements as to form of proxy
and delivery of information to sccurity holders. According o Jthe] G815,
the information statcment [that] Meralco had filed with the SEC in
connection with the annual mecting did not contin any proxy form as
required under AIRR-SRE Rule 20.'%7

On the other hand, the powrente took into consideration Meralco’s
position that under Section 5.2 of the SRC, the SEC’s judsdiction over all
cases envnierated in Section § of P.D. No. go2-A was transferred to RTC
Special Commercial Courts, as well as the definition of “election contest”
under Section 2 of Rule 6 of the Interim Rules of Procedure on Intra-
Corporate Controversies'#" as referring to —

[Alny coutroversy or dispute involving tide or claim to any clective office
in a stock or nonstock corporation, the validation of proxics, the manner
and validity of clections and the qualifications of candidates, including the
proclamation of winners, to the office of dircctor, trustee[,] or other officer
dircetly elected by die stockholders in a close corporation|,] or by members
of a nonstock corporation where the articles of incorporadon or [by-laws]
so provide.'¥

Uleimacely, Justice Tinga distinguished between the process of “proxy
validation” from that of “proxy solicitadon™ to settle the jurisdictional
conflicts, explaining that

the distinction berween ‘proxy solicitation’ and ‘proxy validation’ cannot
be dismissed offhand. The right of a stockholder to vote by proxy is
generally established by the Corporation Code, but it 15 the SRC which
specifically regulates the form and use of proxics, more particularly the

126, 1. (citing SECURITIES REGULATION CODE, § 53) (cmphasis supplicd).

127. 4. ac 7oz,

128. (G818, 585 SCIRA at 7oz2-03.

129. INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 6, § 2.



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 681

procedure of proxy soliciration, primarily through Scction 2o, 42 AIRR-
SRC Rule 20 defines the teoms solicit and solicitation:

It is plain that proxy solicitation is a procedure that antecedes proxy
validation. The former involves the sccuring and subumission of proxies,
while the later concerns the validation of such sccured and submitted
proxics. GSIS raises the sensible point thae dhere was no clection vet at the
tme it filed its petition with the SEC, hence no proper clection contest or
controversy yot over which the regular courts may have jurisdiction. And
the poine tics its cause of action to alleged irrcgularitics in cthe proxy
solicitation procedure, a process that precedes cither the validation of
proxics ot the annual mccting iesclf. 3¢

Finally, Justice Tinga noted that —

the investgatory power of the SEC established by Section 3.1 Jof the
SRCY is cenrral to it repulatory authority, most crucial to the public
interest especially as it may pertain to corporations with publicly traded
shares, For that reason, we are not keen on pursuing privare cespondents’
insistence that e GSIS complaine be viewed as rooted in an intra-
corpotate controversy solely widhin the jurisdiction of the trial courts to
decide. Ir 7s possible thar an inerd-comporate confroversy atay aiitare o diserantfed
stareltolder ro complaine o the SEC o corporarion’s violations of SEC rales and
repatarions, bur thar niove alone shiould not be sufficienr o deprive the SEC of i
imestigarory dind regularory poters, especially so sinee suelt potiers are exercizable on
a inotie proprio busis. 131

7. The SEC’s Power to Issue Cease-and-Desist Order (CDQ)

There was no express provision in the Revised Securties Act granting to the
SEC the power to issue CDOs, with the closest powers relating to it being
Section 47 which gave the SEC the power to enjoin woft proprio any act or
practice of which could cause grave or irreparable injury or prejudice to the
investing public.'#?

Nonetheless, in Philippine  Association of Stock  Transfer and  Registry
Agenetes, Iie. v, Cowrt of Appeals,'¥? which “involve|d] the question of
whether the SEC had the power to enjoin petitioner’s planned increase in
fees after the SEC had determined that said ace if pursued may cause grave or
irreparable injury or prejudice to the investing public,”'34 the Supreme

130. G8IS, 585 SCIRA at 703-04.

131. 4d. av 705 (cmplasis supplicd).

132. Revised Sceurities Act, § 47.

133. Philippine Association of Stock Transter and Registey Agencics, Ine, v. Court
of Appuals, 536 SCRA 61 (2007).

134. 04 av 71,
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Court held that the regulatory powers of SEC are broad enough to include
the power to regulate the fees imposed by stock transfer agents, including the
issuance of CDO to protect the investing public, thus —

Petitioner was fined for violating the SEC's [CDHG] which dw SEC had
issucd ro proweet the interest of the investing public, and not simply for
exercising it judgiment in the manner it deeims appropriate for ies business,

The regulatory and supervisory powers of the [SEC] under Section 40 of
the then Revised Sccurdtics Act, in our view, were broad coough o
wnclude the power o regulate petitioner’s fecs, Indeed, Section 47 gave the
[SEC] the power to cnjoin et proprfo any act or practice of petitioner
which could cavse grave or irreparable injury or prejudice to the investing
public. The intentional emissien in the law of any qualification as to what
acts or practices are subject o the conwrol and supervision of the SEC
under Scetion 47 confirms the broad exeear of the SECs regulatory powers
over the operations of sceuritics-related organizadons like peationer.

The SEC’s authority to issue the [CIHO] being indubitable under Scction
47 in reladon to Scction 40 of the then Revised Sccuritics Act, and there
being ne showing thac the SEC committed grave abuse of discretion in
finding basis to issue said order, we cule that the Court of Appeals
commirted no reversible error in affirming the assailed orders. For its open
and admiteed defiance of a lawful cease-and-desist order, petitioner was
held appropacely liable for the payiment of the penalty imposed on it '35

Subsection 5.1 of the SRC now expressly grants to the SEC the power
to “[iJssue |CDOY to prevent fraud or injury to the investing public;”™ 3 the
exercise of which is properly delineated as an exercise of regulatory
adjudicative power under Section 64 —

64.1. The [SEC], after proper investigation or verification, mwru propifo, o

upon verified complaine by any aggrieved party, may isue 2 [CDOY

without the necessity of a prior hearing if in s judgment the ace or

pracrice, unless restrained, will operate as a fravd oo investors or s

otherwise likely to cavse grave or irreparable injucy or prejudice o the

investing public.'#?

In Securitics and Exchange Conmmission v, Performance Forcign  Exclange
Corporation,'* it was held that there are two essential requirenients thar must
be complied with by the SEC before it may issue a CDO: (1) it must
conduct proper investigation or vedfication; and (2) there must be a finding
that the act or practice, unless restrained, will operate as a fraud on investors

135. 4.

I30. SECURITIES REGULATION CODE, § 5.1,

137. 4. § 64q.

138. Sccuritics and  Exchange Comimission v, Performance Foreiymy  Exchange
Corporation, 495 SCRA $79 (2000).
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or is otherwise likely to cause grave or irreparable injury or prejudice to the
investing public.'® It was ruled therein that a clarificatory conference
undertaken by the SEC regarding the corporation’s business operations
cannot be considered a proper investigation or verfication process to justify
the issvance of a cease and desist order. The investigation, to be proper, niust
be conducted by the SEC before, not after, issuing the cease and desist
order. '

In GSIS, the Supreme Court held that there are three distinct bases for
the issuance by the SEC of a CDBO under the SRC:

(1) Under Section § (i), predicated on a necessity “to prevent
fraud or injury to the investing public;” 4!

(2) Under Section 53.3, involves a determination by the SEC
that “any person has engaged or is about to engage in any
act or practice consticuting a violation of any provision of
this Code, any rule, regulation or order thereunder, or anv
rule of an Exchange, registered securities association,
clearing agency or other selt-regulatory association:’'42 and

(3) Under Section 64, where the CDO is founded on a
determination of an act or practice, which unless restrained,
“will operate as a fraud on investors or is otherwise likely to
cause grave or irreparable injury to the investing public.”' 4

In his ponencia in GSIS, Justice Tinga gave a number of distinctions
between the three statutory sources of power of the SEC to issue a CDO,
thus —

[n view of the statucory differcuces among the dhree CDOs under the
SRC, it is essendal chac dhe SEC, in issuing such ijunctive relict, idencity
the exace provision of the SRC on which CDO is founded. Only by doing
so could the adversely affected party be able wo properly evaluare whatever
his responses under the law, 144

Norwithstanding the similaritics between Scection § (1) and Scction 64.1, it
remains clear chat che CRO ssued under Scetion $3.3 is a distinet creation
from that vnder Scerion 64. ... A singular CDO could not be founded on
Scction 5.1, Scction $3.3. and Sccron 64 collectively — at the very lease,

139, 4. ac 588,

140. k.

141. G8LS, 85 SCRA at 713-14 (citing SECURITIES REGULATION CODE, § 5 (i}).
142. Id. {citing SECURITIES REGULATION CODE, § 53.3).

143. 4. {citing SECURITIES REGULALTION CODE, § 64).

144. dd. ac 717,
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the CDHOY under Sceton $3.3 and vnder Scction 64 have their respective
requisites and terms. '43

Comsidering that injunctive relief gencrally avails upon the showing of a
clear legal right to such relict, the inability or unwillingmess w lay bare the
precise  statutory  basis for the prayer for igjunction is an obvious
impediment o a successful application. Nonctheless, the crror of the SEC
i granting the COO without stating which kind of CIXO it was issuing is
more unpardonable, as it is an ace that contravenes due process of law.

In administrative procecdings, chat che body or wribunal ‘in all controversial
questions, render its decision in such a manner thae the partics to the
procecding can know the vadous issues involved. and the reason for the
decision rendered.

The fact the CDO was signed, muoch less apparendy deliberated upon, by
only one conmissioner likewise renders the order fatally infirm. The SEC
is a collegial body composed of a Chairperson and four Commissioners. In
order o constture a quorum, the presence of ac least three Commissioncrs
is required.

It should be clear now that SEC's power to issuc a CDHO cannot by

delegated to an individual Commissioner,'4®

The power of the SEC to issue CDO is a statutory confirmation that it is
still possessed of regulatory adjudicative powers.

8. The SEC’s Power to Impose Fines and Other Penalties

The SEC’s power under Section 6 {i} of P.D. No. go2-A “to impose fines
and/or penalties for violation of this Decree or any other laws being
implemented by the [SEC], the pertinent rules and regulations, its orders,
decisions and/or rulings[,]”'+7 has been re-affimned under Subsection 5.1 (f}
of the SRC, which gives the SEC the power to “[ijmpose sanctions for the
violation of laws and the rules, regulations[,] and orders issued pursuant
thereto, ™ 4

145. 84 at 714.

1460 0d. av 715 & 717-18.

147.P.D. No. go2-A, § 6, § (1)

148. SECURITIES REGULATION CODE, § 5.1 (1),
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9. The SEC’s Power to Impose and Collect Fees

Under P.ID. No. goz-A, the quasi-legislative power of the SEC to set the
rates of the fees that ic charges is found in Section 7 thereof — “[tlhe [SEC]
is authorized to recommend to the President the revision, alteration,
amendment[,] or adjustiment of the charges and fees, which by law, it is
authorized to collect.”'# In addition, Section 139 of the Corporation Code
expressly authorzes the SEC “to collect and receive fees as authorized by
law or by the rules and regalations pronmulgated by the Commission. ™! s¢

Securitics and Exchange Comnission v. GMA Network, Ine.,'s' ruled chat (1)
the authordey of the SEC to collect and receive fees is provided for expressly
in Section 139 of the Corporation Code which authorzes the SEC to collect
and receive fees as autherzed by law or by rules and regulations promulgated
by ie;'s? (2) that rate-fixing is a legislative function which concededly has
been delegated to the SEC under RLA. No. 3431'5 and other pertinent
laws, which expressly authorize the SEC to collect fees for examining and
filing articles of incorporation and by-laws and amendments thereto,
certificates of increase or decrease of the capial stock, among others;'s and
(3) that Section 7 of P.D. No. goz-A empowers the SEC to recommend to
the President the revision, alteration, amendment or adjustment of the
charges which it is authorized to collece.'ss

GMA Newwerk, Ine. also held that a SEC memorandum circular, which
imposes rates on the filing of petition for amendment of articles of
incorporation, cannot be construed as simply interpretative of RLA. No.
3531 since it is an implementation of its mandate under said law; indubicably
regulates and affects the public at large; and, consequently, ineffective when
it has been shown that it has not be duly published by SEC as required by
law 150

Although the power to provide for a set of fees is an aspect of its exercise
of quasi-legislative powers, nonetheless, reselutions of what particular fees
are due from corporations or their activities are an exercise by the SEC of its

149. P.[D. No. goz2-A, § 7.

150. CORPORALION CODE, § 139.

151. Sceuritics and Exchange Commission v, GMA Network, [ne., $75 SCRA 113
(2008) [hercinateer GAMA Newvork, ).

152 04 at 119,

153.An Act to Further Amend Scerdon Eighteen of the Corporation Law, Act
Nuimbered One Thousand Four lundred and  Fifty-Nine, as Amended,
Republic Act No. 3531 (1063).

154. GMA Netok, e, 575 SCIRRA at 123,
155. 4 ac 119,

150,04 ac 123,
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regulatory adjudicative functions. Thus, in GMA Neqwvork, Lic. it was held
that the rate-fixing power of the SEC, although it is an exercise of regulatory
powers, is subject to the requirements of due process, thus —

The due process clause, however, pennits the courts o deteonine whether
the regulation issued by the SEC is reasonable and widhin the bounds of ics
rate-fixing authority and o stke ic down when ic arbitrarily infringes on a
person’s right to property.

SEC’s assessnient amount to B1,212,200.00 for the filing of an application
for amendmene of its articles of incorporation extending its corporate wr
is exceedingly vnrcasonable and amounts w an imposition [—] a filing foc,
by legal definidion, is thar charged by a public official to accepr a document
for processing, and must be just, tair, and propoctionate to the scrvice for
which the fee is being collected. 'S

It also held that “[t]he due process clavse permiits the courts to determine
whether the regulation issued by the SEC is reasonable and within the
bounds of its rate-fixing authority[,] and to strike it down when it arbitrarily
infringes a person’s right to property.”'

10. The SEC’s Power to Establish Stock or Commuodity Exchanges
The SEC’s power under Section 6 (j) of P.D. No. go2-A, to wit —

(i3 To authorze the cstablishment and operation of stock  exchanges,
comuinodity ¢xchanges[,] and such other similac organizations[,] and o
supervise and repulace the same: including the authority to dereomine their
number, size[,] and location, in the lighe of nadonal or regional
requirements for such activitics with the view to promote, conserve[,] or
rationalize invesuncno:' ¥

The same has been re-affimied in Subsection 5.1 {e) of the SRC, which
gives the SEC the power to “[s]upervise, monitor, suspend[,] or take over
the activities of exchanges, cleardng agencies[,] and other SROs M0

In addition, Chapters IX {(Sections 32 to 38) and X (Sections 3y to 40) of
the SRC laid down the extent of the regulatory powers of the SEC over the
registration, operation, and revocation of registration of exchanges and
SR.Os, respectively, 10

157. 4d.

158, GATA Netvorb, 75 SCRA at 123,
159.P.D. No. goz2-A, § 6 ().

160, SECURITIES REGULATION CODE, % 5.1 (¢},
161 4d. § 32-40.
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11. The SEC’s Power to Register/Deny Registration of Corporations,
Partnemship and Associations, or to Suspend/Revoke Such Registrations

The SEC had, under Section 6 (k} and (I} of P.[D. No. goz-A on the
registration of corporations, partnerships, and associations, and the suspension
or revocation of such registrations, the powers to:

(k} To pass upon, refuse[,] or deny, after consultation with the Board of
[nvesuncis, Departoent of [Trade and] Indusery, National Ceonomic
and Development Authority[,] or any other appropriate governeit
agency,  the  application  for  registation of  any  corporation,
partnership|, | asseciation[,] or any foom of organization falling within
its jucsdiction, if their ¢stablishunent, organization[,] or operation will
not be cousistent wich the declared national cconomic policics;

(I}  To suspend, or revoke, after proper notice aud hearing, the franchise
or certificate of registration  of corporations,  partnerships[,] or
associations, upon any of the grounds provided by law, including the
following:

(i) Fraud in procuring its certificate of registration:

(i) Scrious misrepresentation as to what the corporation can do
or is doing o the great projudice of or damage to the gencral
public:

-

(i) Refusal o comply or defiance of any lawful order of e
Commission restraining  conunission of acts which would

amount to a grave violadon of its franchise:
(iv) Continuous inoperation for a period of at least five years:
(v} Failure to file by-laws within the required period:
(vi) Failure to file cequired reports in appropriate forms as

determined by e Comumission  within  the  preseribed
period. 42

Again, the same have been re-affinned under Subsection 5.1 (¢} and (m)
of the SRC, which gives the SEC the powers to: “(¢) Approve, reject,
suspend, revoke[,] or require amendments to registration statements, and
registration and licensing applications; ... (m) Suspend, or revoke, after
proper notice and hearing the franchise or certificate of registration of
corporations, partnerships[,] or associations, upon any of the grounds
provided by Law;'3

It would be reasonable to conclude thac the power to revoke the
primary franchise of corporations organized under the Corporation Code,
which involves the exercise of the SEC’s regulatory adjudicative powers,

162. P.D. No. go2-A, §§ 6 (k) & ().
163. SECURITIES REGULATION CODE, §§ 5.1 (¢} & {(m}.
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cannot be arrogated by RTC Special Commercial Courts, even when the
sante is a necessary rentedy in resolving corporate cases under Section § of
P.D. No. goz-A. Issues relating to such matter are taken-up in Part III
below.

D. The SEC’s Quasi-Judicial Powers

1. The SEC Continues to Possess [ts "Regulatory Adjudicative Funceions”
under P.D. No. go2-A

d. Dichotowy Between SEC's Regularory Adjndicarive Powers under Sections 3
and 6, und the Quasi-Judicial Poters under Seerion 5, of P.D. No. goz-A

Prior to the enactment of the SRC, the SEC exercised under the
Corporation Code and P.D. No. goz-A not only regulatory powers and
quasi-legislative powers, but also quasi-judicial powers, especially on issues
that were essentiallv corporate in character.

Although  regulatory powers constitute an  integral part of the
constitution of an administrative agency, it is not deemed to possess quasi-
legislative powers unless its charter so grants it with the express power to
issue rules and regulations. In the same manner, an administrative agency is
not deemed to have quasi-judicial powers over justiciable controversies that
fall within the jurisdiction of regular courts of justice, unless its charter grants
it exclusive or concurrent jurisdiction to act with the same competence as
the regular courts on such justiciable controveries falling within the area
under its regulatory powers, Nonetheless, jurisprudence has recognized the
legal competence of administrative agencies to  exercise  “regulatory
adjudicatory power” as an essential adjunct of its regulatory powers, which
may be independent of any express grant of quasi-judicial powers under their
charters.

In Smart Connnunticarions, Ine. (SMART) v, Narional Felecomnmunications
Conmmission (NTC) (Smart Commumications, Inc.),'™ the Supreme Court
defined the quasijudicial or administrative  adjudicatory  power of
administrative agencies as “the power to hear and detenmine questions of fact
to which the legislative policy is to apply and to decide in accordance with
the standards laid down by the law itself in enforcing and administering the
same law,” "% saying —

Nort to be confused with the quasi-legislative or cule-making power of an
administrative ageney is its quasi-judicial or adimdnistradve adjudicarory

164, Smart Conunumications, Inc. (SMART) v. Nadonal Telecommunications
Commission (NTC}, q08 SCRA 678 (2003) [hercinafter St Conniuericarions,
Ine].

165. &, at 636-87.
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powcer. This is the power to hear and determine questions of fact to which
the legislative policy is to apply and to decide in accordance with the
standards laid down by che law iesell in enforcing and administering the
same law. The edwinistrative body exerdses s uasi-fudicial  poter ilien it
perforts i judicial wmer an o aer welieh B essentially of an executive or
adnpiistrative sapare, wheve the powver fooact fie sucl sdoiier s inddental 1ooor
reasomradly ticecssary for the perfornaiee of the executive or adiufimistrative duty
cateusted to it D carrping ot their quasi-fudicial functions, the admindstrative
officers or bodics e reyaived to fnvestigate facts or aseertain the existence of facets,
hold Dreavings, weigh evidence, aind drae conclusions frour trem as basis for their
official actionr and exercise of disecetion i judicial narure, 100

The problem with the aforequoted definition of quasi-judicial power is
that it was made in contra-distinction with the exercise of quasi-legislative
power, and is almaost indistinguishable from the exercise of regulatory powers
by adminiserative agencies, which often also require the application of notice
and hearing to detenmine facts upon which a penalty is imposed or a license
is revoked. Nonetheless, the ruling clearly recognizes the existence of
“administrative adjudicatory powers™ possessed by administrative agencies as
an integral part of the exercise of their regulatory powers.

In the case of the SEC, P.D. No. goz-A dearly drawes a distinerion benween
the SEC’s “regulatory adjudicative functions” under Section 3, and its
“quasi-judicial power” over corporate cases under Section § thereof, as can
be seen from the introductory statenient in Section 5 which provides that
“lijn addition to the regulatory adjudicative functions of the |SEC| over
corporations, partnerships[,] and other forms of associations ... it shall have
original and exclusive jursdiction to hear and decide |corporate cases. "7

Therefore, invoking the ruling in Smarr Comnunicarioiss, Inc., the purely
“regulatory adjudicative powers™ of the SEC would cover instances “when it
pedfornis in a judicial manner an act wiich is essentfally of wn executive or
adiministrarive iature, where the power to act in such manner is incidental to
or reasonably necessary for the performance of the executive or
adiministrative daty entrusted to 167" and that the SEC’s quasi-judicial
powers would necessarily be linmited to corporate cases under Section § of
P.D. No. goz-A, the nature of which would nomially be within che
judsdiction of the regular courts were it not for the provisions of said section
placing them within the SEC's “original and exclusive jurisdiction to hear
and decide |such corporate| cases.”'™

166. Id. (cimphasis sopplicd).

157.P.D. No. go2-A, § 5.

168, Smtrr Conmmunicarions, the., 408 SCRA at 687.
159. P.D. No. go2-A, § 5.



600 ATENEO LAW JOURNAL [VOL. 60:652

Prior to the enactment of the SRC, the dichotomy between the SEC's
regulatory adjudicative powers under Sections 3 and 6, from its purely quasi-
judicial powers under Section 5, of P.DD. No. goz-A, was elucidated in the
1995 decision in Securities and Exclrange Connmission v. Courr of Appeals,)7 a
case which involved neglect in the handling of stock certificates, which were
stolen from the premises of the stock transfer agent and were traded through
the stockbroker.'”" When the opinion of the SEC was sought by the
stockbroker and the stock transfer agent, the SEC ordered the replacement
of the shares in the names of the innocent buvers and imposed fines on both
the stock transfer agent and the stockbroker for their negligence based on a
provision of the then Revised Secuorities Act.'7?

In chat case, the Supreme Court defined by enumieration the SEC’s
“regulatory powers” (i.e., the regulatory adjudicative functions), to wit —

Under its regulatory responsibilitics, the SEC may pass upon applications
for, or may suspend or revoke {after due notice aind heariug), cectiticates of
registration of corporations, partnceships[,] and associations ... compel legal
and regulatory compliances: conduct inspections: and impose fines or other
penalies  for violations of the Revised Secudtics Act, as well  as
umplementing rules and dircctives of the SEC, such as may be warranted, ' 7

The fonnula of notice and hearing, which is essential in the exercise of
quasi-judicial functions, also constitutes an essential part of the exercise by
SEC of its regulatory adjudicatory functiens, in complionce with the
constitutional demands of due process, especially when the exercise thereof
would mipose a penalty, allow a forfeiture of franchise, or provide loss of
rights.'7 On the other hand. thae same Scaurities and Exchange Conrnission
case alse defined the “adjudicatory authorty™ {i.e., the quasi-judicial powers)
of the SEC, by simply iroring from Section 5 of P.D. No. goz-A, in spite of the
fact that the issue at bench did noc fall wichin the enumerated cases in said
section, because the Court itself prefixed its decision by saving, “[t]he
petition before this Court relates to the exercise by the SEC of its powers in
case involving a stockbroker ... and a stock transfer agency.”'7s

Accordingly, the Suprenmie Court ruled that the portion of the SEC
order which directed the replacement of the stock certificates in the nanies
of the buyers “clearly calls for an exercise of SEC's adjudicative

170. Sccurdtics and Exchange Comumission v, Court of Appeals, 246 SCRA 738
(1995).

171 4d. at 741-41.

172.4d. at 744 & 745-47.

173. 84, at 7q0.

174. 4.

17s. I, at 741 {citng P.D). No. goz2-A, § 5.).
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jurisdiction.”'? But this adjudicative judsdiction could not be exercised on
behalf of the buyers when the process was

stacted only on the basis of a request by [the stock transfer agent] for an
opinion from the SEC. [Because the] stockholders who have been deprived
of their certificates of stock[,] or the persons to whom the forged
certificares have uldmately been transferred by the supposed  indorsce
thereol],] are yet to imtate, if minded. an appropriate adversarial action.'7?

The Court then discussed how the SEC wvalidly exercises its quasi-
judicial powers, explaining that

[a] justiciable controversy [which] can occasion an exercise of [the] SEC's

exclusive jurisdiction would require an assertion of a right by a proper party

against another who, in e, contests it 1t is one institoted by and againse
partics  having interest in the subject matter appropriace for judicial
derermination predicated on a given set of facts. That controversy muse be
raised by the pacty entided 1o nuineain the acdon. [le is the pesson to
whom the right to seek judicial redress or relief belongs which can be
cnforced against the party correspondingly  charged  with having been
responsible for, or to have given rise to, the cause of action, A persen or
entity tasked awitl the potier o adiudicare stands oentral and Sarpartiad[,] aod aces on

the basis of the adwnissible vepresentations of the contending parties.) 7%

As such, the Court decreed thac the proper parties that could bring the
controversy and cause an exercise by the SEC of its original and exclusive
jurisdiction would be all or any of those who are adversely affected by che
transter of the pilfered certificates of stock. Hence, “[alny peremptory
judgment by the SEC, without such proceedings having firse been initiated,
would be precipitate.”™' 7

Thus, from the foregoing ruling, it is clear that what Seairics wind
Exchange Commifssion case was referring to was the exercise of the SEC's
quasi-judicial powers under Section 5 of P.DD. No. go2-A, which required
the fommal filing of a complaint by the aggrieved parties (i.e., the
stockholders) against the stockbroker and/or the stock transfer agent.

In contrast, it found legal proprety in the SEC’s imposition of fines on
the stock transfer agent and the stockbroker since —

[tlhis titne, it is the regulatory power of the SEC which is involved, When
[ 1 the Court of Appeals [ ] sct aside the fines imposed by the SEC, the

176, Securities wnd Lxchanpe Cononission, 246 SCRA at 744.
177. 4.

178, fid. (ciaphasis supplicd).

174, dd.



602 ATENEO LAW JOURNAL [VOL. 60:652

latter, in its instant petition, can no longer be decmed just a nominal party
but a real party in interest sutlicicnt to pursue an appeal o this Court, '™

Accordingly, the doctrine laid down in  Securitics  and  Exchange
Cowrimission case Is 1o the effect that when the SEC seeks to detenmine
relevant facts and apply cthem to the resolution of claims between two parties
in an adversarial proceeding, it is then exercising quasi-judicial  powers;
whereas, when the SEC undertakes proceedings to impose the provisions of
law upon persons or entities under its jurisdiction, suh as the impositon of
fines in this case, although it may have to comply with the requirements of
due notice and hearing under the due process clause, it is really just
exercising regitlarory adindicative fitierions as an integral component of its
adiinistrative or regulatory powers.

Unfortunately, in spite of the clear distinctions drawn in P.D>. No. goz-
A between SEC's “regulatory adjudicative functions” from its “quasi-judicial
powers over corporate cases,” Suprenie Court decisions tended to
interchange the use of the tenns, and thereby engendered jurisprudential
confusion into the legal competence of the SEC to exercise its mandates
under P.D3. No. goz-A.

Starting with the pre-P.D. No. goz2-A decision in Umiversal Mills
Corporation v, Umiversal Texctile Mills, Ine,'™ which involved the issue as to
which of two corporations registered with the SEC had a better right to the
corporate name “Universal Mills,”"%? it was held that —

It is obvious chat the marcer at issue s within the competence of the [SEC)
to resolve in the fisst instance in the exercise of the jurisdiction it vsed o
possess under Commonwealch Act [Ne.] 287 as amended by [ROA. No.|
1055 1o adurinisrer the applicarion aind enforcement of ofl knes affecting domestic
COrpOrtions dud dssoclations, reserning 1o the coures omly conflives of judicial manire,
and, of course, the Supreme Court’s authority o review the [SEC]s
actuations in appropriate instances involving possible denial of due process
and grave abuse of discretion. Thus, in the case ac bar, there being no claim
of dendal of any constitutional right, all dhat We ace called vpon o
dereemine is whether or not the order of the [SEC] enjoining petitioner to
change its corporate name consticutes, in the lighe of the circuinstances

found by the [SEC]. a grave abuse of discretion, '™

180. Il at 745.

181. Universal Mills Corporation v, Universal Texdle Mills, Inc,, 78 SCRA 62
(1977).

182, fd. ac 64.

183. £, {cmphasis supplicd).
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WIIEREFORE, with the reservation already mentioned, the appeated
decision is afffoned[.] '™

Universal Mills Corporation, which was decided under the original charter
of the SEC when it was completely bereft of quasi-judicial powers (i.e.,
before the enactment of P.D. No. goz-A), would treat as an exercise of
regulatory powers those situations where the SEC must detenmnine in an
adversarial proceeding which as between two contending corporations had a
better right to a corporate name.'* It recognized that even bereft of an
express grant of quasi-judicial powers in its charter, the SEC was authorized
to exercise regulatory adjudicatory powers in the enforcement of the purely
regulatory mandates of its charter.

The ruling was reiterated under the aegis of P.D. No. go2-A in Didustrial
Refracrories Corporation . Courr of Appeals (Industvial Refractories),'™ which
involved a controversy as to which between two contending corporations
engaged in similar business had a better rght to the comporate name
“Philippine Refractories.”'™? One of the issues mised was chat the
controversy could not be decided upon by the SEC because it was not
among the corporate cases defined under Section 5 of P.D. No. goz-A as
falling wichin the quasi-judicial powers of the SEC to resolve, thus —

The jurisdiction of the SEC is not mercly confined o the adjudicarive
funcrions provided in Scction § of P.D). No. go2-A, as amended. By express
mandate, it has absolute jurisdiction, supervision[,] and control over all
corporations {P.[2, No. go2-A, Scction 3). It afeo excicises reoularory and
adiinistiative porwess to fpleasent and enforee the Corporarion Code, one of tithich
is Secrion 18 [on corporare wane] < Tt is the SEC's duty to prevent confusion
in rthe use of corporate names not ouly for the protection of the
corporations involved but more so for the protection of the public, and it
has authocity o de-register at all dmes and under all circomstances
corporate manes which in its estimadon are likely w gencrate confusion,
Cleady. therefore, the preseur case falls within the ambic of the SEC'
seonhtrory potsers, '

The implication of the foregoing rulings is to the effect that: (1) not
every controversy broughe before the SEC between two contending parties
necessarily invokes the exercise of the SEC’s quasi—judicial power under
Section 5 of P.ID. No. goz-A; and (2) if the resolution involves primarily the
enforcement by SEC of the laws and rules for which it has administrative

184. I, ac 65 (cimphasis supplicd).

185. Id. ac 64.

186. Induostrial Refractorics Cocporaton of the Philippines v. Court of Appeals, 300
SCRA 252 (2002) [hereinafter fudustrial Refracrorivs].

187, 4. ac 255,

188, £ at 258-50 (caphasis supplicd).
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power to enforce, the same would primarily be an exercise of its regulatory
adjudicative power, in spite of the fact that notice and hearing procedure
must be followed.

For example, in both the Ulnversal Mills Corporation and  Industeial
Refractories cases, even without a complaining party, it was within the power
of the SEC to have motu proprio directed a registered corporation to change
its corporate name when it finds the same confusingly similar to an earlier
registered corporate name, pursuant to its administrative powers under the
Corporation Cade.'™

b. Sectivn 3 of P.D. No. goz-A Remains the Basis for the Exercise by SEC of
Its Regulutory Adjudicative Funerions Post-SRC Enactiient

During the pre-SRC peried, there was a line of decision which upheld
the power of the SEC to resolve issues invelving corporations under the
“absolute jurdsdiction, supervision[,] and control”'® power under Section 3
of P.DD. No. goz-A. The line started with Orosa, Jr. v. Court of Appeuls, ™!
which involved claimis by individuals who had miade money market
placements with the corporation.'? and where cthe Suprenie Court in ruling
that “the adjudicative powers of the SEC being clearly defined by law, ics
jurisdiction over these cases has to be upheld,”"? had actually emploved the
“abselute jurisdiction, supervision[,] and control”' language of Section 3 to
define the quasi-judicial powers of the SEC, thus —

Plainly, the SEC is vested with absolute jurisdiction, supervision[,] and
coutrol over all corporations which are cufranchised o act as corporate
cutitics. The provision by no means restdets that jurisdiction to catitics
granted permits or licenses to operate by another Govenunent regulatory
body ... &1 is the cerificate of fneorporation thar gives juridicadl personality 10 o
corporation and places iv withine SEC jwiisdicion. &r followes then thare alihongh
duthiority to operiare d eerrdin specidized aciviny iy beowithdeaien by the
appropriate regulatory body, aside fromr SEC, the corporarion notierlicless continues
1o e vested nnthy degad pesonalivy woil i is dissolved T accordairee wirdy fap 193

The doctrine was revisited in Philippine Womun's Cliristian Tesiperance
Usifon, Tne. v, Abiestas House of Friendslip, Inc'9" which involved two

189, fil.

100. P.D. No. go2-A. § 3.

191. Orosa, Jr. v. Court of Appeals, 193 SCRA 301 (1091).
192, M. ac 303,

193, fid. ac 400,

104. P.D. No. go2-A. § 3.

195. Ovosa, fr, 103 SCRA at 3035-94 (ciaphasis supplicd).

106, Philippine Woman's Christian Temperance Union, Inc, v, Abicrtas [louse of
Fricudship, Inc., 202 SCRA 785 (1048).
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separate cases filed by Philippine Woman's Chdstian Temperance Union
Inc. (PWCTUI) against Abiertas House of Friendship, Inc. (AHFI) and
Radiance School Inc. (RSI)'Y7 “with the |SEC|, a petitdon to declare a
contract of lease |entered with RSI to be| void for being i vires,” ' on
the ground chat RSI was a mere alter ego of AHFI to operate a school
within PWCTUI's property, which activity was not authorized under
AHFI's charter; and “before a |[RTCJ, a2 complaint for the recoverv of
possession of the property subject of the said contract [of lease];”'¥” with the
issue for reselution being — “"Was the RTC judge correct in dismissing the
coniplaint on the ground of litis pendentia and foram shopping?72e°

In denying the ments of the ground of fitis pendencia Plislippine
Wonan’s Chiristian: Temperanice Unfon, Ine. held that although both the SEC
and RTC proceedings delved on the same contract of lease and involved the
sante parties, nonetheless, in the SEC petition —

The contract of lease was alleged to have been exceuted wlirg wives; thar is, it
was beyond the power of ALIFI o coter into because it was not
cipowered 1o cogage in the school business, The focus, therefore, was on
the alleged wlia pives act [(or whether the corporate catiey has offended 1rs
chacter)], not on the contract irself, On e other hand, the validity of the
contract of lease was the principal issuc in the RTC Complaint. Thus, it
cannot be said dhat che righes asserted and che reliefs prayed for were the
same, Verly, the [SEC] had jurisdiction to cncertain the Petidon filed
betore it, presenting as it did purported intra-corporate issucs, CGa the other
hand, the wial court’s jursdiction over the wedon pubficans case cannot be
denied. 2

The doctrine was reiterated in Pilipiitas Loasns Companry, Ine. v, Securities
and  Exchange  Comnission,*? which held that when the chrust of the
complaint is on the whra wvires act of a corporation, that is, that the
complained act of a corporation is contrary to its declared corporate
purposes, the SEC has judsdiction to entertain the complaint before it. The
Supreme Court said that

[wlithout question, the complaint filed by private respondent againse
petitioner called upon e SLEC wo exereise it adiudicatory and supendsory
povers, By law [(citing Scction 3 of P.I). No. go2-A)], the SEC has absolure

197. fd. at 788-90.

108, I, ac 786,

199, fil.

200. k.

201, 4d. av 701-03.

202, Philippine Wonsan’s Cliistinn “Tewpevance Ulvion T, 202 SCRA at 703 (1008).

203. Pilipinas Loan Company, lnc. v. Sccuritics and Exchange Commission, 350
SCRA 193 (2001).
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jurisdiction, supervision[,] and control over all corporations that are
cnfranchised to act as corporation catities [—] a violation by a corporation
of its franchise is propetly within the jurisdiction of the SEC 294

Pilipiias Loan Conpairy, Inc. emphasized that under Section 3 of P.D.
No. goz-A, the SEC has “absolute judsdiction, supervision[,] and conerol
over all corporations”™s that are enfranchised to act as corporation entities

a violation by a corporation of its franchise is properly within the
jursdiction of the SEC, thus —

Jurisprudenee has laid down the principle that ic 15 the certificate of
incorporation that gives juridical personality o a corporation and places it
within SEC jurisdiction. The case of Ovosa, fr. v Comrr of Appeads teaches
chat this judsdiction of the SEC is not affeered even i the authodity o
operate a certain specialized activity 15 withdeawn by dhe appropriate
regulatory body other dhan the SEC, 200

In Pilipiias Loan Company, Inc. the complaint was filed with the SEC by
an entity which was legitimately engaged in the pawnshop business in the
same area and had priority to the use of the “Filipinas,”27 and required the
employment of both the regulatory and adjudicatory powers of the SEC 9%
Since the controversies arose before the promulgation of SR.C, the Supreme
Court also held in its decision that when a corporation engages in a business
that is outside of the powers granted in its charter, then the et vires aces
may consticuted corporate fraud covered also under Section 5 (3) of P.D.
No. goz-A.

The point being made is that pre-SRC jurisprudence support the
proposition that Section 5 of P.I). No. goz2-A was not the only source of
what the Supreme Court terms as the “quasi-judicial powers” of the SEC,
but that Section 3 is certainly a statutory source of such adjudicatory powers.
[t means therefore, that the only adjudicatory powers that were effectively
removed under Subsection 5.2. of the SRC from the orginal and exclusive
judsdiction of the SEC and transferred to the RTC Special Commercial
Courts were the corporate cases covered by Section 5 of P.I). No. goz-A
and thac all justiciable controversies invelving corporations and corporate
issues that do not fall wichin Section 5 of P.ID. No. goz2-A, remain within the
SEC’s regulatory adjudicative powers.

204. I, ac 200 (cmphasis supplicd).
205, 4d.

200. . at 2o1.

207. 5. at 190-y7.

208. L.
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¢. The Stare of the SEC’s Adjudicatory Potwer Post-SRC Enactment

With the enactment of the SRC, it was posited that Section 3 of P.ID.
No. ooz-A only covered the SEC's “absolute jurisdiction™ over
corporations with respect to the exercise of its regulatory power, and can no
longer be interpreted as the source of quasi-judicial powers involving
corporate issues outside of the enumerated cases in Section 5 of P.ID. No.
go2-A.

[n a nunmber of past-SRC decisions covering this issue (which includes
the Moraro and Syjuico decisions), the Supreme Court has taken the position
that the SEC is now bereft of quasi-judicial powers of any type by virtue of
the amendnment to Section 5 of P.DD. No. go2-A, brought about by the
Subsection 5.2 of the SRC. Thus, in the 2001 decision in Vesagas v. Courr of
Appeals,?'° the Suprenie Court pointedly held that

[ the light of [P.D. No.] go2-A's ‘repedd,” the need o rule on the
question of the extent of the contempt powers of an SEC hearing officer
relative to his audhority o issue subpocaas and orders to pactics involved in
intra-corporate cases, ot potential witnesses therein has been rendered
academic, The coacunent of [the SRC] moorted this issuc as SEC hearing
officers, wotir beveft of any power o resolve dispires, are likewise stripped of
their power o issue subpocnas and contempt orders incidental to the
exercise of their quasi-judicial powers.?!!

There is also the 2007 decision in Owdetin v, Court of Appeals,*'? where it
was held that with the transfer of corporate cases under Section 5 of P.D.
Ne. go2-A to the RTC Special Commercial Counts, they are deemed to
possess the specialized regulatory powers of the SEC, and the application of
the doctrine of primary resort will not apply to such RTCs,*'? thus —

Likewise, by analogy, the docorine of primacy jurisdiction may be applicd
in this case. The issues raised by petitdoner particularly che status of Saag
Phils., [nc. [vis-d-vis] Saag Pre, Led., as well as the question regarding the
supposcd  authority of the later o make a demand on behalf of the
company ... would have been referred to cthe expertise of the SEC in
accordance with the doctrine of primary jurisdiction had the case not been
transferred to the RTC of Mandaluyong,

Stricdy speaking, the objective of the doctrine of primary jurisdiction is to
guide a court in detenmining whether it should refrain from exercising its
jurisdiction undl after an administrative agency has determined  sonie
quastion or sonie aspect of some question adsing in the proceeding before

20u. P.[2. No. yoz-A, § 3.
210. Vesagas v, Court of Appeals, 371 SCRA 508 (2001).

[
H
—

. ac s19-20 {emphasis supplicd}.

[
—
[

COmicun v, Court of Appeals, s12 SCRA 70 (2007).
A ac B2-83.

[
e
Lot
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the court. The court cannot or will not determine a controversy involving
a question which is within the jurisdiction of the admimstrative teibunal
prior to resolving the same, where the question demands the exercise of
sound administeative discretion cequiring special knowledge, experience
and services in determining technical and intricate matters of tact,

While the above doctrine refers specifically to an adnunistrative teibuonal.
the Court believes that the ciccomstances in the instant case do not
proscribe the application of the doctrine, as the role of an administrative
tribunal such as the SEC in determining technical and intricare nuatters of
spectal competence has been wken on by specially designated RTCs by
virtue of [the SRC. Lence, the RTC of Mandaluyong where the intra-
corporate case 15 pending has the primary jurisdiction to determine the
ssues under conteution celating o the statws of the domestic corporation,
Saag Phils., Inc., [vis-d-vis] Saag Pre. Ltd.; and the authority of petitioner to
act on belalf of the domestic corporation, the determination of which will
have a dircet beating on the criminal case. The law recognizes that, in place
of the SEC, the egulac courts now have the legal competence to decide
intra-corporate disputcs, '+

The Authors do not agree with the reasonableness of such a docerinal
development, for the following reasons:

(1) A close reading of the enumerated powers of the SEC under
Subsection 5.1. aforequoted indicates chat the SRC affirms in
clear statutory language that the SEC continues to possess
“regulatory  adjudicative functions”™ that fall outside of the
corporate cases falling ander Section § of P.D. No. goz-A, as
follows:

(i lmposc  sanctions for vieladon of the  laws,  rules[,]
regulations[,] and orders issued pursvant thereto;®!'s

(i) Issuc [CIHOY] wo prevenr fraud or injury to the investing
public:®!%

{m) Suspend, or revoke, after proper notice and hearing the
franchise or cerdficate of registradon of corporations ... upon
any of the grounds provided by law 217

214. 4d.
215 SECURITIES REGULATION CODE, § §5.1.
210, &,

217. 4d.
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(z) Not only does it impinge vpon the regulatory mandate of the
SEC, but it would amount to granting to the RTC Special
Commercial Courts the power to exercise regulatory powers.

(3) More recent decisions of the Supreme Court have actually taken
the opposite position. In the 2008 case of Providenr International
Resources Corporation,  the  Supreme  Court  took  into
consideration the powers and functions of the SEC under
Section 3 of the SRC and ruled —

Fromi the above, 1t can be said that the SEC's regulatory authority over
private corporations cncompasses a wide margin of arcas, wuching
ncarly all of a corporation’s concerns. This authority more vividly
springs from the fact thar a corporation owes its existence to the
concession of its corporate franchise from the stare, Under  its
regulatory responsibilides, the SEC may pass upon applications for, or
may suspend or revoke {after due notice and hearing), certificates of
registration of corporations, pactaerships and associations {excluding
cooperatives, homeowners” association, and labor unions): compel legal
and regulatory complisnces: conduct inspections; and impose fines or
other penaltics for violations of the Revised Sceurities Act, as well as
implementing rules and  dircetives of the SEC, such as may be
wacranted.

Comsidering that the SEC, after duc notice and headng, has the
regulatory power o revoke the corporate franchise from which a
corporation owes its legal existence — the SEC muost likewise have the
lesser power of merely recalling and canceling a STB chat was
crroucously registered.

Going to the particular faces of che instane case, we find that the SEC
has the pdmary competence and means o determine and  verify
whether the suljeer 19709 STE presented by the incumbent assistane
corporate secrctary was indeed authentic, and duly registered by the
SEC as carly as Seprember 1979, As the administrative  agency
responsible for the registration and monitoring of STDs, it is the body
cognizant of the STDB registration procedures, and in possession of the
pertinent files, records[,] and specinicn signatures of authorized officers
relatings to the registration of STH. The evaluation of whether a STB
was authorized by the SEC primacily requires an cxamination of the
STB iesclf and che SEC files. This function necessacily belongs to the
SEC as parc of its regulatory jurisdiction. Contrary to the allegations of
respondents, the issucs involved in this case can be resolved without
going into  the  intra-corporate  controversics  brought  up by
respondents, ¥

Theretare, Provident Dutcrnational Resources Corporation confirms that post-
SRC, the SEC fully retains its regulatory adjudicative power over

218, Provident fiteriational Resowrees Corporarion, s34 SCRA ac 546,
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corporations and those that fall within the intra-corporate relacdonship, thus

As the cegularory body, it is the SEC’s duty to cusure that there is only one
set of STB for cach corporation. The detcrmination of whether or not the
1g7o-registered STB is valid and of whether o cancel and revoke the [6
August] 2002 certification and the registration of the 2002 STB on the
ground that there already is an existing STDBs implicdly and nccessacily
within the regulatory jurisdiction of the SEC.2'Y

What essentially  distinguishes  the  Providenr  International  Resourees
Corporation decision from that in Fesagas is that while in the former the only
issue and request for remedy brought before che SEC {i.e., invalidating the
certification issued on the STB) fell squarely within its regulatory powers,
the main remedy brought before the SEC in the latter case was essentially an
intra-corporate dispute — “[i]n this case, respondents asked the |SEC] to
declare as illegal their expulsion from the club as it was allegedly done in
utter disregrard of the provisions of its by-laws as well as the requirements of
due process."2¢

It should be noted that eadlier in Orendain v. BF Homes, Inc22' the
Supreme Court had also affimied the propositon that even post-SRC., the
SEC retained its regulatory adjudicative functions under Section 3 of P.ID.
No. go2-A which is an integral part of its regulatory powers.

In Orendaini, BF Homes, Inc. had filed with the SEC a petition for
suspension of payments and rehabilitation. and for which a management
commiittee and a rehabilitation receiver were appointed.??? During the
rehabilitation proceedings, a Deed of Absolute Sale over a large tract of land
was executed on behalf of BF Homes by its receiver in favor of the Local
Superior of the Franciscan Sisters.??? The following year, the receiver
submitted his closing report and was discharged by the SEC and a new
Committee of Receivers was appointed.?#4 Tt was then that BF Hones,
through the new Conunittee of Receivers, filed a complaint with the RTC
seeking a reconvenvance of the property sold contending lack of authority
on the part of the previous receiver to effect such sale, as well as fraud.?2s
One of the issues raised on appeal was whether the RTC had jurisdiction to
hear the case since the SEC had already affimned the sale when it accepted

219. 4d.

2200 0d. at g1z,

221. Orendain v, BF FHomes, [ue., so6 SCIRRA 348 (2000).
222 44 ac 356,

223, M.

224, 4d.

225.4d. at 353-58.
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the closing report of the former receiver,®*® and that “BF Homes, acting
through its Conunictee of Receivers, had neither the interest nor the
personality to prosecute the said action, in the absence of SEC's clear and
actual authorization for the institution of the said suir. 247

On the main issue at bar, the Supreme Court held that an action for
reconvevance of the property of a corporation did not constitute an intra-
corporate dispute that fell within the then original and exclusive jurisdiction
of the SEC under Sectien 3 (b) of P.ID. Ne. goz-A.22% It also clarfied what
powers remained with SEC under Section 6 of P.D. No. goz-A, explining
that

it is unequivocal that the jurisdictdon w try and decide cases orignally
assigned to the SEC under Scction 5 of [P.D.] goz-A has been transterred
to the RTC, For clarity, we quote those cases under Scction s, [P.D.] yoz-
A, which now fall within the RTC's jucisdiction, as follows:

The remaining powers and functions of the SEC are enumerated in Scction
s of [the SRC], to wit

Fuxtaposing the junisdicrion of the R'EC wivder [SRC] wnd the powers thar wwere
retained by the SEC, it is dear thar the SEC rerained fts adwinistarive, vegulatory,
anel oversight powers over all corporations, pavtnerstiips, and assodiations who are
gramtecs of privsary franehises, and/Zor o flcense o peanin lssued by the Goveninen.
Fowever, the [SRC] is clear thar when there is a controversy arising out of
intra-corporate relations, berween and among stockholders, members or
associates, and between, any, or all of the them and the corporation, it is
the RTC, not [the] SEC, which has jurisdiction over the case.?2?

Ohenrdain went on to rule that —

[Whhen the complaint involves “an active antagonistic asscrrion of a legal
right on one side and a denial thereof on the other concerning a real, and
not a mere theoretical question or issue,” a cause of action involving a delice
ot wrongtul act or omission comumitted by a party in violaton of the
primary right of another, or an actual coutroversy involving rights which
are legally demandable or coforceable, the jurisdiction over this complaine
is lodged with the RTC and not che SEC. 23

From all the foregoing jurisprudential development, the following
conclusions can be drawn:

22600 8d. at 150,

227. Chendain, 06 SCIRA at 357,
228. K. ac 360-64.

229, 8d. ac 370-72 (cophasis supplicd).
230. 4d. at 372,
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(1) The SEC retains under the aegis of the SRC, all its
regulatory powers over all corporations registered under the
provisions of the Corporation Code, which includes in a
limited manner the exercise of regulatory adjudicative
functions aver corporate issues that do not impinge on the
original  and  exclusive  jurisdiction of RTC  Special
Commercial Courts over corporate cases under Section 5 of
P.D. No. go2-A.

(2) As borne out by the decisions in Universal Mills Corporation
and  Industeial Refractorics, when the controversy between
two parties involves a corporate issue that does not fall
within any of the corporate cases covered by Section § of
P.D. No. goz2-A, as when the controversy is between two
corporations who seek prority to the vse of a corporate
name, then the SEC retains the competence under Section 3
of P.D. No. goz-A to exercise purelv regulatory
adjudicative functions to resolve such controversy, when the
case 15 filed with it for resolution. The exercise of such
regulatory adjudicadive functions, outside of the scope of
Section § corporate cases, may be triggered, as in the
decision in Seenritios wird Exchange Comnmissivir, by a mere
request of legal opinion from the SEC. 23!

(3) As bome out by the Povident Dnterational  Resources
Corporation and  Orendain decisions, when it comes to
corporate issues that arise within intra-corporate relationship
or any of the corporate cases under Section 5 of P.[D. No.
002-A, whatever issues may fall within the SEC’s regulatory
adjudicatory function that constitute a part of the resolution
of the corporate case under Section 5 of P.D. No. goz-A is
now wholly outside the competence of the SEC to pursue,
whenever proper jursdiction has been assumed by the RTC
Special Commercial Courts on the nwin corporate case.
This is in accordance with the policy first enunciated in
Orendain that “Congress thereby recognized the expertise
and competence of the RTC to wke cognizance of and
resolve cases invelving intra-corporate controversies.”?32 Asg
will be discussed in Part III hereunder. such a holding
would be inconsistent with the well-established principle of
Doctrine of Prior Resort.

231, Securitfes aend Lxcdnpe Connnidssion, 246 SCRA at 745.

32,484 ac 351,
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What remains to be properly resolved are the jurisdictional issues ardsing
in a sitvation where the nwin controversy falls within the original and
exclusive jurisdiction of the RTC Special Commercial Courts, but an
ancillary remedy scught requires che exercise from the SEC of its regulatory
power (i.e., directing the call of a stockholders” meeting, revoking the
primary franchise of the corporation, amending the articles of incorporation
or the by-laws, among others). Would the RTC Special Commercial Courts
have the expertise or competence to direct such remedies, or must it (or can
it even} direct the SEC to undertake such remedial acts?

Although the Ywjuieo decision is on the affinmative side of the
proposition, vet there are other Supreme Court decisions thar take the
negative view. Resolution of such issues shall properly be covered in Part 11T
hereunder when discussing the particular areas of each of the corporate cases
under Section § of P.D. No. go2-A, as they now fall within the orginal and
exclusive judsdiction of RTC Special Commercial Courts.

2. The SEC’s Quasi-Judicial Powers Under the Corporation Code

During the pre-SR.C period. there were two corporate cases that did not fall
under Section 3 of P.DD. No. go2-A, or were otherwise treated separately
under the Corporation Code, namely: (1) corporate dissolutions proceedings
under Sections 119 and 121 of the Corporation Code; and {2) deadlock cases
coverng close corporations under Section 104 of the Corporation Code.

Bath corporate cases have always been treated separately and distincely
from the provisions of Section 5 of P.D. No. ogoz-A. Hence, since
Subsection 5.2 of the SRC expressly transferred out of the SEC its original
and exclusive jurisdiction only under Section 5 of P.D. No. go2-A, therefore
those found in other statutory provisions, mainly the Corporation Code,
remain within the original and exclusive judsdiction of SEC.

Such legal conclusion is supported by the fact that Subsection 5.1 of the
SRC itself expressly provides chat the SEC “shall have the powers and
functions provided by chis Code, |P.D.] Neo. go2-A, the Corporation
Code. "33

a. Corporate Dissolutions and Liguidation Processes

Apart from the power to dissolve a corporation under the provisions of the
Corporation Code, the SEC is granted under Section 6 (1) of P.D. No. goz-
A the power “[tlo suspend, or revoke, after proper notice and hearing, the
franchise or certificate of registration of corporations, partnerships or
associations, upon any of the grounds provided by law. 7234

233 SECURITIES REGULATION CODE, § 5.1,
234.P.D. No. go2-A, § 4 (1)
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Under Section 118 of the Corporation Code, voluntary petitions for
dissolution of corporations where no creditors are involved are within the
SEC’s competence to resolve, and the muatter is treated purely as an
admiinistrative matter with the proceedings commienced through the filing of
an application, rather than a pedton.?** Nevertheless, if there are
stockholders who are opposed to the proceedings and they must file an
action, transtorming the same into an adjudicatory proceeding, are we to say
that the case may be filed directly with the RTC Special Comumercial
Courts, simply because the controvemy falls neatly into the definition of
“intra-corporate controversies’?

More in point, under Section 119 of the Corporation Code, voluntary
dissolutions of corporation which may prejudice creditors would require the
filing of a petition with the SEC., which will hold a hearng on the matter,
after due notice to the creditors.2* Accordingly, although the Cormporation
Code makes no reference to P.ID. No. goz-A, and since they do not
constitute  corporate fraud cases, would such proceedings be considered
“intra-corporate cases’ as defined under Section 5 (b} of the P.DD. No. goz-
A? In other words, although the SRC did not divest the SEC of its powers
under the Corporation Code, would such proceedings now fall within the
original and exclusive jursdiction of the RTC Special Commiercial Courts?

Under Section 121 of the Corporation Code, involuntary dissolution of
corporations can be proceeded to by “the |SEC]| upon filing of a verified
complaint and after proper notice and hearing on grounds provided by
existing laws, rules[,] and regulations, ™7 a wholly quasi-judicial proceeding.
Are cases for involuntary proceedings now within the comipetence of the
RTC Special Commercial Courts siniply because they fall within che
concept of “intra-corporate controversies” of Section 5 (b} of P.D. No. goz-
A?

Proceedings for voluntary dissolution of corporations whenever creditors
are affected under Section 119, and proceedings for involuntary dissolution
under Section 121, both under the Comoration Code, certainly constituce
an exercise of quasi-judicial powers of the SEC as the term is defined under
aforecited jurisprudence. But dissolutions of corporations are not wholly
intra-corporate in nature because they also involve creditors and are
proceedings i rem. Yet it is clear that Section 5 of P.ID. No. goz-A does not
cover exactly such cases. In fact, the Commmittee on SEC Cases which
drafted the Interim Rules of Procedure on Corporate Rehabilitation, noted
in their recommendation to the Supreme Court that it may not be

235. CORPORALTION CODE, § 118.
236,04 8§ 119,
237 04§ 121,
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“proper”* to include provisions for corporate liquidation and dissolution in
the Interim Rules of Procedure on Intra-Corporate Controversies as one of
remedies that may be pussued in the RTC when rehabilitation proceedings
have not prospered since “the power to dissolve the corporate debtor
belongs to the SEC, and not the regular courts {Section 121). The SRC did
not transfer this judsdiction to the regular coures.” 23

In Consticlo Metad Corporation v, Planters Development Bank,24¢ the Court
recognized that while under Sections 119 and 121 of the Corporation Code,
“the SEC has judsdiction to order the disselution of a corporation,
judsdiction over the liquidation of the corporation now pertains to the
appropriate trial courts, 34!

[h]owever, the SECs jurisdiction does not extend to the liquidarion of a
corpotation. ... This is the reason why the SEC, in it 29 November 2000
Omunibus Order, dirceted thae ‘the proceedings on and implementation of
the order of liquidation be commenced ac the [RTC] to which this case
shall be transterred.” This is the correet procedure because the liquidation of
a corporation requires the sertdement of claims for and against the
corporation, which dearly falls under the judsdiction of the regular courts.
The trial court is in the best position to convene all the creditors of the
corporation, ascertain their claims, and determine cheir preference. 42

The decision does not conform with the previous ruling in Chling ».
Land Bunle of the Philippines*8 which held that although a petitdon for
declaration of insolvency of private corporation is strictly still wich che
regular courts which have exclusive and ordginal jurisdiction, the SEC
possesses nonetheless ample power under P.ID. No. 9o2-A to declare a
corporation insolvent and provide for its lquidation ax an ficident of and in
continparion of its already acquired jurdsdiction over petitioners to be declared
in the state of suspension of payments in the two cases provided in Section 3
{d) thereof.244

Considering that revocation of primary franchise of a corporation brings
about its dissolution, it is still provided in Section 6 (I} of P.D. No. goz-A
that the SEC is granted the powers to —

238 Memorandum from the Conunittee on SEC Cases o the Philippine Supreme
Court (Oct. 30, 2000) (on lile with Author).

239. {d.

240. Consuclo Mcetal Corporation v, Planters Development Bank, s5s SCRA 465
(2008).

241, 4d. av 473-74.

242, M.

243. Ching v. Land Buank of the Philippines, 201 SCRA 100 (1991).

244. 4d. av 197-201.



706 ATENEO LAW JOURNAL [VOL. 60:652

suspend, or revoke, after proper notice and hearing, the franchise or
certificate of registration of corporations, partnerships[,] or associations,
upon any of the grounds provided by law, including the following:

1. Fraud in procuring its certificate of registration,
2. Scriovs misrepresentation as to what the corporation can do

or is doing to the great projudice of or damage to the general
public;

3. Refusal o comply or defiance of any lawful order of the
Conmunission  cestraining  conunission of acts which would
amount to a grave violation of its franchise:

4. Continuous inoperation for a period of at least five years;
5. Failure o fle by-laws within the required pedod: Jor]

6. Failure to file required reports in appropriate  forms as
dercomined by e Conunission  within  the  prescribed
period. 245

The SEC's power to effect corporate dissolution is actually reiterated in
Section 5.1 (m} of the SRC which empowers the SEC to “[sJuspend, or
revoke, after proper notice and hearing the franchise or certificate of
registration of corporations, partnerships[,] or associations, upon any of the
grounds provided by law 724 In the same munner, under Section 6 (d) of
P.D. No. goz-A, the SEC may, on the basis of the findings and
recomniendation of the management committee, or rehabilitation receiver,
or in its own findings, determine that the continuance in business or such
corporation, or entity would not be feasible or profitable nor work to the
best interest of the stockholders, parties-litigants, creditors, or the general
public, and order the dissofutrion of such corporation or entity and ifs remafiting assets
fiquidated accordingly. 247 Finally, it must also be noted that both the Interim
Rules of Procedure on Corporate Rehabilitation and the Interim Rules of
Procedure on Intra-Corporate Contraversies, did not contafic provisions for
corporate dissolutions 24%

FRIA now includes proceedings for corporate dissolution pursuant to a
failed rehabilitation or as a consequence of corporate insolvency. Therefore,
outside  of rehabilitation and/or insolvency  proceedings, corporate
dissolution remains within the jurisdiction of the SEC under the provisions
of the Comporation Caode. We should be guided by what the Supreme Court

245.P.D. No. go2-A, § 4 (]).

240. SECURITIES REGULATION CODE, § 5.1 (m}.

247.P.D. No. go2-A, § 6 (d).

248. See generally INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE
CONTROVERSIES & INTERIM [RULES OF PROCEDURE FOR CORPORALE
[REHABILITATION.
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held in Providens Inrernativiad Resources Corporation that *|¢]onsidering thae the
SEC, after due notice and hearing, has the regulatory power to revoke the
corporate franchise — from which a corporation owes its legal existence —
the SEC must likewise have the lesser power”49 to oversee its dissolution
and liquidation.

b, Deadlock Cases for Closed Corporations

Under Section 104 of the Corporation Code (Deadlocks in Close
Corporations), it is provided that —

[If the dicecrors or stockholders [of a close corporation] are so divided
respecting the management of cthe corporation’s business and attairs that the
votes required for any corporation action cannot be obtained, with the
conscquence that the business and atfairs of the corporation can uo longer
be conducted o the advantage of the stockholders generally, the [SEC,
upon weitten petition by any stockholder, shall have the power 1o arbitrare
cthe dispute. [n the exercise of such power, the [SEC] shall have authority
to make such order .. including an order:

(1) Cancelling or altering any provision contained in the articles of
incorporation, by-laws, or any stockholders’ agrecment;

(2) Cancelling, altering[,] or eijoining any resolution or other act of the
corporation or its board of dircctors, stockholders, or officers,

{3} Dirccting or prohibiting any act of the corporation or its board of
dircctors, stockholder, officers, or other persons party 1o the action:

{4) Requiting the purchase ac their fair valuce of shares of any stockholder,
cither by the corporation regardless of the availability of unresericeed
retained carnings in its books, or by the other stockholders;

{53 Appointing a provisional dircctor:
{n) Dissolving the corporation: or
(7 Granting such other relict as the circumstances may warrant.#5¢

The foregoing ancillary powers are an exercise of the SEC's regulatory
or supervisory power over corporations, such as the cancelling or altering
provisions in the articles of incorporation and/or by-laws, directing or
prohibiting any act of the corporation or its board of directors, stockholders
or officers, and appointing a provisional director.

Deadlock cases govemning close corporation are undoubeedly intra-
corporate controversies, but governed peculiarly by Section 1og4 of the
Corporation Code. Would they now fall within the original and exclusive
jurdsdiction of the RTC Special Comumercial Courts, especially when some

249. Provident fiterparional Resources Corporarion, s34 SCRA ac 547.
250. CORPORATION CODE, § 104.
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of the powers that may be exercised {cancellation or alteration of che articles
or incorporation or by-laws, or the ordering of the dissolution of the close
corporation) are inherently exclusive prerogatives of the SEC? It is the
Authors” position that the judsdiction and adjudicatory power of the SEC
under Section 104 on deadlock cases for close corporations, remains separate
and distinct from the intra-corporate disputes governed by Section 5 (b} of
P.D. No. goz-A, and are unaffected by the provisions of Subsection 5.2 of
the SRC wansterrng intra-corporate cases to the original and exclusive
judsdiction of RTC Special Commercial Courts, based on the following
reasons:

(1) The deadlock cases, although a species of intra-corporate
controversies, are specialized cases involving only close
corporations peculiarly provided for and governed by the
Corporation Code, and not within the ambit of P.D. No.
g02-A;

(2) The special powers granted to the SEC are peculiardy found
in the Corporation Code, separate and distinct from the
SEC powers under Secton 6 of P.D. No. goz-A, and
cannot be deemed to have been contemplated in the tansfer
of jurisdiction effected under Subsection 5.2 of che SRC;
and

(3) There are regulatory and supervisory powers granted to the
SEC under Section 104 of the Corporation Code in
deadlock sitnations which pertain peculiarly to the SEC, and
which are bevond the powers of RTC Special Comumercial
Courts to exercise, such as the power to suspend or amend
provisions in the articles of incorporation and/or by-laws,

c. Seenarios Forescen on Corporate Dissolution Cuses and Close Corporation
Dicadiock Cases

Under the scenario that corporate dissolution cases and close corporation
deadlock cases still fall within the odginal quasi-judicial jurisdiction of the
SEC. one of the clear implications would be chat the SEC stands co-equal to
RTC Special Commercial Courts on such mateers. Thus, in Philippine Pucific
Fishing Co., Inc. ». Lui,*s' the Supreme Court held —

As alecady portrayed above, the partics came within the jurisdiction of the
[SEC] on the basis of the complaine of hercin petitioners. They claimed
their controversy with private respondents involved intra-corporate macters
within the exclusive jurisdiction of that body. The [SEC] took cognizance
thereolf, the partics discossed theic respective positions | | and, on the issucs
joined by them, e Conunission issucd the Jassailed] orders|.]

251. Philippine Pacific Fishing Co., linc. v. Luna, 112 SCRA 604 (1982).
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If any or all of said orders are crroncous, the organic act creating the [SEC],
[B.D>. Nao.] goz-A, provides the appropriate remedy, first within the [SEC)
wself, and vltimately 1 this Court. Nowhere does the law conpower any
Court of First Instance to interfere with the orders of the [SEC]. Not cven
on grounds of duc process or jurisdiction, The [SEC] 15, conceding
arguendo a possible claim of respondents, at the very least a co-cqual body
with the [RTC]. Lven as such co-cqual, one would have no power to
control the other. But the truth of the matter is that only the Supreme
Court can cijoin and correct any actuation of the [SEC).252

In addition, when the SEC is acting as a quasi-judicial tibunal, it has the
power to execute its decisions. Thus, Union Banle of thie Pinlippines v, Securitics
and  Exciange Connuission®s? held that where the SEC retined its quasi-
judicial jurisdiction over a case pursuant to the transition provision of the
SR.C, it must be deemed to have the power to execute its decision therein
— the eribunal which rendered the decision or award has a general power to
determine everv question of fact and law which may be involved in the
execution, 54

Even prescinding from the scenario that eventually the Supreme Court
will finally rule that corporate dissolution cases and close corporation
deadlock cases properly fall within the original and exclusive jurisdiction of
RTC Special Conunercial Courts falling within the coverage of Section 5 of
P.D. No. goz-A, nonetheless, proper consideration must be given (as it has
been so done in Part IIT hereunder), of the proper application of the doctrine
of primary jurisdiction vis-d-vis the acknowledged and reinforced position of
the SEC. as the primary administrative agency tasked to exercise regulatory
powers aver corporations registered under the Corporation Code.

III. CORPORATE LITIGATION
BEFORE THE RTC SPECIAL COMMERCIAL COURTS

A. Staturory and Juvisprudentiad Bases of the Jurisdiction of RTC Speciad
Comnmercial Courts over Corporare Cases

I. Section 5 of P.ID. No. go2-A: Primary Jurisdictional Basis for Corporate
Cases

The original and exclusive jurisdiction of the SEC, in the exercise of quasi-
judicial powers over corporate cases under Section 5 of P.I). No. goz-A,
covered four muain areas affecting corporations and those within the intra-
corporate relationships, namely:

252, 8dac 613 (cidng Pineda v. Lantin, 6 SCRA 757 (1962)).

253. Union Bank of the Philippines v. Sccuritics and Exchange Conunission, 409
SCRA 233 (2006).
254, 4d. 263-67.
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(1) Corporate Fraud Schemes;
{2) Intra-Corporate Dispures;

(3) Election, Appointmient, and Temnination Cases Involving
Directors, Trustees, and Officers: and

{4) Petitions for Corporate Suspension of Payments and/or
Reehabilitation.

For proper appreciation of the discussions hereunder, it would
prudent to quote directly Section 5 of P.ID. No. goz-A, thus —

Scction §. In addition to the regulatory adjudicative functons of the [SEC]
over corpotations ... registered with ir as expressly granted under existing
Taws and deceees, it shall have original and exclosive jurisdicrion to hear and
decide cases involving:

(@)

(b}

Devices or schemes cmployed by or any acts of the board of directors,
business  associares,  is officers[,] ... amounting  to faud  and
misrepresentation which may be derdmental o the nterest of the
public and/or of the stockholders ... or organizations registered wich

the [SEC];

Controversics arising out of intra-corporate ... relations, berween and
amony stockholders, membcers, or associates: between any or all of
them and dhe corporation, ... of which they are stockholders,
nicmbers, or associates, respectively: and between such corporation, ...
and the Stare insofar as it concerns their individual tranchise or cghe to
exist as such cntity;

Controversics in the clection or appoinuncnrs of dicccrors, trustees,
officers[,] or managers of such corporations;

Petitions of corporations, ... to be declared i the state of suspension of
paymenes in cases where the corporation, partnership[,] or association
posscsses sutficicnr property o cover all is debss bur foresees the
impossibility of mecting them when they respectively fall due[,] or in
cases where the corporation, partnership[,] or association has no
sufficient asscrs o cover liabilitics, but is under the nunagenicar of a
Rechabilitadon Recciver or Management Conunitree created pursuane
to this Deeree. 53

be

The characterization under Section 5 (b) of P.ID. No. goz2-A of the
relationship “between such corporation ... and the State insofar as it concerns
their individual franchise or right to exist as such entity™25% as falling within
“intra-corporate relations” is certainly a misnomer; for controversies arising
between the corporation and the State (represented by cthe SEC), fall within

255.P.D. No. go2-A, § 5 (cinphasis supplicd).
250.4d. § 5 (D).
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the fimst Juridical Entity Level of the Tri-Level Relationship in Corporate
Law.257

Accordingly, such controversies fall strictly within the regulatory or
administrative jurisdiction of the SEC over corporations registered under the
Corporation Code, and properdy full within the “absolute jurisdiction,
supervision[,] and control” powers of the SEC in Sections 3 and ¢ of P.ID.
No. goz-A.

In other words, issues adsing within the Jusidical Enrity Levet fall into the
regulatory powers of the SEC, rather than in its quasi-judicial powers under
Section 5 of P.D. No. goz-A. This is precisely the reason why Section 1 (a)
(2) of Rule 1 of the Interim Rules of Procedure on Intra-Corporate
Controversies, as it defines the “Cases Covered” therein, does not include
controversies arsing “between the corporation and the State” within its
coverage. "

Moreover, the charactedzation under Section 5 (b} of P.D. No. go2-A
of the reladonship “between the corporation ... and the public”2s as intra-
corporate relationship is also a misnonier, since that particular relationship
falls wichin the third Extra-Cosporate Level in the Tri-Level Corporate
Relationship,®* and constituced part of the original and  exclusive
jurdsdiction of the SEC over corporate fraud cases under Section 5 (a) of
P.D. No. goz-A.

Thus, the only true intra-corporate relationships within the coverage of
Section 5 (b) of P.D. No. goz-A, as identified in Union Glass & Conrainer
Corporation v, Securities and Exchange Cowrntission,*® are those “between the
corporation ... and its stockholders, ... members[,] or officers.” and “among
stockholders ... themselves|,]” respectively. 242

Lastly, petitions for corporate suspension of pavients and/or
rehabilitation under Section 5 (d) of P.D. No. goz2-A presented an
extraordinary confluence of all three levels of corporate relationship: the
exercise of the police power of the State over corporations to provide for a
proper management of their assets and operations in the event of financial
crsis or insolvency under the Juridical Entiry Level; the protection of the

257. See gonerally VILLANUEVA & VILLANUEVA-TIANSAY, suprd note 4, ch. 3 (for a
fuller discussion of this tri-level relationship in corporate law).

258, INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
§ 1@ ).

259. k.

260, See VILLANUEVA & VILLANUEVA-TIANSAY, supri note 4, ch. 3.

261. Union Glass & Container Corporation v. Sccuritics and Exclange Conmumnission,
126 SCRA 31, 38 (1083).

262.P.D. No. go2-A. § 5 (D).
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going concern value of the corporation for the benefit of the stockholders
under the Inrra-Corporate Level; and the protection or attempt to enhance the
value of the business enterprise and assets of the corporation to allow full
recover of the claiins of creditors, under the Extra-Corporate Level.

2. The Two-Tiered Test for Determining Proper Jurisdiction Over
Corporate Cases under Section 5 of P.ID. No. goz2-A

a. The Relarionstip Test

The earliest decision that defined and characterized che original and exclusive
jurdsdiction of the SEC under Section 5 of P.D. No. go2-A was rendered in
the 1081 decision in Sunset View Condomininm Corp. v, Campos, Jr.,** which
involved twa cases filed by a condominium corporation with the regular
courts to collect assessments levied upon buvers of its condominiam anits.?%4
In determining whether the SEC had proper jurisdiction over the cases on
the ground thac they involved “intra-corporate disputes,” the Suprenie
Court constituted a raling of what amounted to the “relationship test,” thus

lnasmuch as the private respondents are not shaccliolders of the petitioner
condominium corporation, the instant cases for collection cannot be a
‘controversy arising out of intra-corporate or partnesship relations between
and among stockholders, members or associates: berween any or all of them
and the corporatdon, partership[,] or associaton of which dhey are
stockholders, members[,] or associates, respectively” which controversics arc
under the original and exclusive jurisdiction of the [SEC]. pursuant to
Section 5 (b) of P.DD. No. go2-A. The subject matrers of the instant cases
according to the allegations of the complaine are under the jurisdiction of
the reeular courts, 253

The following vear, the relationship test was reiterated in Philex Mining
Corporation v, Reyes,** which involved an original petidon filed with the
regular courts for specific performance with damages, where the petitioners
sought to compel the issuance of certificates of stocks plus damages
sustained 247 The sole issue before the Court was whether the case involved
an intra-corporate dispute that was cognizable by the SEC, or whether the
regular courts continued to have jurisdiction since it involved the remedies
of specific performance with danwages *® It was posited in Plilex Mining

263, Sunset View Condonuinium Corp. v, Campos, Jr., 104 SCRA 205 (1981).
264, Id. at 207-u4.

265. 4d. ac j03.

266. Philex Mining Corporation v. Reyes, 118 SCRA 6oz (1982).

267. 4d. at 6o3-05.

268, fd. at 604-05.
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Corporation that the phrase “controversies, adsing out of intra-corporate
relations” as used in Section 5 of P.D. No. go2-A would refer to

countroversics, cascs[,] or inramuorals among|,] or berween[,] stockholders
and the corporation involving the cxercise of stockholders” privileges.
rights, benefit],] and their dutics in a corporation[;] and ... cases between
stockholders in [(1)] contesting or vying for a scat in the [bloard of
[d]itectors, [(2)] questions on voting by proxy, [(3)] clection and tenure of
office and qualification of dirccrors, [(4)] removal and resignation of
Dircetors, [(5)] repeal and amendment of corporate charter and by-laws,
[and (/)] questions on corporation mectings and increase of capital stocks,
[amony others). 2%

Ruling that cthe existence of the relationship between and among the
stockholders, or between the stockholders and the corpomation was a
necessary ingredient that would brng the controversy within the exclusive
jurisdiction of the SEC under Section 5, the Supreme Court enmphasized the
importance of the relationship test, chus —

The forcgoing interpretation docs not square with the intent of the law,
which 15 o scgregate from the general jurisdiction of regulac courts
controversics involving corpotations and diir stockholders and to bring
them o the SEC for exclusive cesolution, in much the same way that labor
disputes are now brought to the Ministey of Labor and Employvinent
(MOLE) and the Natonal Labor Relatdons Conunission {NLRC), and not
to the Courts, 27

Note therefore, that the emphasis of the relationship test as it was first
expressed in Sunset Fiew Condominimm Corp, pues the relationship existing
between the protagonists as by iwself placing the controversy within the
original and exclusive jurisdiction of the SEC under Secdon 5 of P.D. No.
002-A, and without which even the corporate nature of the controversy
does not warrant the SEC from assuming proper jurisdiction over the case.

Subsequently, the case of Union Glass & Conraiter Corporation expanded
the coverage of the relationship test, and began te touch upon what
eventually canie to be known as che “nature of the controversy test.” The
Ulon Glass & Contuinier Corporation case orginated as a derivative suait filed
with the SEC by a stockholder of Pioneer Glass seeking to annul the dacion
o puge transaction effected by the company of its mortgaged assets to and in
favor of DBP which, as the largest stockholder and principal creditor, was
alleged to have acted with fraud and self-dealing resulting in the gross
undervaluation of the transferred asset.*¥' The complaint alse sought to annul
the subsequent sale by DBP of the glass factory it received, through the

260, §d. at 606,
270, d.
271 Lhiont Glass & Conradner Corposation, 120 SCRA at 33-36.
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dacion en pago transaction, to another company called Union Glass at
enormous profit.>”> The prmary issue that had to be resolved by the
Supreme Court was whether the SEC had proper jursdiction under Section
5 of P.D. No. goz2-A to take cognizance of the case, especially with respect
to Union Glass which had ne intra-corporate relatonship with Pioneer
Glass.27? The Supreme Court noted that —

[n the ordinary course of things, petitioner Union Glass, as transferee and
possessor of the glass plane covered by the ducion enr pugo agrecimeat, should
be joined as party-defendant under che gencral cule which requires che
joinder of cvery party who has an interest in or licn on the property subject
mareer of the dispute. Such joinder of pactics avoids mwlidplicity of suits as
well as ensures the convendcnt, speedy[,] and orderly administration of
justice. But since petitoner Union Glass has no intra-corporate relation
with cither the complainant or the DBE, it joinder as party-defendant in
SEC Case No, 2035 brings the cause of action asserted against it outside the
jurisdiction of the respondent SCC.274

It chen laid down what would be formally referred to in jurisprudence
as the “reladonship test” (or the “status of the relationship of the parties”
test) in determining the proper exercise of the SEC's quasi-judicial power
under Section 5 of P.D. No. goz-A. thus —

Otherwise stated, in order thac the SEC can take cognizance of a case, the
controversy must pertain to any of the following relatonships:

(a} between the corporation ... and the Stare in so far as it franchise,
permic[,] or license to operate is concerned;

(b} berween the corporation ... and the poblic:

() berween the corporation ... and its stockholders, ... members, or
officers: and

{(d) amony cthe stockholders ... chemselves, 275

The Supreme Court ruled that since the corporation Union Glass had
ne intra-corporate relationship with the complainant, it could not be joined
as a party-defendant in said case in violation of the rule on jurisdiction.?7 It
directed that the complaint against Union Glass for cancellation of the sale of
the glass plant should therefore be brought separately betore the regular
courts; but such action, if instituted, shall be suspended to await the final
outconmie of the SEC intra-corporate case — because the validity of the

272 0. ac 33,

273 0d. ac 36,

274 0. ac 37
275 4d. ac 37-38.
2760, 0. at 37 & 30
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dacfonr en pago 15 a prejudicial question, the resolution of which is a logical
antecedent of the issue invelved in the action against Union Glass.?77

In Union Glass & Container Corporation, the Supreme Court gave the
rational for placing much importance in the relationship test in determining
the original and exclusive jurisdiction of the SEC over corporate cases under

Section 5 of P.ID. No. goz-A, but relating such quasi-judicial powers to the
regulatory powers under Section 3 thereof, thus —

This grant of jurisdiction [(under Sccton 5 of P.IY No. goz2-A)] must be
viewed in the light of the nature and functon of the SEC under the law.,
Scction 3 of [P.D.] No. go2-A couters upon the latter “absolute jurisdiction,
supervision, and  control  over  all  corporations,  partnerships[,] or
associations, whe are grantecs of primary franchise and/or license or permit
issued by the government to operate in the Philippines[.]” The principal
function of the SEC is the supervision and countrol over corporations,
partnerships[,] and associatons with che end in view thae invesoment in
these entities may be encouraged and protected, and their acuvities pursued
tor the promotion of cconomic development.

It is in aid of this office that the adjudicative power of the SEC muost be
excrcised. Thos the law explicidy specified and delimited ies jurisdiction to
mareers  intrinsically  connected  with  the  reguladon  of  corporations,
partnerships),] and associations and those dealing with the ineernal affairs of
such corporations, partnerships[,] or associations.*?*

Thus, duting the pre-SRC pedod, the existence of any of the Union Glass &
Conitainer Corporarion corporate reladonships was so critical in placing the
controversy under Section 5 of P.D. No. 9o2-A, such that even when the
issues involved in a case were seemingly corporate in character, since the
parties did not fall within the relationship test of Union Glass & Container
Corporation, then such case remained ouside of the jurisdiction of the
SEC.27 The rationale under such line of decisions was that since the SEC
was an administrative agency exercising quasi-judicial powers, then it
remained a tribunal of limited jurisdiction which can only assume to act with
proper jurisdiction over persons falling within the “intra-corporate
relationship™ mandated under Section 5 of P.D. No. go2-A, even when such
limication engendered a splitting of causes of action as to compel separate
actions with the regular courts for parties who fell outside of the intra-
corporate relationship.

277, Uhiiont Glass & Conradner Corporarion, 120 SCRA at 30.

278, 4d. at 18,

279, See geverally Development Bank of the Philippines v, Hustre, 138 SCRA 11
(1983): Rivera v, Florendo, 144 SCRA 643 (1984); Abgjo v, Dela Cruz, 149
SCRA 654 (1987); & Saavedra, Jr. v, Sceurdtics and Exchange Comimission, 159
SCRA 57 (1988).
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b, The Nuture of the Conrroversy Test

The Supreme Court followed-up its Uion Glass & Contafirer Corporation
ruling with its decision in DMRC Eitferprises v. Este Del Sof Mounrainn Resesve,
Diie. 2% establishing the nature of the controversy test, {or the test of “the
nature of the question that is the subject of their controversy™), where it
ruled that

[t]he purpose and the wording of the law escapes the respondent. Nowhere
in said decree do we find cven so mwoch as an indmardon thae absolute
jurisdiction and control is vested in the [SEC] in off matters affecting
corpotations, Te uphold the respondent’s argument would remerve],)] witheut feed
ispriniara],] frome the eoudar courrs all conflicis over murrrers fneolising or affecting
corporations, regardless of the aature of the transacions which give vise to such
dispures. The covrts wondd then be divested of furisdicion noe by reason of the
iature of the dispares sabuitred 10 them for adjudication, bur sofely for the renson
i the dispure fivolies o corporarion, This cannot be done, To do so would
not only be to encroach on the legislative prerogative to grane and revoke
jurisdiction of the courts but such sweeping interpretation may suffer
constitutional infirmity, Neither can we redoce jurisdiction of the cours by
judicial fiae,2¥!

In DMRC Esecrprises, the sole issue was whether it was the SEC or the
regular courts that had jurisdiction over a complaint for collection of sum of
money**? based on a contract of lease wherein rentals are to be paid partly in
cash and partly in shares of stock of the lessee-corporation.®® The Suprme
Court held that a collection action on a contract of lease which included
paviient of rentals in shares of stock is essentially civil in nature rather than
involving complicated corporate matters, and  remained within  the
competence of the regular courts to decide. 28

Subsequently, in Boman Envivomnearal Dev’t. Corp. v. Courr of Appeals, 283
the only issue to be resolved was

whether or not a suit brought by a withdrawing stockholder againse the
corporation to cnforce payment of the balance due on the consideration
[evidenced by a corporate promissory note] for the surrender of his shares
of stock and interests in the corporation, involves an intra-corporate

280. DMRC Enterprises v. Este el Sol Mountain Rescerve, Ine, 132 SCRA 203
(1984).

281, fd. ac 209-300 (emphasis supplicd).

282, 4. ac 207,

283, 4.

284. 4. ac 204,

285. Boman Environmental Dev't. Corp. v, Court of Appeals, 167 SCRA sq0
(14%8).
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dispute. ... The reselution of [which] will determine whether the [SEC] or
a regulac court has jurisdiction over the action,?8

In sustaining that the SEC had proper jurisdiction over the controversy
even though at the dme of the filing of the collection suit with the RTC,
the seller was no longer an officer or stockholder of record of the
corporation, the Suprenie Court ruled that the issues to be resolved still arose
from the intra-corporate reladonship, and the ability to determine a host of
corporate issues, such as the application of the trust fund doctrdne, remained
with the SEC,?*7 thus —

[the stockholder's] suic against the corporation to cnforce the lacer's
promissory note or compel the corporation to pay for [the] sharcholdings is
cognizable by the SEC alone which shall determine whether such payment
will not constitute a disteibution of corporate assets o a stockholder in
preference over creditors of the corporation. The SEC has exclusive
supervision, control[,] and regulatory jurisdiction to investigate whether the
corpotation has vnrestiicted reained carniings o cover the payment for the
shares, and whether the purchase is for a legitimate corporate purpose as
provided in Scetons 41 and 122 of the Corporation Codel.]

These provisions of the Corporation Code should be decimed wricten ino
the agreement beeween the corporation and the stockholders even if chere
is no express reference to them in the promissory note, The principle is
well seuded that an existing law cneers inro and forms pace of a valid
contract without nced for the partics’ expressly making reference o ir.

The requirement of onresrdcted retained carings o cover the shares s
based on the trust fund doctrine which means that the capial stock,
property[,] and other assets of a corporation are regarded as cquiry in truse
for the paymene of corporate creditors, The reason is that creditors of a
corporation are preferred over the stockholders in the distribution of
corporate asscts. There can be no  distribution of assers among  the
stockholders  without  first  paying  corporate  creditors,  Flence,  any
disposition of corporate funds to the prejudice of creditors is null and void,
‘Creditors of a corporation have the right to assume thae so long as there
are outstanding debts and liabilides, the board of dircctors will not use the
asscts of the corporation to purchasc its own stock[.] 28

Jurisprudential movement away from the sole significance of the
relationship test, and the granting of equal importance to the nature of the
controversy test, in determining the proper jurisdiction of the SEC over
corporate cases under Section 5 of P.D. No. goz-A was sustained in a series

286, 4d. at 541,

287, . au 40-48.

288. Ll at 547-4% (citing Lakas nr Manggagawang Makabayan (LMM) v, Abiera, 36
SCRA 437 (1y70) & Stcinberg v, Velasco, s2 Phil. 953 (1029)).
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of cases since the decisions in DMRC Enrerprises and Boman Environmental
Dev’t Corp™ All clearly demonstrate that not every suit involving a
corporation or incidentally arising from corpoerate relationship necessarly
cones within the quasi-judicial powers of the SEC under the “absolute
jurdsdiction, supervision[,] and control”*¢ Linguage of Section 3 of P.[D. No.
902-A, and that judsdiction over corporate cases under Section § thereof
should be detenmined by considering not only the status or relationship of
the parties bue also the nature of the question chat is the subject of their
CONLroversies.

3. RTC Special Commercial Courts Remain Courts of General Jurisdiction

Since Subsection 5.2 of the SRC merely transferred the original and
exclusive jurisdiction aver the corporate cases under Section 5 of P.D. No.
002-A to the RTC Special Commercial Courts, an area of development that
followed was how to handle pre-SRC rulings thac struggled with the face
that the SEC, being an adiministrative agency and o wibunal of limited
jurisdiction cotdd ot therefore: (a) take proper jurisdiction over persons who
did not fall within the intra-corporate relationships: or {b} rule on issues thae
were essentially civil, rather chan corporate, in nature,

Another issue that had to be resolved was whether RTC Special
Commercial Courts could, in deciding over corporate cases falling under
Section 35, exercise any of the powers expressly granted to the SEC under
Section 6, of P.D. No. goz-A.

a. The Lssue of “Splintiing” of RTC Jurisdiction Over Corporate Cases

The pre-SRC jurisprudence on corporate cases under Section 5 of P.D. No.
002-A allowed for a splitting of causes of action, i.e., that the SEC had
jurisdiction over corporate cases as it involved those within the intra-
corporate relationship: whereas, the martters that covered those involved in
the same controversies who were outside the intra-corporate relationship,
were cognizable by the regular courts of law. The basis for such pre-SRC
rulings was prdmanly the doctdne chat the SEC was o teibunal of linired
ftivisdiction.

With the enactment of the SRC, it was posited earier on that such
“splitting of causes of action” niay, at first blush, no longer cecur since the

289, See penerally Peneyra v Intermediate Appellate Court, 181 SCRA 244 (1900);
Embassy Farims, Inc. v. Court of Appeals, 188 SCRA 402 (1990); Viay v.
Court of Appeals, 101 SCIRRA 308 (1990); Orosa, Jr. v. Court of Appeals, 193
SCRA zur1 (1991); [nrestate Estate of Alexander T, Ty v. Court of Appeals, 350
SCRA 661 (2001); Vesagas, 371 SCRA at so8; & Nacpil v. Intercontinental
Broadcasting Corporation, 379 SCRA 653 (2002).

200.P.D. No. go2-A. § 3.
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corporate cases under Section 5 of P.D. No. 902-A have been transferred to
the RTC Special Conunercial Courts, which are also courts of general
jurisdiction. Unfortunately, upon closer analysis, issues of splicting of causes
of action may still occur even if these corporate cases fall within the
jurisdiction of the RTC because corporate cases under Section 5 of P.D.
No. 9o2-A have been segregated to specially-designated RTC branches, and
also because of the peculiar application of the Interim Rules of Procedure on
Intra-Corporate Controversies.

For example, since the Interini Rules of Procedure on Intra-Corporate
Controversies can apply only to corporate cases falling under Section 5 of
P.D. No. goz2-A, then they can only cover the “corporate aspects” of the
case or only the parties falling wichin the intra-corporate relationship rule.
Since the Interim Rules of Procedure on Intra-Corporate Controversies
apply only to corporate cases defined under Section 5 of P.D. No. goz2-A,
there is brewing controversy on whether they could cover a party-licgant
who does not fall within the definition of “intra-corporate relationship,” but
that his claim or ebligadion happened to be intertwined with the corporate
case. Accordingly, is it allowed for such non-intra-corporate party to even
file a separate case with the regular RTC and thereby avoid the sunmiary
effects of the Interim Rules of Procedure on Intra-Corporate Controversies
and instead be governed by the regular Rules of Count? What happens in a
case therefore involving non-intra-corporate parties? Does it mean that the
case canl be filed with the RTC Special Commercial Courts, bat that the
Interdm Rules of Procedure on Intra-Corporate Controversies would apply
as to the parties insofar as they fall wichin the corporate family, and che
regular Rules of Court provisions would apply as to non-intra-corporate
litigant?

The issue of splitting of jurisdiction aver Section § corporate cases under
the orginal and exclusive jurisdiction of the RTC Special Commercial
Courts was eventually addressed in Go Express Worddwide N. V. and Awilian
Managewent Services, Ine. v. Court of Appeals (Fourdt Division) (Go Express
Worldiide N.V),#" where two separate but inter-related cases were pending
among the sanie parties at the tinie the SRC came inte eftfect, namely:

(1) With the regular RTC, wherein the petitioner Go Express
Worldwide N.V. “sought to nullify the approval by che
Committee on Privatization and the notice of award issued
by the Asset Privatization Trust in favor of respondent
Filchart and to compel the defendants to perform all their
respective obligations under the joint venture agreements|,|”

201. Go Express Worldwide NV, and Amihan Management Services, Ine, v, Court
of Appcals (Fourth Division), s87 SCRA 333 (200y) [hercinafter Go Express
Haorldivide NI.
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pertaining to the joint-venture company, Pacific East Asia
Cargo Airlines, Inc. (PEAC), or, “in the alternative, to
nullify the transfer and/or issuance of subscribed shares of
stock in PEAC in favor of respondent Filchart;”2* and

(2) With che SEC, where the petitioner Filchart prayed for the
appointment of a management receiver for PEAC, the
nullification and amendment of certain provisions of the
articles  of incorporation and  by-laws of PEAC, the
recognition of the election of petitioner's directors, as well
as the inspection of the corporate books, which were issues
ruled to be “intra-corporate in nature as they pertain to the
regrulation of corporate affairs.” 293

With the eftectivity of the SRC, both cases were transterred to the
approprate RTC Special Commercial Court, and the issue that had to be
resolved by the Supreme Court was whether the onginal RTC civil case
“can proceed simultaneously |with] and independently |of] the intra-
corporate case or whether both cases should be consolidated or either case
suspended or dismissed.”?4 The Court characterized the effective powers
and prerogative of RTC Special Commercial Courts, as follows —

It should be noted thar the [Special Commercial Courts] are sall considered
courts of general jurisdictdon, Scction 5.2 of [the SRCY directs merely the
Supreme  Court’s designadon of RTC Dbranches chat shall  excrcise
jurisdiction over intra-corporate disputes. Nothing in the language of the
Law sugeests the diminucion of jurisdiction of those RTCs to be designared
as [Special Comnercial Courts]. The assignunent of intra-corporate dispuces
to [Special Commercial Courts] is only for the purpose of stecanilining the
workload of the RTCs so that certain branches thercol like the [Special
Commercial Courts] can focus only on a particular subject mateer.

The RTC exercising jurisdiction over an intca-corporate dispute can be
likened o an RTC exercising its probate jucdsdiction or sitting as a special
agrarian court. The designation of the [Special Commuercial Courts] as such
has not in any way limiced their jurisdicdon o hear and decide cases of all
mature, whether civil, criminall,] oc special proceedings. 295

In ruling that RTC Special Commercial Courts remain courts of general
jurisdiction that continue to have the competence to rule on issues beyond
intra-corporate controversies, the Suprenie Court held that

202, 4d.ac 136,
203 44, at 337,
204, 4d. ac 341,
205, 4d. at 144.
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[tlhere s no jurisdictional intirmity for cither court {the RTC hearing Civil
Case No. 96-17-675 and the [Special Commercial Court] assigned o hear
SEC Case No. 08-97-5740}, the only question that remains is whether
Civil Case No. g6-17-675 and SEC Case No. 08-g7-5746, now transterred
to the proper [Special Commercial Court], may proceed concurrendy or
should be consolidated or whether SEC Case No. 08-97-5744 should be
suspended to await the outcome of Civil Case No. u6i-17-675,2%%

and that the disposition of such issues is addressed to the discretion of the
RTC hearing both cases, thus —

The test o determine whether the suspeasion of the proceedings in the
[sccond case] is proper is whether che issues raised by the pleadings in the
[firse case] are so related with the issues raised in the [second case], such that
the resolution of dhe issucs in the [fisse case] would determine the issues in
the [sccond case].

The power to stay procecdings is incidental to the power inherent in overy
court to control the disposition of the cases on its dockets, considering irs
time and cftort, dhar of counsel and dhe litiganes, Boc if procecdings muost be
stayed, it muost be doue in order to avoid multplicity of suits and prevent
vexatious litigations, conflicting judgments, confusion between litganes and
courts. [t bears stressing that whether or not the RTC, in dhis case the
[Special Conuncrcial Court], would suspend the proceedings in the [second
case] is subunitted o irs sound discretion.

Thus, the [Special Commercial Court] to which SEC Case No. 08-9g7-5744
was transferred has sufficient discretion to determine whether under the
circumstances of the case, it should await the outcome of Civil Case No.,
GOH-17-675.297

The nuanner by which RTC Special Commercial Courts are able to
handle the final disposition of corporate cases assighed to them is really
within their judicial discretion, with ability to resolve issues that fall within
their power as courts of general jurisdiction.

The Supreme Court also noted in Go Express Worldwide N. V. that

[1Jncidencally, nor all che prayers and relicts soughic by cespondent .. can be
characterized  as  intma-corporate  in natuce. For  instance,  respondent
Filchart's petition docs oot allege that the cause of action for the
nullification of the management contract beoween PCAC and petitoncr
Amihan is being instcuced as a derivative suit. I is an ordinary action for
the nullificaton of a contract, which is cognizable by courts of gencral
jurisdiction. ¥

Further, it was held that —

206, Id.
207. GEY Lxpiess Worldiide NV, 587 SCRA at 340.
208, fd. at 145.
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The issuc of the interpretation of the provisions of the joint ventuce
agreements s among the subjects of Civil Case No. 96-17-675. On the one
hand, petitioner Go Express is claiming thercin that the joint venture
agreciments requiring the peritioner GI) Express” consent to the sale of
PADC’s shares in PCAC muost be cnforced while respondent Filchart
institueed SEC Case No, 08-97-57460 precisely to aullify the said provision.
There is no doubt that the objects of both suits are necessarily connected:
henee, respondent Filchart's prayer for the nullification of the joint venture
agreciments should have been raised as a defense in Civil Case No. g6-17-
675 because there exists a logical relationship beoween the two claims,
Conducting scpacate trials of the respective daims of the partics would
cntail substantial duplication of dnie and cffort by the partics and the
court. v

In other words, RTC Special Commercial Courts have greater leeway
today in handling corporate issues than when corporate cases were being
heard by the SEC during the pre-SRC period, and certainly greater leeway
than regular RTCs. Note, however, that in Calleja v, Panday, 2 it was held
that a RTC, which is not designated as special commercial court and o
which a corporate case under Section 5 of P.ID. No. go2-A was filed, did not
have the requisite authority nor power to order the transfer of such case to
the proper RTC Special Commercial Court;¥' and chat the only action that
it could take on the matter was to dismiss the petition for lack of
jurisdiction, 392

Thus, Ge Express Worldwide N. 170 is authority to state that the issue of
splitting of causes of action in Section 5 corporate cases can still occur, due
to the special corporate jurdsdiction of RTC Special Commniercial Courts and
the peculiar application of the Interim Rules of Procedure on Intra-
Corporate Controversies; but that RTC Special Conmmiercial Counts, in the
exercise of their powers as courts of general jurisdiction, may choose, taking
into consideration the public policy for the speedy disposition of justice, to
either conselidate such cases, to allow both to proceed independently in each
of the other jurisdiction, or for the case with prejudicial question issues to be
suspended to await the decision of the other case.

b, The Poteers in Section 6 of P.D. No. goz-A Which May Be Exescised by
RTC Special Commercial Courts
Although nothing on the mateer is specifically stated in Subsection 5.2 of the

SRC, it reasonably follows that the powers vested with the SEC under
Section ¢ of P.D. No. goz-A have also been vested with RTC Special

200, fd.

300, Callgja v. Panday, 483 SCRA 680 (2000).
301, 4d. at 6u2-03.

302, 4d. ac i,
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Commercial Courts in exercising their judsdiction over Section 5 corporate
cases. Having also conceded that Section 6 powers insofar as they pertain to
the exercise its regulatory powers remain vested with the SEC, the main
issue that had to be resolved was what extent of the powers in Section 6 of
P.D. No. goz-A are deemed transferred 1o the RTC Special Commnercial
Courts,

The matter began to be tackeld in the 2006 decision in Punongbayan v.
Puiiongbayan,  Jr.39% where the issue was whether the RTC Special
Commercial Court to which a Section 5 corporate case has been transferred
from the SEC, had the power to dissalve the management committee that
was constituted previously by the SEC.3%4 The Supreme Court held in the
affimnacive, thus —

[Thhe RTC assumed powers provided under Scctions s and 6 of
Presidential Decree No, go2-A quoted cadicr. As such, it has the discretion
to grant or deny an applicaton for the crcation of a managenent
conunitees, aving the power 0 create 2 IM@AAgenent couicee, it
follows that the RTC can order the rcorganization of the existing
nanagement conuuiteee, [lere, knowing that the deadlock amonyg the
members of the commicee appointed by the SECY may lead w the
paralyzation of the school's business operations, the RTC removed the said

ncmbers and appointed new members, 3%

Subsequently, Yujuico, where one of the issues to be resolved was
whether an RTC Special Commercial Court in a Section 5 corporate case
had the power to issue a writ of preliminary injunction to order the holding
of a special stockholders” meeting on the allegation that only the SEC has the
regulatory power to order the holding of such meeting, held thac “[u]pon
the enacoment of ... |SRC| which took effect on [8 August 2000], the
jurisdiction of the SEC over intra-corporate controversies and ather cases
enunierated in Section 5 of P.D). No. go2-A has been rransfersed to the courts
of general judsdiction, or the appropriate RTC.739% T also aftimied chat all
the powers granted to the SEC under Section 6 in order to properly
discharge its adjudicatory powers in Section 5 of P.ID. No. goz-A, have been
assunied by the RTC special commercial courts, thus —

[Thhe RTC has the power o hear and decide the  iacra-corporate
courroversy of the parties herein, Concomitane to the power of the RTC
to hear and decide intra-corporate controversics is the authority to issuc
necessary or incidental to dhe carrying out of powers expressly yranted o it
Thus, the RTC may, in appropriate cases, order the holding of a special

303, Punongbayan v. Punongbavyan, Jr., 401 SCRA 477 (2000).
104. 4. at 483-84.

305, 4d. at 487.

306, Yujuico, 513 SCRA ar 257 (cimphasis supplicd).
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mecting of stockholders or members of a corporation involving an intra-
corpocate dispute under its supervision. <7

As has been discussed previously, the inaccuracy of the doctrinal
language vsed in Yujuico was unfortunate for aside from holding that RTC
Special Commercial Courts have “supervision” over corporations {which
they obviously do not have), it referred back to the erronecus doctrine in
the earlier decision in Moraro which held that the SEC has been denied all
powers under Section 6 of P.[D. No. goz2-A, despite the face that one of the
supetrvisory regulatory powers of the SEC confinned under Subsection 5.1
(k) is to *|clompel the officers of any registered corporation or association to
call meetings of stockholders or members thereof under its supervision, 3%

4. Interim Rules of Procedure on Intra-Corporate Controversies

The Interim Rules of Procedure on Intra-Corporate Controversiesi ™
expressly provide that chey are applicable to the following corporate cases:3'®

y Corporate Fraud Cases;

Intra-corporate Disputes;

3) Election/Appeintiments cases of Directors and Officers;

4y Inspection of Corparate Books; and

{1
(2)
(3)
(4)
(s) Dervative Suits.

Corporate fraud cases falling under Section 5 (a) of P.D. No. goz-A are
not necessarily limited to “intra-corporate cases” for they cover a wide range
of corporate practices, including issuance of debt securities that cause damage
to the public based on fraud.

d. Nanre and Characteristics of the Tnrerime Rule

The Interim Rules for Intra-Corporate Controversies consider intra-
corporate cases to be “sununary in nature” in that:

{1y All decisions and orders issued under che Inferine Rudes shall
be immediately executory, unless restrained by an appellate
court;3!!

107. 4. at 257,

308, Morare, 430 SCRA at 438, 453-54, & 4358,

300, Sce genentlly INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE
CONTROVERSIES.

310 0d rule 1, § 1.

3114 rule 1, § 4.
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(2) Certain pleadings are expressly prohibited (e.g., motion to
dismiss, motion for bill of particalars, motion for
postponenient, ete.) to expedite resoludon of the issues on
the nierits;3™

(3) Mandate cthat oral evidence shall be submictted in affidavit
form;#'?

(1) Provide specific periods within pleadings shall be filed and
resolutions are to be made; and

(s) Direct chat the presiding judge nmay, upon verfied
complaint filed with the Office of the Court Administrator,
be subjected to disciplinary action for failure to observe the
special summary procedures prescribed in therein. '+

Sy Tiong Shiow v, Sy Cliin, '3 recognized that there is a conflict between
Rule 1, Section & and Rule 2, Section 2 of the Interim Rules for Intra-
Corporate Controversies, in that while a third-party complaint is not
included in the allowed pleadings. neither is it among the prohibited ones. It
resolved the conflict as follows —

A third-party  complaint is not, and should net be  prohibited in
controversics governed by dhe [nterim Rules of Procedure for 1nter-
Corporate Controversics. Jurisprudence is consistent in declading thac the
purpose of a third-party complaine s to aveid circuitry of action and
unnecessary proliferation of law suits and of disposing cxpeditously in one
litigaton all the matters adsing from one particular ser of facts [—] the
sonumary nature of the proceedings governed by the Interim Rules, and the
allowance of the filing of third-party comiplaings is premised on one
objective, which is expeditious disposition of cases. 3%

b, General Proliibition in the Tnteriny Ruddes Against Nutsance and Havassinent
Suits
L -

In line with the underlying policy embodied in the Inrerim Rules that the
cases covered should be resolved in the most expeditious manner possible,
Section 1 (b}, Rule 1 thereof expressly declares that “[n]uisance and
harasstient suits are prohibited.”'7 In case of nuisance or harassment suit,

312 M rule 1, § 8.

313 4 rule 2, § 8 & rule s, § 1.

314 A role 11, § 2.

315. Sy Tiong Shiou v, Sy Chin, s82 SCRA s17 (2009).

316, 4d. at 542,

317. INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 1, § 1 (b).
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the RTC Special Commercial Courts may, woft proprio or upon motion,
forthwich dismiss the case.

In determining whether a suit is a nuisance or harassiment suit, the RTC
Special Conunercial Courts are mandated to consider among others the
following:

(1) Extent of shareholdings or interest of the initiating
stockholder or member;

(2) Subject matter of suit;
(3) Legal and factual basis of the complaint;

{4 Awvailability of appraisal rights for the ace(s) complained of:
and

(s} Prejudice or damage to the corporation in relation to the
relief soughe.?'®

In addition, under Section 1, Rule 11 of the Interim Rules for Intra-
Corporate Controversies, the RTC Special Commniercial Courts may, upon
motion or weft proprio, impose appropriate sanctions on the parties or
counsel in case the suit filed is found to be a nuisance or harassment suit,
which mav include an order to pay the other party or parties the amount of
the reasonable expenses incurred because of the act complained of, including
reasonable attorney's fees 319

As can be gleaned from the foregoing enumerative examples, parties to
corporate cases are not allowed to avail of the special route offered by the
Intedm Rules for Intra-Corporate Controversies when more adequate
remedies are available (e.g., exercise of appraisal rights), or the dght soughe
to be established is not importane or serious enough to have to meddle into
the operations of the corporate enterprise {e.g., prejudice or damage to the
corporation is not serious, the subject matter is not of serious consequence,
or the legal or factual bases for the reliefs are not well-defined). Such an
atticude in the Interim Rules for Intra-Corporate Controversies is consistent
with the general principle of business judgment rule prevailing in corporate
world.

¢. RTC Powers Under the Interime Rudes
(1) The Management Conunittee

(1) Nature of a Management Committee

1158, 4.
31 0d rule 11, § 1.



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 727

Although the Supreme Court has characterized the function of the
Managenient Connittee constituted in corporate cases as “[a] management
commiiteee is tasked to munage, take custody of and control all existing assets,
funds and records of the corporation, and to determine the best way to
protect the interest of its stockholders and creditors:”32° nonetheless, it has
ruled that the Management Commnittee is not a representative or agent of the
stockholders, chus —

A management conunittee is not the representative or agent of che
stockholder upon whose instance the comumittee has been appointed;
rather, it is for the dine being a ministerial officer and represcucative of the
court hearing che derivative suit, Since is appoinunent is for the benefic of
all inrerested pactics, it holds and manages e property for the benefic of
chose ultmately cntided o, and not primarily for the benefic of the pacty at
whose instance the appointient has been made, 32!

(2) Grounds for the Appointment of a Management Conunittee

Section 6 {d} of P.D. No. goz-A provides for the power of the SEC, now
the RTC Special Commercial Courts, to constitute a Managenient
Commnittee, thus —

d) To creare and appoint a management conunireee, board or body upon
potition or sty proprio to undertake the management of corporations,
pactnerships or other associations not supervised or regulated by other
SOVCOLICHC agencics in appropriate cases when there is inminene danger of
dissipation, loss, wastage or destruction of asscts or othicr propertics or
paralyzation of business operatons of such corporations or entitics, which
may be projudicial o the interese of minority stockholders, partics-lidgants
or the gencral public.?22

Addidonally, Section 1, Rule ¢ of the Interim Rules for Intra-Corporate
Controversies provides —

As an incident to any of the cases filed under these Rules .. a party may
apply for the appointment of a management conumnittee for the corporation,
pactnership or association, when there is inuninent danger of:

{1} Dissipation, loss, wastage or destruction of asscts or other propertics:
and

320, Punongbayan, 401 SCRA at 4806,
321 Jacineo v, First Women's Credic Corporation, 410 SCRA 140, 147 (2003).

322. P.DD. No. go2-A, § 6 (d) also provides thao the SEC “may create or appoint a
nanagement conunittee, board or body o undertake the management of
corporations, partierships or other associations supervised or regulated by other
govermuent agencics, such as banks and insurance companics, upon request of
the government agency concerned.” P.D. No., go2-A, 4 6 (d).
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{2) Paralyzation of its business operations which may be projudicial to the
interest of the nunority stockholders, pactics-litiganes or the general
public.#21

Sy Chim v. Sy Siy He & Sows, Inc,?*4 ruled chat borli atorequoted
conditions must both be present, thus —

The ratonale for the need to cstablish the contlucnce of the two (2)
requisites under Scection 1, Ruole 9 by an applicaue for the appoinument of a
mamagement  committee 15 primacily based opon the fact dhat such
comuniteee and receiver appointed by the court will immediately take over
the management of the corporation, partership[,] or association, including
such power as it may deem appropriate, and any of the powers specified in
Scetion § of the Rule.

[ndeed, upon the appointmicnt of a cecciver, the duly clected/appoineed
officers of the corporation are divested of the management of such
corporation  in favor of the management conunittee/receiver. Such
transference of cthe corporation’s  management will  certainly have a
negative, if not crippling cffecr, on the operations/afhairs of the corporation
not ouly with banks and other business insticutions including those abroad
which it deals business with., A wall of uncertainey is crected: the short and
long-term plans of the management of the corporadon are disrupred, if nor
derailed. 325

Sy Cliinir held cthat since neither P.D. No. goz-A, the SRC, nor the
Interim Rules for Intra-Corporate Controversies define “inuninent danger,”
it ruled that —

‘Danger’ is a general wrm, including peril, jeopardy, hazard and risk: as
used in the Rule, it refers to cxposure or liabiliey o injuey. ‘Imuminent
refers o somcthing which is threarening o happen at once, somcthing
close at hand, somedving to happen upon the instant, close although not yer
happening, and on the verge of happening, 32°

Similarly, Sy Chim also held that —

the creation and appointment of a magagenent conumireee ... is an
extraordinary and drastic remedy to be exercised with care and caucion; and
only when the requirements under the [Interim Rules for Intea-Corporate
Controversics] are shown. [o is a drastic course for the benefic of the
minority stockholders, the partics-litiganes or the general public ace allowed
only under pressing  circunstances and, whea  dhere s inadequacy,
incffectoal or exhaustion of legal or other remedics. The power to

323 INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 9, § 1.

324.5y Chim v. Sy Siy Ho & Sons, 480 SCRA 465 (2000).

325. 4. ac qua-ub.

3200 K. ar qu7 (citing Continental Hlineis Western Bank v, United States of Aincrica,
504 F.ad $86 (1974)).
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mtervene betore the legal remedy is exhaosted and misused when it is
exercised in aid of such a purpose. The power of the court to continue a
business of a corporation, partnership[,] or association must be exercised
with the greatest care and cavdon. There should be a full consideration of
all the attendanc faces, including the interest of all parties concerned. 327

Finally, Sy Chim held that although past conduct and condition of the
corporation may be considered in detennining the present sicuation and
what the futare will be,

a management conumiteee or reeciver will not be appointed merely because
of things done or attempted at a past tme when che present situvation and
the prospeets for the future ace not such as to warrane raking the conreol of
the property ouc of the hands of its owncers. The circumstances o justify
the  appoinmment of &  managenent  conumnittee/recciver  must be
extraordinary and something more must be shown that past misconduct
and 2 mere apprehension based dhercol of tuture wrongdoing, To repeat, in
the absence of a strong showing of an inuninent danger of dissipation, loss,
wastage[,] o destruction of assets or other propertics of the corporation and
pacalysis of its business operations, the mere apprehension of futuce
misconduct based upon prior mismanagement will not authorize the
appointuicnt of 4 management conunittec/recciver, 2%

Indeed, the Court had earlier held in Jacinte v. First Women's Credit
Corporation,**? that

[ln excrcising the discretion to appoint a management comunittes, the
officer or tribunal betfore whom the application was made muost rake into
account all the circomstances and faces of the case, the presence of
conditions and grounds justifying the relicf, the ends of justice, the rights of
all the partics interested  in the controversy  and  the  adequacy  and
cffectiveness of other available remedics. The discretion muost be exercised
with great caution and ciccumspection and ouly for a reason strongly
appealing o the wibounal or officer excrcising jurisdiction. At any raw, once
the discretion has been exercised, the presumption o be considered is thac
the officer or wibunal has faitly weighed and appraised the evidence
subinireed by the partics.#3°

In construing the proper exercise of the power under Section 6 (d} of
P.D. No. goz-A to appoint 2 management conmittee/receiver, the Court

held —

A rcading of the aforccited legal provision reveals that for a minority
stockholder to obtain the appointment of an  interim  managcinient
comuuittee, he must do more than merely make a prinsg focie showing of a

327. 4. ac qu6-y7.

728. 4. at soo-o1.

329. Jacinto v. First Women's Credic Corporation, 410 SCRA 140 (2003).
130, 4d. ac 145,
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denial of his right to share in the concerns of the corporation: he must
show that the corporate property 15 in danger of being wasted and
destroved: thae the business of the corporation 15 being diverted from the
purpose for which it has been organized: and that there 15 serious
paralvzation of operations all to his detriment, e is only in a strony casc
where there is a showing that the majordty are clearly  violating cthe
chartered cghes of the minority and puotting chcir intereses in inuninent
danger that a management commitee may be creared.

[M]ere disagrecimnent among stockholders as 1o the affairs of the corporation
would not i dself suffice as a ground for the appoinunent of a
MANAgenent comnittes, Ac least where there is o imuminent danger of loss
of corporate property or of any other injury to stockholders, managenment
of corporate business should nor be wrested away from duly <lected
officers, who are prima facie cntitled o administer the aflairs of the
corporation, and placed in the hands of the management conmumittee,
Flowever, where the dissension among stockholders is such char the
corporation  cannot successtully  carcy  on its corporate  functions the
appoinicit of 4 managenent comuutee becomes unperative.*?!

Since the situation described in Jeefnio is similar co the “deadlock
sitvation”  for close corporations covered uander Section 104 of the
Corporation Cade, the Court ruled —

Addidonally, as admiteed by dhe pardes and borne out by the evidence on
record, the prevailing incernal dispute and feud between petitioners and
Karayama have resulted in the roral paralization of FWCC's business
operations and adversely affeeted is collection cfforts. In view of these
faces, llearing Officer Palmares was cleady justficd in ordering the
appointment of che [laterim Manageiment Conunittee] to oversee the
opcration of FWCC and preserve is assets pending cesolution of partics”
dispute. 232

Puirongbayan held thae, under the SRC, the RTC assumed powers
provided under Sections 5 and 6 of P.D. No. goz-A3 and

[a]s such, it has the discretion tw prant or deny an application for che
creation of a management committee|, and having] che power o create a
nanagement  conuniteee, it follows that the RTC can order the
reorganization of the existing manageiment comunictee, 1lere, knowing that
a deadlock amonyg the members of the comumittee (appointed by the SEC)
may lead to che paralyzation of the school's business operations, the RTC
removed the said members and appointed new members, #34

1.4 at 145-46.

(]
L)

2 0 at 147,

(]
L)

(]
L

3. Punongbayan, 401 SCRA at 477.
334. 0. av 487,
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(3) Powers of the Management Committee

Section 6 (d) of P.D. No. goz-A provides for the following powers and
duties of the Management Conunittee when it is constituted, to wit:

{1) To take custody of, and control over, all the cxisting assets and
property of such entitics under management;

{2) To cvaluate the existing asscts and liabilities, carnings and operations of
such corporations, partnership or other associations;

{3) To determine the best way to salvage and protece the interest of the
investors and creditors;

{4) To overrule or revoke the actions of the previous management and
board of dircctors of the entity or entitics under management
notwithstanding any provisions of law, articles of incorporation or by-
laws to the contrary,

{53 To study, review and cvaluare dhe feasibility of continuing operations
and cestructure and rehabilitate such entities it detennined o feasible
by the SEC (now the RTC) until dissolved by order of the SEC {now
the RTC):

Provided,  fenever, That the SEC (now RTC Special Commcrcial
Courts) may, on the basis of the findings and recommendacion of the
Management Commictee, or in its own findings, determine thae the
continvance in business of such coporarion or ety would not be
feasible or profitable nor work to the bese interest of the stockholders,
pactics-litigranes, creditors or the general public, order the dissolution of
suelt corporation o entity and (s remaining assers liguidared aecordingly; Jand)

() To report and be responsible to the SEC {now the RTC Special
Commercial Courts) until dissolved by order of the SEC, 335

A “safe harbor clause™ is provided for in the last paragraph of Section 6
{d) of P.[D. No. goz-A to the effect that —

The pumagement committee, or rehabilitation recciver, board or body,
shall nor be subject to any action, claim or demand for, or in connection
with, any act done or omitted o be done by it in good faith in excrcise of
its functions, or in conncction with the excrcise of its power hercin
couferred. 330

On the other hand. Section 5, Rule g of the Interim Rules of Procedure
for Inter-Corporate Controversies provides for the following powers and
functions of the Management Committee —

3135.P.D. No. go2-A, § 6 (d) (cimphasis supplicd).
3300 4.
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Upon the assumption of office of the management comumittee, the recetver
shall immediately render a report and turn over the management and
control of the eatity under his receivership o the management committee,

The management conmunittee shall have the power to take custody and
control of all assets and propertics owned or possessed by the entey under
management, o shall take the place of the managemenr and board of
dircctors of the entity and assume cheir righes and  cesponsibilities and
preserve the enrity's assets and propertics in its possessiot.

Without limiting the genceality of the forcgoing, the managencnt
comunittee shall excrcise the following powers and finctions:

(1) To investigate the acts, conduct, propecties, liabilitics, and financial
condition of the cutity vader management conuitted;

{2) To examine under oach the dirccrors and officers of the cntity and any
other witniesses that ic may decm appropriate:

{3) To report to the court any fact pertaining to the cavses of the
problems, fraud, misconduct, mismanagement[,] and ircegularitics
comunitted by the stockholders, diccetors, manageiment[,] or any other
person;

{4y To cmploy lawyers, accountanes, auditors, appraisers[,] and staff as ace
necessary in performing its functons and duties a5 managemoent
COMNIMELE L]

(s} To report to the court any material adverse change in che business of
the cntity under magazrement comuuues;

() To evaluate the existing asscts and labilities, carings[,] and operations
of the catity under manageiment comnutes;

(7} To determine and recommiend o the court the best way to salvage and
proteet the interest of tic creditors, stockholders[,] and che general
public, including the cchabilitation of the cntity under managenent
COMNIMELE L]

{8) To prohibit and report o the court any cncumbrance, traonsfer, or
disposition of the debtor's property outside of the ordinary course of
Lsusiness or what is allowed by the court;

(o) To prohibit and report o the court any payments made outside of the
ordinary course of business:

(16) To have unlimited access to the cmployees, premises, books, records[,]
and financial documents during business hours;

(11) To inspect, copy, photocopy[,] or photograph any document, paper,
book. accoune or lewer, whether in the possession of the corporation,
association ot partnership or other persons:

(12) To gain entry uito any property for the purposes of inspecting,

nicasuring, surveying, or photographing itf,] or any desimaced relevane
abject or operation thercou;
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(13) To bring to the attention of the court any material change affecting the
entity's ability to mect its obligations;

(14) To revoke resolutions passed by the Executive Committee or Board of
Dircctors/ Trustees o any  governing body  of the cntity  under
nanagement committee and pass cesolution in substitution of the same
to cnable 1t to more cffectively exercise its powers and functions;

(15) To modify, nullify[,] or revoke transactions coming to its knowledge
which it decins dewrimeneal or prejudicial to the interese of the cndity
under management comnutee;

(16) To recommend the teanination of the procecdings and the disselution
of the cntiey if it deternmines chat the continuance in business of such
cntity s no longer feasible oc profitable or no longer works to the best
interest of the stockholders, partcs-litigants, creditors[,] or the general
public:

(17) To apply o the court for any order or directive that it may deem
necessacy or desirable to aid him in che exercise of his powers and
pertormanee of his dutics and functions; and

(18) To excreise such other powers as may from time o tme be conferred
upon him by the coure. #37

The Chaimian of the Managenient Commniittee is to be chosen by the
members from ameng themselves, and thac a majority of che members shall
be necessary for the management conmittee to act or make a decision. It
authorizes the commnittee to delegate its managenient funceons as may be
necessary to operate the business of the entity and preserve its assets. 33

(i) Power to Appoint Comprtroller and Independent Audicor

On one hand, Sy Chim ruled that the RTC Special Commercial Courts
do sof have the power to appoint a comptroller prior to the appointmient of a
managenient conunittee or receiver, but conceded that when so appointed,
the nunagenient committee or receiver would have the power to ratity such
appointhient pursuant to Section 5, Rule ¢ of the Interim Rules of
Procedure for Inter-Corporate Controversies, It defined a “comptroller” as
“an officer of a business, charged with certain duties in relation to the fiscal
affairs of the same, principally to examine and audit the accounts, to keep
records, and report the financial situation from tinie to time. 339

On the other hand, Sy Clim alse held thac the RTC Special
Conmercial Courts have the discretion in appointing an independent
auditor even when no management committee or receiver has been

337. Interim Rules of Procedure for [ntra-Corporate Controversies, rule 9, § 5.
338 4d rule 9, § 6.
339. Sy Clim, 480 SCRA at s01.
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appointed — “Such appointmient is approprate and even necessary if only to
limit the issues for trial and thus abbreviate the proceedings. ... Moreover,
such andit would forestall any misappropration of corporate funds and assets
of respondent corporation in the interin, 734¢

Sy Chim further held that when there is allegation of misappropriation of
corporate assets, “an independent audit is imperacive in this case so that,
based on such report, the RTC would be able to determine the veracity not
only of respondent’s claim that petitioners misappropriated corporate funds
and assets, but also that of petitioners who claim otherwise 34!

Based on the Sy Chin disquisitions, we can conclude that the difference
between the power of the RTC Special Commercial Courts to appoint an
independent director and its lack of power to appoint a comptroller sans the
managenient comniittee or receiver, can be seen from the diverse role of the
two positions — a comptroller comes in and takes control of the financial
aspects of the company and the covering records; whereas an independent
director conducts its own audit and evaluation of the operations and financial
condition of the company, and does not exercise any business judgment or
discretion in any aspect thereof.

B. Cotporare Fraud Seheme Cases

Subsection 5.2 of the SRC, in relation to Section 5 (a) of P.D. No. goz-A,
provides that the RTC Special Commniercial Courts have original and
exclusive junsdiction over cases involving “|d|evices or schemes employed
by or any acts of the board of directors, business associates, its officers or
partiers, amounting to fraud and misrepresentation  which may  be
detrimental to the interests of the public and/or of the stockholders, partners,
members of assoclations or organizations registered with the SEC.7342

The specific language of Section 5 (a) of P.D. No. gu2-A covers two
types of corporate fraud cases, namely:

(1) Those that fall within the intra-corporate level — “frand
and misrepresentation which nmay be detdimental to the
interests ... of the stockholders;”*4% and

(2) Those outside of intra-corporate relations, within what we
refer to as “the extra-corporate level” — “fraud and

140, &d. at 502,

341. 4.

342.P.DD. No. go2-A, § 5 ().
343 dd.



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 738

misrepresentation which may be detrimental to the interests
of the public.”44

The distinction between the two types of fraud scheme cases was
important during the pre-SRC period for the following reasons:

(1} Section 3 {a) corporate fraud “against the public” cases were
animated by the “absolute jurisdiction, supervision[,] and
control” powers of the SEC. under Section 3 of P.D. No.
goz2-A. which recognizes that the State, acting through the
SEC, retained an absolute dght to control all corporations
registered under the Corporation Code, as they deal with
the public. During the pre-SRC period. the rule-of-thumb
was that Section 5 (a) corporate fraud cases vested the SEC
with original and exclusive jurisdiction over devices and
schemes employed by directors/trustees or officers of
corporations amounting to fraud or misrepresentation.

(2) Corporate fraud schemes against stockholders or members
were always within the odginal and exclusive jurisdiction of
the SEC by reason of the relationship rest; whereas, corporate
fraad schemes against the public were differentiated between
those which fell under the orginal and exclusive jurisdiction
of the SEC under Section 5 (a) of P.[D). No. goz-A, from
those which were inherently civil fraud cases which happen
to incidentally involve corporations, which fell within the
general jursdiction of the RTCs.

1. Salient Pre-SR.C Jurisprudence on Corporate Fraud Scheme Cases

Proper appreciaton of the jurisdictional issues pertaining to Section 5 {(a}
corporate fraud cases should begin with the Supreme Court’s early decision
in DMRC Enterprises, which held that a collection case over unpaid rentals
does not involve a contract involving investments of the public in a
corporation which would fall under Section 5 (a) of P.D. No. goz2-A —as it
was essentially an issue over a cvil contract cognizable by the regular
courts. 34 More importantly, the Court held thac —

Nowhere in pettioner's complaint do we find any averment of fraud or
misrepresentation  which may  have been committed by respondene
company against pettoner o bring pacagraph (a) [of Scedon 5] of said
Decree into play.

344. 4.
345 DMRC Lnrerprises, 132 SCRA at 208 {cmphasis supplicd).
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A perosal of the complaint, styvled ‘sum of moncey’, shows that the case at
bar docs not involve intra-corporate matcers as o make it fall within the
origanal and cxclusive jurisdiction of the [SEC]. It is clear that petitioner
DMRC has no intra-corporate relation with the respondent corporation,
Nor can petitioner’s cause of action be said o involve or arise from an

tra-corporate matter, 34¢

DMRC Enterprises established the requisites for proper judsdiction over
Section 5 (a} corporate fraud cases to arise, naniely:

(1) The controversy must invelve investments of the public
with the corperation, which can cover only equity or debr
securities issued by the corporation to the public; and

(2) There must be proper allegadon chat  frand  or
misrepresentation  was  committed  against the  investing
public by che corporation, acting through its directors or
officers.

Subsequently, in Baicx v, Dimensional Construction Trade & Dev’t
Corp. 247 where the promissory nates issued by the corporation “clearly
indicated therein that the sums of money received ... were in the nature of
investments of the petitioners, agreed upon by the parties to be returned by
the corporation upon the maturity of said promissory notes,”*# plaintift
soughe to collect through the regular RTC on promissory notes which have
become due and demandable. The Supreme Court refused the contention of
the corporate defendant that the case should be dismissed on the ground that
under Section 5 (a) of P.D. No. 9oz-A the same was within the odginal and
exclusive jurisdiction of the SEC, thus —

The recitals of the complaint ... disclose that plaindft’s cavse of action is
nicrely for the collection of the various sums of mouney that have alecady
become pavable o petitioner due to the promissory notes exccured by
detendant corporation which have already macured. There is oo aflegarion wor
any wmensfonn wwhagsocver e plaividf’s cospaing thar o deviee o sefreire was resorred
for by private vespondent corporation aimouinting o fraud and wiseepresenrarion. o is,
therefore, difficult to consider the pettioner’s case [to] fall within the
jurisdiction of the [SEC] pursuant to [P.D. No.] goz-A.

As the money received by private respondent do not constitute pavinent of
subscription of shares, the petitioners herein did not become members of
respondent Dimcensional Trade and Development Corporation. 1a the case
of [Sunser View Condowrinnivme Corp.,] it was ruled that where the stated

140, Id.

347. Bancz v. Dimcnsional Conscruction Trade & Drev'e Corp., 140 SCRA 249
(19853).

148, 4d. at 253,
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party-litigants ‘arc not sharcholders of the condominium corporation, the
instant cases for collection cannot be ‘a controversy arising out of intra-
corporate  or partnership  celations between and  among  stockholders,
members[,] or associates, 349

The second aforequoted paragraph indicates that even when the essential
element of “proper allegation of fraud or mdsrepresentation” is not present in
the complaine, nonetheless, if the controvemy is within the intra-corporate
relationship. then the SEC would retain proper jurisdiction over the case as
essentially a Section 5 (a) corporate fraud conmitted against stockhoelders or
menibers, or a Section 5 (b} intra-corporate dispute. More importantly,
Buadicx noted that “[plaradoxically, despite the absence of impurtation of fraud
and misrepresentation being alleged by plaintiff, ic is the defendant
corporation itself which insinuates the existence of fraud and
misrepresentation on its part.”3¢ It ruled therefore that jurisdiction over
Section 5 {a) corporate fraud cases involving the public is determined solely
from the allegations of the complaint, and the defendant or respondent
cannot, by his allegations or insinuations, changed the issue of jurisdiction by
alleging fraud or lack of fraud in the subject transactions.

But mere allegadon of fraud or misrepresentation conunitted by the
corporation through its director or officers would not suffice to invoke the
SEC jurisdiction under Section 5 (a) of P.D. No. goz-A. Thus, in Rivilla v.
Dtermediate Appellate Court 350 it was held thac —

Lvidently, the present controversy is within the contemplation of Seeftion)]
5 (@) of [P.D.] No. yoz2-A ... The issvance of dhe promissory note in the
name  of CR. Apro I[ndustrial Development Corporation by the
petitioners, who are its officers and/or controlling stockholders, without
registration of the note with the SEC, as required by Scefton] 4 of the
Revised Sceurities Act in order to protect the investing public, may be
considered  as a  device  or  scheme  amounting o fraud  and
musrepresentation, because by not registering the note with SEC, the
petitioners could later oy to disclaim any lability under the said promissory
note by claiming that the corporation has a separate and distinet personalicy
from its officers and stockholders. 352

The case of Ghosa, Jr., however, held that —

Plaindy, the SEC is vested with absolure jurisdiction, supervision[,] and
control over all corporatons which are enfranchised o act as corporate
cutitics. The provision by no nweans resteicts that jurisdiction o cntitics

349.4d. at 253 (cidng Sunser View Condominivune Corp., 104 SCRA 205 (1981))
(emphasis supplied).

150, Burier, 140 SCIRA at 250,

351 Rivilla v, Intenmediate Appellate Court, 175 SCRA 773 (1089).

152, 4.
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granted permits or licenses to operate by another Government regulatory
body, as [petitioners] countend. It is the certificate of incorporation that
gives juridical personality to a corporation and places it within SEC
jurisdiction, 1t follows then that although authority to operate a certain
specialized activity may be withdrawn by the appropriate regulatory body,
aside from SEC, the corporation nonctheless continues to be vested with
legal persouality uindl it is dissolved in accordance with law,

Recliance by [petitioners] o the cases of DMERC [Lureipiises] and Bades ...
is misplaced tor, as cxplicidy staced i those cases, nowhere in the
[complaines] therein is found any averment of fraod or misreprescaration
comuitted by the cespective corporations involved, The causes of action,
therefore, were nothing more than simple money clainms, #53

The issue was re-visited in Abad v. CFEI of Pangasinan, Br. VIILZS where
the Supreme Court tackled the contention of the corporate defendant that
fraud was properly alleged in the complaint to bring the case within the
SEC’s jurisdiction since the term “illegal, unreasonable[,] and fraudulent
actions of the defendant” was used to preface describing the flow of the
transactions.?sS In denying the contention, the Court noted that the
petitioners filed the case with the RTC based on a simple “collection of sum
of money with damages” cause of action, and that the reliefs sought were
essentially c¢ivil in nature in that “[in] both complaines, the petitioners pray
for: {a) the return of their invesunents, with legal interest thereon, (b}
pavinent of the unpaid guaranteed monthly profits, (¢} attorney’s fees, [ | (d)
miscellaneous  licigation expenses ... |and| further asks for moral and
exemplary damages.”350

More importantly, Abad held that although there were allegations of
fraud in the complaints, such were merely general allegations, amounting to
conclusions of law and fact;357 for to determine the proper jurisdiction of the
SEC in Section 3 (a} fraud schenie cases, it was important that the complaint
contained a concise statement of the altimate facts consticuting a cause of
action based on corporate fraud schemes 35%

[t seems clear that, through Abad, the Supreme Court had adopted
during the pre-SR.C pedod the principle that for Section 5 (2) of P.ID. No.
002-A 1o confer jurdsdiction wich the SEC, the fraudulent scheme must be
one undertaken by the comporation against the public — and that a mere

353 Ovosa, fr, 103 SCRA ac 303 & j00.

354. Abad v. CFI of Pangasinan Br. VIIIL, 200 SCRA 67 (1yy2).
335 4d. acs73.

150, 4d.

157, Id. at $745-80.

158, Id.
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isolated fraudulent incident involving a corporation would not divest regular
courts of their jurisdiction because the jurisdiction of the SEC could cover
only "a scheme to defraud che investing public.”5% Abad had been upheld by
the Supreine Court in subsequent decisions. 3¢

1

Thus, the pre-SRC doctrne that corporate fraud cases under Section 3
{a) of P.D. No. goz2-A, when they do not involve stockholders or members,
would require that:

(1) The matters must arise from investnents made by the public
with the corporation by way of securities, and not merely
unpaid sums of money arising from other commercial
transactions; and

(2) The allegation of facts or practices that would constitute
fraud or misrepresentation on the part of che directors,
trustees, officers, or business associates, must be fomually
made in the complaint iself. More importandy, they show
that even when they involve investnients by the public with
the corporation, the plaintiff has the power to choose the
proper venue with which to file the claim, bur the
expediency of alleging and properly constructing fraud
allegations  to  bring the matter within the exclusive
jurdsdiction of the SEC (now the RTC Special Conunercial
Courts, applying the Interim Rules of Procedure for Inter-
Corporate  Controversies) or removing  all  claims  of
corporate fraud scheme, and thereby fall within the regular
jurisdiction of the RTCs.

It must be noted that Section 5 (a) of P.D. No. goz-A deals with the
concept of the corporation as an acror in the business wordd, where the focus is not
only to grant the SEC jurisdiction to resolve matters on corporate doctrines
or principles, but for the SEC to be able to exercise its supervisory power
over corporate entities — to hold them in line in order to promote the
corporate entities as actractive media of doing business. This is in consonance
with the avowed purpose of P.D. No. goz-A in the government’s policy of
“encouraging investmients” and “more active public participation in the
affairs of private corporations through which desirable activities may be
pursued for the promaotion of econonmic development, 72

3539.P.D. No. go2-A, § 5 (a).

360, See generlly Magalad v, Premicre Financing Corp., 209 SCRA 260 (1992);
Allgje v, Court of Appeals, 240 SCRA 4035 (19035); & Sumndad v, [Harrigan, 381
SCRA ¥ (2002).

361.P.[D. No. go2-A, whercas ol 9 1.
162, 4.
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How relevant are these rationale now with RTC Special Commercial
Courts mandated to decide corporate fraud schenie cases?

2. Post-SR.C Enactiment Decisions on Section 5 (a) Cases

Shortly after the enactment of the SRC, it was believed in some sectors that
the old controversy on whether a corporate fraud within the special
jurisdiction the RTC Special Commercial Courts, or a non-corporate fraud
within the jurisdiction of the regular courts, was rendered wholly irrelevant
because of the merger of jurisdiction over both types of cases with the RTC.
The legal reality was not that simple.

Although both Section 5 (2) corporate fraud schenies and non-Section 3
{a) corporate fraud cases fall within che jurisdiction of the RTC, it should be
noted that the fonmer is within the special judsdiction of RTC Special
Commercial Courts, which can invoke significant powers under Section 6 of
P.D. No. goz-A, and would apply the sunumary and rather peremptory
provisions of the Interim Rules of Procedure for Inter-Cormporate
Controversies; whereas, the latter were to be resolved by the RTC under
the Rules of Court.

Reyes v, Regional Trial Courr of Muakati, Br. 142357 clearly recognized the
strong divide between the general jurisdiction of the RTC, from its special
commercial court jurisdiction, thus —

[n ordinacy cases, the failure to specifically allege the fraudulent aces does
not constiture a ground for dismissal since such defect can be cured by a bill
of particulars. In cases governed by the Interim Rules of Procedure on
lntra-Corporate Conrroversics, however, a bill of particular is & prohibited
pleading. 1t is cssential, therefore, for the complaint to show on i face
what are claimed o be the fraodulent corporate acts if the complainant
wishes to invoke the court’s special commercial jurisdiction.

We note that twice in the course of this case, Rodrigo had been given the
opportunity to study the propdcty of amending or withdrawing the
complaint, but he consistenty refused. The court’s function in resolving
issucs of jurisdiction is limired to the review of the allegadions of the
complaint and, on the basis of these allegations, to the determination of
whether they are of such nature and subyjece that they fall wichin che werms
of the law defining the court’s jurisdicdon., Repretfully, we cannot read
into the complaine any specifically alleged corporate fraud chac will call for
the exercise of the court’s special commercial jurisdiction. Thus, we cannot
affim the RTC's assiption of judsdiction over Rodrgo’s complaint on
the basis of Scetion 5 (a) of P.[Y. No. go2-A 304

3163 Reyes v Regdonal Todal Court of Makati, Br. 142, 561 SCRA 503 (2008).
364, B, at 6oy,
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In Reyes, the Supreme Court was confronted with the main issue of
whether the RTC, sitting as a special commercial court, had jurisdiction
over the subject matter of a complaint which principally invoked Section 3
(@) of P.I). No. goz-A as the basis for the exercise of its special court
jurisdiction.?®s In resolving the issue, the Court relied upon the judicial
principle that since “jurisdiction over the subject martter of a case is conferred
by law and is detennined by the allegations of the complaing, irrespective of
whether cthe plintff is entitled to all or some of the claims asserted
therein,”* and held that —

The rule is that a complaint muost contain a plain, concise, and dircet
statcment of the uldmate facts constitucing the plainedff's cause of action and
must specify the relief sought. Scetdon 5, Rule 8 of the Revised Rules of
Court provides chat in all seermenrs of fraud or mistake, the dranustanices
constivutiug fraud or wdstake st be stared el pactiowlarity, These rules find
specific application to Scction 5 {a) of P.D. No. yo2-A which speaks of
corporate devices or schemes thar amowme o fravd or miscepresentation
dercimenel to the public and/or 1o the stockholders,

Allegations of deccir, machination, false pretenses, misreprescntation, and
cthreats are largely conclusions of law that, without suppocting statenicnes of
the faces to which the allegations of fraud refer, do not sufficiendy state an
cifective cause of action. The late Justice Jose [Y.] Feria, a noted authordty
in Remedial Law, declared that fraud and mistake are required o be
averred  with  particolarity in ocder to cmable the opposing party o
controvert the pacticular faces allegedly constituting such fraud or mistake.

Tested against chese standards, we find that the charges of fraud againse
Oscar woere not properly supported by che required factual allegadons.
While the complaine contained allegations of fraud purpoctedly committed
by himn, these allegations are not particular cnough o bring the coutroversy
within the [S]pecial [Clommercial [Clourt’s jurisdiction: they are not
statements of faces, but are miere conclusions of law: how and why the
alleyred  appropriation  of shares can be characterized  as ‘illegal  and
fraudulent’” were not explained nor claborated on.

Nort every allegation of fraud done in a corporate setting or perpetrated by
corporate officers will bring the case within the special conmucrcial court's
jurisdiction. To fall within this jucisdiction, there muost be sufficicnr nexos
showing that che corporation’s nature, structure, or powers were used to
facilitace the fraudulent device or scheme. Contracy to this concepe, the
complaint presented a ceverse sitbation. No corporate power or office was
alleged to have facilitated the transter of the shaces: rather, Oscar, as an
individual and withour reference to his corporate personality, was alleged o
have rransferred the shares of Anastacia to his name, allowing him o

365, fd. at 6o
366, £, at 6os.
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become the majority and controlling stockholder of Zenith, and cventually,
the corporation's President. This is the cssence of the complaint read as a
whole and is particulady demonstrated by the following allegations[.]3%7

Depending therefore on the litigation strategy that a plaingff has in
mind, it would be very significant to determine whether the fraud case to be
filed would fall wichin Section 5 (a) corporate fraud cases within the original
and exclusive jurisdiction of the RTC Special Commercial Courts; or would
constitute only regular fraud cases, which would then be raffled off to all the
various branches of the RTC within the judicial region. and would call into
play the resular provisions of the 1947 Rules on Civil Procedure.

The trend of the Supreme Court decisions under Section 5 (1) of P.D.
No. 9o2-A would be to authorze forum-shopping since whenever a
corporation is invalved a claimant can choose to file his complaint wich the
RTC Special Commercial Courts or with regular RTC, by merely alleging
or not alleging with particularity the corporate fravds allegedly conunitted,
although he may not be able to sustain it during trial on the merits.

The Supreme Court does not elucidate, in its pre-SR.C decisions, the
reason why or the public policy behind the doctrine that mere allegation of
fraud or misrepresentation would trigger the operation of the SEC's special
knowledge, when the ordinary RTC also has competence to rule on matters
concerning fraud or misrepresentations since these are essentally civil law
concepts. But, perhaps, one could very well remember that the public policy
during che pre-SR.C perdod, under P.D. No. goz-A, was to unite all public
policy development emanating from both regulatory functions and quasi-
judicial functions in one adininistrative agency, that is, the SEC.

Unfortunately, the situation for RTC Special Commercial Courts today
cannot be likened to the pre-SRC sitvation. This is because under the aegis
of the SRC, there is no intention to unite within the RTC Special
Commercial Courts both regulatory and judicial policy development for the
private corporate sector.

Thus, under the aegis of the SRC, the Supreme Court should evolve a
doctrinal interpretation of Section 5 {(a) corporate fraud cases where the
devices and schenies pertain to matters necessarily connected with or
intertwined with corporate features. As stated in Rivilla, “the judsdiction of
the SEC should be construed in relation to its power of control and
supervision over all corporations to encourage active public participation in
the affairs of private corporation by way of investinents,” % clearly indicating
that the corporate fiction must be shown to have been used as a shield to
protect the culpric from the effects of his wrongdoeing,

367, 4. ar 605 & 607-08,
168, Bivilla, 175 SCILA at 7785,
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C. Inrra- Corporute Coufroversies

Under Subsection 5.2 of the SRC, in relation to Section 5 (b} of P.ID. Na.
go2-A, RTC Special Commercial Cournts have orginal and exclusive
jurdsdiction to hear and decide the following “intra-corporate controversies,”
thus —

Conrroversics  arising out of intra-corporate or  pactuership  relations,
berween and among stockholders, members, or associates; berween any or
all of them and the corporation, particrship or association of which they
are stockholders, members, or assoctates, rospectively: and dercen sl
corporation, partnerstip(,] o association and the Stave fnsofar as it concerns Hieir
ndividual franchise or vight 1o exist as sl engiry 3%

The Auathors have discussed earlier their position that controvermies
arising from the relationship between the corporation and the State, such as
dissolution and liguidation cases, should remain within che quasi-judicial
powers of the SEC. Also, the Authors have already discussed above Section 3
{a) corporate fraud cases which are essentially controversies ardsing from the
relationship between the corporation and the public.

The Authors will therefore limit the discussions below to the extent and
nature of the orginal and exclusive junsdiction of the RTC Special
Commercial Courts under Section 5 (b) of P.ID. No. goz-A over “Intra-
Corporate Disputes.”

1. Controversies Arising Within the Intra-Corporate Relationships

a. Applicabiliry of the Trwo-Tiered Jurisdicrion Test 1o tiie RTC Special
Conmmercial Courts

The issue of whether the two-tiered test for detennining proper jurisdiction
over Section § (b} intra—corporate disputes, developed during the pre-SRC
peroed, would apply 1o determining the special judsdiction of the RTC
Special Commiercial Courts was first tackled by the Suprenie Court in Speed
Distributing Cosp. v, Courr of Appeals,37° to wit —

Jurisdiction over the subject macter is confecred by Taw, The natuee of an
action, as well as which court or body has jurisdiction over it, is determined
Based on the allegardons contained in the complaine of the  plaindff,
irrespective of whether or not plaintiff is caritled o recover upon all or
sonie of the claimis asserted cheeein, [o cannot depend on the defenses set
forth in the answer, i a motion to dismiss, or in a motion for
reconsideration by the defendane.#7!

3106, P.D. No. goz-A, § 5 () {ciphasis supplicd).
370. Speed Distributing Corp. v, Couct of Appeals, 425 SCRA 601 (2004).
371, 4d. ac 705,
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[Thus, to] determine whether a case  nvolves  an  intra-corporate
controversy, and 15 to be heard and decided by the Branches of the RTC
specifically desigmated by the Coort to try and decide such cases, two
clements must concur: (a} the status or relationship of the partics: and (b)
the nature of the question that is the subject of their controversy.

The first clement cequices thar the courroversy must arise out of intra-
corporate or pactnership reladons berween any or all of the partics and the
corpotation, pactucrship[,] or association of which they are stockholders,
members[,] or associates; between any or all of them and the corporation,
partnershipl,] or association of which they are stockholders, mcmbers or
associates, respectively: and berween such corporation, partacrship[,] or
association and the State insofar as it concerns thewr individoal francluses.
The sccond clement requices that the dispure among the partcs by
wntrinsically connected with the regulation of the corporation, If the nature
of the controversy ivolves matrers that are pucely civil in characeer,
necessatily, the case does not involve an mtra-corporate controversy, The
determination of whether a contract is simulated or not is an issuc that
could be resolved by applying pertinent provisions of the Civil Code 372

Subsequently, in Reyes, the Supreme Court re-affimied the relevance of
the pre-SRC two-tier tests in defining the jurisdiction of RTC Special
Commercial Courts over Section 5 (b) intra-corporate cases, thus —

A review of relevant jurisprudence shows a development in the Court’s
approach in classifying what constitutes an intra-corporate controversy.
Inidally, dhe main coonsideration in determining  whether a dispuree
COSUIULSS an intra-corporate controversy was limited o a consideradon of
the intra-corporate celationship existing berween or among the partics, The
types of relationship embraced under Scection 5 (b}, as declaced in the case
of Univn Glass & Conrainer Corploration], were as follows:

(2} berween dhe corporation, partmership, or association and the public;

(b} berween  the  corporation,  partnership,  or  association  and s
stockholders, pactners, members, or officers:

(&) berween the corporation, partnership, or association and dhe Scate as far
as its franchise, pennic or license to operate is concerned; and

(A} arwong the stockbiolders, paviners, or associares thentselies.

The existence of any of the above intra-corporate relations was sufficient to
confer jurisdiction to the SCEC, regardless of the sulyjeer macer of the
dispuce. This came o be known as the selarionship resr,

[owever, in the 1984 case of DMRC Lurerpiises v, Lsta del Sol Mounrain
Resenee, Ine., the Court inwoduced the warure of the controversy resr, We
declared in this case that it is not the mere existence of an intra-corporate
relationship that gives rise to an intra-corporate controversy: to rely on the
relationship rest alone will divest the regular coures of thetr jurisdictdon for

372, 4. at 7on-07.
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the sole reasen that the dispute involves a corporation, its directors, officers,
or stockholders, We saw chat there is no legal sense in disregarding o
minimizing the value of the natore of the transaction which gives nise to
the dispuce.

Under the nature of the controversy tost, the inddenss of that relationship
muost also be considered for the purpose of ascertaining  whether the
controversy itself is intra-corporate. The controversy must not only be
rooted in the cxistence of an intra-corporate celationship. bur must as well
pertain to the enforcement of the parties” correlative rights and obligations
under the Corporation Code and  the  internal and  intra-corporate
regulatory rules of the corporation. 1 the eelatonship and its incidenes are
merely incidental to the controversy or it there will sl be contlice even if
the relationship docs not exist, then no intra-corporate Controversy ¢xists,

The Court then combined the two wests and declared thar jurisdiction
should be derermined by considering not only the status or relationship of
the partics, bue also che nawure of the queston vnder controversy, This
two-ticr test was adopted in the recent case of Speed Distriburion, fic. v,
Conit of Appeals 773

The application of the two-tiered test for the determination of the
original and exclusive jurisdiction of the RTC Special Commercial Courts
over intra-corporate disputes has been reiterated in subsequent decisions of
the Supreme Court. 374 Of particular note is the decision in Sraregic Allianice
Dyevelopmment Corporation v, Star Infrastenerire Development Corporation 375 where
the Supremie Court affimned che application of the two-tiered test to
determine che orginal and exclusive jursdiction of RTC  Special
Commercial Courts over Section 5 (b) intra-corporate controversies. 37"

What is significant with the Sraregic Alance Der. Corp. decision was the
resolution of the issue of whether the RTC Special Commercial Courts
could decide on matters that were wholly civil law in character because of
the previous rulings in Speed Distriburing Corp. and  Nautica  Canning
Corporation v. Yumul377 where it was held that the SEC had no authority to
rule on matters of the validity of civil contracts even when relating to shares
of stock that transferred to parties who were not within the intra-corporate
relationships. The Supreme Court held char “unlike the SEC which is a
tiibunal of limited jurisdiction, |[RTC Special Commercial Courts| like the
RTC are sdll competent to tackle civil law issues incidental to intra-

373. Reyes, s61 SCRA at 60g-10 (cmphasis supplicd).

374. See generafly Yuwjuico v, Quiambao, s13 SCRA 243 (2007) & Atwel v,
Concepeion Progressive Assn,, linc., 351 SCRA 272 (2008).

375. Stratepdic Alliance Development Corporation v, Star Infrastructure Development
Corporation, 635 SCIRRA 380 (G.R. No. 187872, 17 Nov. 2010).

37600 4 at Ju0-402.
377. Nautica Canning Corporation v, Yumul, 473 SCRA 415 (2003).
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corporate disputes filed before them.”?? The Court therefore formally
affinned it ruling in Go Express Worldwide N T2, to the effect that RTC
Special Conunercial Courts

are still considered courts of general jurisdiction. Scetion 5.2 of [the SRC]
dircets merely the Supreme Court’s designation of RTC branches chat shall
cxerdise judisdiction over intra-corpotate disputes. Nothing in the language
of the law suggeses the diminuton of jurisdiction of those RTCs w be
designaced as [Special Commercial Coures]. The assignment of intra-
corporate disputes to [Special Conunercial Courts] is only for the purposc
of strcandining the workload of the RTCs 5o that cortain branches thercof
like the [Special Commercial Courts] can focus only on a particular subject
maceer. 7Y

The implication of the post-SRC judsprudence is that in controversies
where the primary issue is one that would make the case fall within the
original and exclusive jurisdiction of the RTC Special Commercial Courts
under Section 5 of P.D. No. goz-A, then such special RTCs have the power
to decide on matters, emploving the Interim Rules of Procedure on Intra-
Corporate Controversies, incidental to the resoludon of such corporate
controversies, even when purely civil law in character.

2. Inspection of Corporate Books and Records

Cases arising from stockhoelder’s or member’s right to inspect and/or copy
corporate records definitely fall within the genre of “intra-corporate
disputes” ander Section 5 () of P.D. No. vo2-A. They are given special
treatment under Rule 7 of the Interim Rules of Procedure for Intra-
Corporate Controversies.

. Busis of Riglt

The right to inspect and copv corporate records is a common law right and
its exercise is essentially to allow the stockholder or member to safeguard all
his other rights. 3%

The right to inspect of a stockholder also covers those of the books and
other records of a subsidiary which is under the control of the parent
company to which the inspecting stockholder is one of record.?!

378 4l ar 308,

370, 4. ac 344.

380. Gokongwel, Jr. v. Sceurities and Exchange Commission, 89 SCRA 336, 383-86
(1979).

3814
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b, Limirations on Riolr to Inspect

The only express limirations on the dght of inspection ander Section 74 of
the Corporation Code are that:

(@} The aght of inspections should be exereised at reasonable
hours on business days:

(by The peson demanding the right o cxamine and copy
cxcerprs from the corporate records and minures has not
improperly  used  any  information  sccured  through  any
previous exanmination of records of the corporation: [and]

() The demand is made in good hith or for a legitinate
purposc, 32

A board resolution limiting the right to inspect to a period of 10 days
shortly prior to the annual stockholders” meeting has been adjudged to be an
unreasonable restriction and violates the legal provision granting the exercise
of such right “at reasonable hours. 3%

The right is exercisable through agents and representatives; othenwise, it
would be useless to the stockholder who does not know corporate
intricacies 34

The right to inspect, although it includes the right to make copies, does
not authorize bringing the books or records outside of the corporate
premises 343

¢. Specified Records

Under Section 1, Rule 7 of the Interim Rules of Procedure on Intra-
Corporate Controversies, cases covered “shall apply to disputes exclusively
involving the rights of stockholders or members to inspect the books and
records and/or to be furnished with financial statements of a corporation,
under Sections 74 and 75 of ... the Corporation Code[.]”3 [n turn, Sections
74, 75, and 141 of the Corporation Code pracrically make all corporate
records and correspondence subject to the dghts of inspection.3*?

382, Africa v, Philippine Commission on Good Governance, 205 SCRA ju, 57-58
(1992).

3%3. Pardo v, Hercoles Lumber Co., 47 Phil. 64, 065-67 (1924).

384. W.G. Philpotts v, Philippine Manufacturing Co., 40 Phil. 471, 473-75 (1919).

385 Veraguth v, Lsabela Sugar Co., 57 Phil. 266, 270-72 (1932).

386G INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 7, § 1.

3187. CORPORATION CODE, §§ 74, 75, & 141.
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The dght to inspect certainly includes the right to inspect the STB of
the corporation.?*¥

The right to inspect does not include the right of access to minates until
such minates have been written up and approved by the directors. 5%

d. Rewedies if Inspection Denied

(1) Mandamus

When denied the dghtful exercise of the dght of inspection, the remedy of a
stockholder, niember, director, or trustee would be a petition for wundwiins,
which is now provided vnder Rule 7 of the Interim Rules of Procedure on
Intra-Corporate Controversies, and which under Section 2 thereof requires
that the complaint filed must stace:

{1) The casc is for the enforcement of plaindft's righe of inspection of
corporate orders or records and/or o be furnished with financial
statements under Scctions 74 and 75 of the Corporation Code:

{2) There was a demand for inspection and copying of books and records
and/or to be furnished with financial statements made by the plaintff;

{3) The refusal of defendant to grant the demands of che plainft and the
reasons given for such cefusal, ifany: and

{4) The reasons why che refusal of defendant o grane the demands of the
plaintff is unjustified and illegal, stating dw law and jurisprodeonce in
support thereof, 39°

Since Rule 7 is in the nature of a mairdumns proceeding, it mandates that
within two days from the filing of the complaint, the court, upon a
consideration of the allegations of the complaint to either dismiss it outright
if it is not sutficient in form and substances, or otherwise, order the issuance
of summons which shall be served on the defendant within two days from its
issuance, and who then has 10 days to file an answer.?¢' On one hand, if no
answer is filed on due date, the court may moit proprio or upon motion,
render judgiment as wamranted by the allegations of the complaint, as well as
the affidavits, document, and other evidence on record.?? On the other
hand, if answer is filed, the court is mandated to render a decision based on

388 Yujuico v, Quimbao, 724 SCRA 262, 272 (2014).

18g. 4. at 274,

300 INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 7, § 2.

3oL dd rule 7, §5 2 & 3.

g2 dd. role 7, § 6.
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the pleadings, affidavits, and documentary evidence and other evidence
attached thereto within 15 days from receipt of che last pleading. 3

The burden of showing that inspection is for a legitimate corporate
reason is on the inspecting stockholder or member.?4 Nevertheless, a
director has the unqualified rdght to inspect the books and records of the
corporation at all reasonable times, and cannot be denied on the ground that
the director or shareholder is on unfriendly terms with the officers of the
corporation whose records are sought to be inspected.3¥s

In Aa-as v. Courr of Appeals,?® it was held that the appointment of a
receiver to take over the operations of the company is not the proper
remedy when stockholders have been denied their dght to examine the
company books and records, since there are other adequate remedies, such as
a writ of wairduius, available to the stockholders denied their common law
right —

Misconduct of corporate dirccrors or other officers is not a ground for the
appoinmicit of a reeciver where there are one or more adequate legal
action against the officers ... The appoinument of a recciver for a going
corpotation i3 a last cesort remedy, and should not be cnmploved when
another remedy s available. 397

(i) Crdminal Complaint Against the Refusing Officer

The third paragraph of Section 74 of the Corporation Code now subjects an
officer who refuses to comply with a rightful demand for inspection lable
for the cdininal offense defined under Section 144 of the Corporation Code,
thus —

Any officer or agent of the corporation who shall refuse o allow any
dircctor, trustee, stockholder[,] or member of the corporation to examine
and copy excerpts from its records or minutes, in accordance with the
provisions of this Code, shall be liable to such  dircctor, wustee,
stockholder[,] or member for damages, and in addition, shall be guiley of an
offcnse which shall be punishable under Section 144 of this Code: Provided,
That if such refusal 15 pussuane to a resolution or order of the board of
dircctors or trustees, the labiliy under his seetion for such action shall be
imposed upon the diccctors or trustees who vored for such refusal: and
Provided, further, That ic shall be a defense to any action under this [S]ection
that the person demanding to cxamine and copy cxcerprs from  the

303 4d. rule 7, § 7.
394. See generally Gonzales v, Philippine National Bank, 122 SCRA, 489 (1083) &
Republic v, Sandiganbayan, 199 SCRA 39 (19u1).

305, Veragurh, 57 Phil. at 270.
306, Ao-as v. Court of Appeals, 401 SCRA 339 (2000).
197, 4d. at 362-63.
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corporation’s records and minutes has improperly used any information
secured through any prior cxamination of the records or minutes of such
corporation or of any other corporation or was not acting in good faith or
for a legitimare purpose in making his demand. 3%

Ang-Abaya v. Ang? held that for the penal provision under Section 144
to apply in case of vielation of a stockholder or meniber’s dght to inspect the
corporate books and records, the following elements must be present:

First, A director, trustee, stockholder[,] or member has made a prior
demand in writing for a copy of excepts from the corporation’s records or
1UIECS,

Second, Any officer or agent of the concerned corporation shall refuse o
allow the said direcror, or tustee, stockholder[,] or member of the
corporation to cxamine and copy said excerpts;

Third, If such refusal is made pussuant to a cesolution or order of the board
of dircctors or crustees, the liabilicy under this [S]ection for such action shall
be imposed upon the directors or trustees who voted for such refusal: and

Fourth, Where the officer or agent of the corporation sets up the defense
that the person demanding to examine and copy cxcerprs from  the
corporation’s records and minutes has improperdy used any information
sccured through any prior examination of the records or minutes of such
corporation or of any other corporation, or was not acting in good faicth or
for a legdrimate purpose in making his demand, the contrary muse be shown
ot proved.49°

In Ang-Abaya, the Supreme Court accepted the evidence-supported
allegation that the stockholder demunding the right of inspection of
corporate records was an attempt in bad faith ac having his large advances
from the corporation written off, usurping of rights pertaining to the
corporation, and attempts to coerce the corporation, the directors, and the
officer into giving into his baseless demands involving specific corporate
assets, as sufficient defense that the demanding stockholder “was not acting
in good faith and for a legitimate purpose in making his demand for
inspection of the corporate books."49" The Court held that —

in a criminal complaint for violation of Scerion 74 of the Corporation
Code, the defense of improper use or motive is in the natuee of a justifying
circumistance that would exoncrate those who raise and ace able o prove
the same. Accordingly, where the corporation denies inspection on the
ground of improper motive or purpose, the burden of proof is taken from
the sharcholder and placed on the corporation. This being the case, it

308 CORPORATION CODE, § 74, 9 3.

300, Ang-Abaya v, Ang, 573 SCRA 129 (2008).
400, {d. av 144-45.

401, 4d. at 149.
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would be imiproper for the proscecutor, during preliminary investigation, to
refuse or fail to address the defense of improper vse or motive, given its

CXPLess SLAUOrY recognition. 492

Subsequently, Yujuico clarified that although the third paragraph of
Section 74 of the Corporadon Code, which refers to the criminal offense
under Section 144, is limited to “[a]ny officer, or agent of the corporation
who shall refuse to allow any director, trustee, stockholder[,] or member of
the corporation to examine and copy excerpts from ifs records or minures,” 493
the crminal offense covers any act of the corporation, done through its
officers, from refusing to allow inspection of any and all corporate records,
including the STB, thus —

It must be cmphasized thar Sceron 144 alrcady  purports o penalize
[‘viefarions of ‘any provision’ of the Corporation Code ‘wer othenvise
specifieally pemadized therein.” Henee, we find inconsequential the face dhat
chat Scction 74 cxpressly mentions the application of Section 144 ouly to a
specific act, bur not with respect to the other possible violations of the
former [S]ection.

[ndeed, we find no cogent reason why Scction 144 of the Corporation
Code cannot be made to apply w violations of the dghr of a stockholder two
inspect the [STB] of a corporation under Sceton 74 (4 given the already
uncquivecal intene of che legislature to penalize violations of a parallel righe,
i.c., the right of a stockholder or member o examine the other records and
minures of a corporation under Scction 74 (2}, Certainly, all the righes
guaranteed to corporators under Scction 74 of the Corporation Code are
mandatory for the corporation to respect. All such rights are just the same
underpinned by the same  policy  consideration  of keeping  public
confidence in the corporate vehicle dhru an assurance of tansparency in the
COPOoration’s operations, %4

Sy Tione Shion also held that in a criminal complaine for violation of
Section 74 of the Corporation Code, the defense of inproper use or motive
is in the natare of a justifying circumstance that would exonerate those who
raise and are able to prove the same; but where the corporation denies
inspection on the ground of improper motive or purpose, the burden of
proof is taken from the petitioning shareholder and placed instead on the
COTPOration 49

402, Id. at 145.

403. Yujuico, s13 SCRA ar 274 {cmphasis supplicd).
404. 4d. at 276,

405. Sy Liong Shiou, 582 SCRA at s42.
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D. Derfeative Suirs

As a general proposition, dedvative suits fall within the genre of “intra-
corporate controversies” under Section 5 (b) of P.D. No. go2-A, and that
Rule 8 of the Interim Rules of Procedure on Intra-Corporate Controversies
provides for particular rules to cover such types of derivarive suits.

1. Nature of Derivative Suits

In Wesrern Institre of Technology, Ine. v Salus 3% the Supreme Court
explained the nature of a derivative suit,#7 holding chat

[a] derivative suit is an action brought by minoity sharcholders in the name
of the corporation to redress wrongs comumitted against the corporation, for
which che directors refuse o sue, amounting to grave abuse of business
judgment or meotivated by malice or bad faith, It is a remedy designed by
cquity and has been the principal defense of the minority sharcholders
agrainst abuses by the majority. 4°%

In a derivative suit, “the real party in interest is the corporation itself, not
the sharehoelder(s) who actually instituted it.” 499

The legal standing of stockholders to bring dedvative suits for and in
behalf of their corporation is not a civil law right. The Corporation Code
contains no provision recognizing or regulating the filing of derivative suits.
It is a common law right of stockholders and menbers in corporate
enterprises; it exists by virtue of Philippine judsprudence adopting Anglo-
Amercan jurisprudence on the mateer 4'°

2. Jurisdictional Requirements and Venue

The power to bring suits for and in behalf of the corporation falls within the
business judgnient prerogatives of the board of directors under its plenary
corporate powers vested under Section 23 of the Corporation Code. Such
power includes the exercise of business judgment to also not to brng any
such suit against a party who may have caused damage to the corporation.
Properly understood, therefore, a derivative suit is an equitable remedy
granted to stockholders in a situation where the board of directors, by reason
of complicity, fraud or gross negligence, is not in a position to properly
exercise business judmment for the benefic of the corporation, and equitable

o6, Western [ostituee of Technology, Ine. v, Salas, 278 SCRA 216 (1947).

407. §d. at 225.

408, 4d. av 225,

40u. Lim v. Lim-Yu, 352 SCRA 214, 223 (2001).

410. See gexerafly Pascual v, Del Saz Orozeo, 10 Phil, 82, 86-89 (1911) & Angeles v,
Santos, 64 Phil. 607, 707-08 (1437).
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considerations grants to anv stockholder the power to bring a derivative suit
to protect the interests of the corporation.

Such a condition precedent to the filing of the derivative suit has been
alluded to in Hi-Yield Realty, Ine. v, Courr of Appeals 41 thus —

Under the Corporation Code, where a corporation is an injured party, its
power to suc i lodged with its board of dircctors or trustees. But an
individual stockholder may be pennitted o institute a derivadve suit on
behalt of the corporadon in order to protect or vindicate corporate rights
whenever the officials of the corporation cefuse o sue, or are the ones
be used, or hold contol of che corporation. In such actions, the
corporation i3 the ccal party-in-interest while the suing stockholder, on
behalf of the corporation, is only a nominal parey.4'2

Except for the matter relating to existence of appraisal right, Section 1,
Rule 8§ of the Interim Rules of Procedure on Intra-Corporate Controversies
has adopted most of the requirements laid down in San Miguel Corporation v,
Kahn 43 for the proper filing of a derivatve suit, and adds two more
requisites. However, it fails to include one of the requirements mandated in
various decisions of the Suprenie Court — that the reliefs sought in a
dedvative suit must be for the benefit of the corporation and not for the
benefit of petitioning stockholder, otherwise known as the “relator.”414 As
will be discussed hereunder, there are five requisites for the valid filing of a
derivative suit, to wit:

{1y Petitioner must be a stockholder/member ac time the acts or
transactions occurred and at the time the action is filed:4's

{23 There was exhavstion of administracive remedies;4'%

(3) “The cause of action actually devolves on the corporation,
the wrongdoing or harm having been or being caused to the
corporation and not to the particular stockholder[s] bringing
the sait;”417

411. Hi-Yicld Reealry, Inc. v. Court of Appeals, soo SCRA 548 (2000).

412 4d. at $55-306.

413. San Miguel Corporation v. Kalm, 176 SCRA 447, 4062-63 (19389).

414. Bvangrelista v, Sancos, 86 Phil. 387, 304-95 (1950).

413. See Pascual v, Qrozeo, 19 Phil 82, 97-98 &101 (1911) (Where this requisite was
first established).

416, See genevally Everett v, Asia Banking Corporation, 49 Phil. s12 (1926} & Angeles
v. Sautos, 64 Phil. 697 (1937).

417. Filipinas Port Services, Inc. v, Go, 518 SCRA 4353, 472 (2007) (citing San
Mionel Corporation, 176 SCRA at 459).
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(1) No appraisal rights are available for the act{s) complained of;
and

sy The suit is not a nuisance or harassnient suic.4'"

Under Section 35, Rule 1 of the Interim Rules of Procedure on Intra-
Corporate Controversies, the proper venue for derivative suit would be in
the RTC which has jurisdiction over the principal office of the
corporation.4'?

a. Condition Precedent: Bourd of Direcrors Not in w Position 1o Exereise
Business Judgment for the Benefir of the Corporation

Dervative suits constitute an exception to the “Business Judgment Rule,”
which provides chat since under Section 23 of the Corporation Code, all
corporate matters are by public policy left to the supervision and control of
the board of directors, then generally (and except in the few cases when
stockholders’ approval is required specifically}, the exercise by the board of
its business judgient in any corporate act or transaction would be binding
on the corporation and the stockholders themselves, and not even the courts
can substitute their wisdom or rulings for the acts done by the board, in
absence of fraud, malice, or bad faith.42¢ Thus, as a general rule, whether or
not the corporation will file a suit to recover on damage sustained, or upon a
valid cause of action, falls within the business judgmient discretion of the
board of directors of every corporation. 42!

Thus, according to Bitong v. Court of Appeals, 422 in the absence of a
special anthority from the board of directors to institute a derivative suit for
and in behalf of the corporation, the president or managing director is
disqualified by law to sue in her own named?? The power to sue and be
sued in any court by a corporation even as a stockholder is lodged in the
board of directors that exercises its corporate powers and not in the president
or officer thereof 424

418.Yu v. Yukavguan, s80 SCRA $8y, 619 (2000).
410 INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 1, § 5.

420. Mourclibano v, Bacolod-Murcia Milling Co., lnc., 5§ SCRA 36 (1962) &
Philippine Stock Exchange, lnc. v, Court of Appeals, 281 SCRA 232 (1947).
421. Tamn Wing Tak v. Makasiar, 350 SCRA 475 (2001); Shipside Ine. v. Court of
Appeals, 352 SCRA 334 (2001); & Social Sccurity System v, Comimission on

Audit, 384 SCRA 548 (2002).

g22. Bitong v. Courr of Appeals, 292 SCRA 03 (19u8).
423.4d. av 532,
424. 4d.
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Tam Wing Tak v, Makasiart*s reiterated such principle, thus —

Under Scction 36 of the Corporation Code, in relation to Scction 23, it is
clear that where a corporation 15 an injured pacty. its power to suc is lodged
with its board of dircctors or trustees. Note that petitioner failed to show
any proof that hie was authorized or deputized or granted specific powers
by the corporation’s Board of Dircctors to suc the defendant for and on
behalt of the fon. Clearly, petitioner as o munority  stockholder and
nicmber of the Board of Dicectors had no such power or authority 1o suc
on the corporation’s behalt, Nor can we uphold this as a derivative suit. For
a derivative soit o prosper, it is cequired that the minerity stockholder
suing for and o belwalf of the corporation mwist allege in his complaint thac
he is suing on a derivative cause of action on behalf of the corporation and
all other stockholders similady sitvated who may wish to join him in the
suit, There is no showing chat petitioner has complicd with the foregoing
requisires, 420

b. Suir Must Be Brought in the Name of the Corporarion

In Hi-Yield Realty, Dic., the Court reiterated that even when a suit is brought

by

1 stockholder on behalf of the corporation, the sane is not always a

derivative suit —

For a derivative suit to prosper, the minority stockholder suing for and on
behalf of the corperation mwust allege in his complaine that he is suing on a
deddvadve cause of action on behalt of the corporation and all other
stockholders similarly situaced who may wish to join him in the suit. 427

The prnciple of condition precedent and standing of a relator to bring

derivative suit is better discussed in Homiflu v, Safunan, 428 echoing an earlier
similar pronouncement of the Supreme Court in Gocran v, Youngt®? that a
dedvative suit is allowed to be brought on behalf of the corporation only

[wlhere corporate dircctors have commiteed a brcach of teuse either by theic
frauds, [witrd virves] acts, or negligence, and the corporadon is unable or
unwilling to instcuce suic to remedy the wrong, a stockholder may sue on
behalf of himsclf and other stockholders and tor the benefit of the
corporation, to bring about a redress of the wrong done dircetly tw the
corporation and indircetly o the stockholders. This is what is known as a
derivative suit, and scrded is the doctrine that in a derivative suic, the
corporation is the real party in inrerest while the stockholder filing suit for

428.

429.

. Tam Wing Tak v. Makasiar, 350 SCRA 475 (2001).

fid. at 485-86.

CHi-Yield Realry, Ine, soo SCRA ar 535 (citing Chua v, Couct of Appeals, 443

SCRA 2359 (2004)).
[Hornilla v. Salunac, 405 SCRA 220, 224 (2003).
Gochan v, Young, 354 SCRA 207, 218-10 (2001).
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the corporation’s behall 15 only nominal party. The corporation should be
included as a pacty in the suic 43¢

¢. Proper Relaror to Bring a Derivative Suir

One of the requisites for a valid derivative suit is that the relator must be a
stockholder both at the time when the cause of action accrued and ac the
tine of the filing of the complaint 4" This requirement for standing was first
enunciated in Pasenal ». Orozeo,#3* which found that the requirement came
from the federal practice in the United States which sought to prevent
forum-shopping by the relator; and that the relator must have been a
stockholder at the cine the cause of action arose, and not only at the time of
the filing of the complaint, to ensure that he is not estopped by his previous
actions, or complicity with the acts complained of, from championing the
interests of the corporation, chus —

A stockholder in a corporation who was not such ac the time when alleged
objectionable rransactions took place, or whose shares of stock have not
since devolved upon him, by operation of law, cannor maintain suits of this
chacacter, ondess such ransaction continue and are injuricus to such
stackholder or affect him especially or specifically in some other way 431

Theretore, a person who was not a stockholder at the time the cause of
action accrued may bring a derivative suit when the covered tansactions
continue and are injurious to such shareholder, or affects him especially or
specifically in some other way, However, such stockholder nay not institute
the dedwvative suit:

(1) If the transteror, when he had the chance or right to
constitute the derivative suit when he was still the
shareholder, did not de se. then his transferee cannot
insticure che derivative suit himself. If che transferor is
estopped, then the cransferee must also be estopped: or

(2) It is possible that the transferor himself, was part of the fraud
against the corporation, therefore, you cannot expect him to
bring an action for and in behalf of the corporation, then
the transferee cannot also institute the derivative suit.

Such reasening should not prevail if we consider that the main purpose
of the dedvative suit is to protect the interest of the corporation. An
individual shareholder may institute o dedvadve suit behalf of the
corporation, wherein he holds stock, in order to protect or vindicate

430, Hornidla, 405 SCILA ac 224.
431, Goddra, 154 SCIVA at 218-10.
432. Pascual v, Orozeo, 14 Phil. 83 (1911).

433.4d. av ui,
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corporate rghts whenever the officials of the corporation refuse to sue, or
are the ones to be sued or hold control of the comporation. In such actions,
the suing sharehelder is regarded as a nominal party, with the corporation as
the real party in interest.

The Interim Rules of Procedure on Intra-Corporate Controversies now
require that the relator “was a stockholder or member at cthe time the acts or
transactions subject of the action occurred and the dme the action was
filed. 434

The ruling in Pasaral on estoppel and complicicy may be covered by the
requirenient thae “[tlhe suit is not a nuisance or harassient suit. 433

d. Exhaustion of Intra-Corporate Rewedies

The Supreme Court has held in Hi-Yield Realty that while it is crue that the
complaining stockholder must sacisfactorily show char he has exhausted all
means to redress his grevances within the corporation: such remedy need
not be pursued when it is shown that complete control of the person against
whom the suit is being filed. The reason is obvicus — a demand vpon the
board to institute an action and prosecute the sanie effectively would have
been useless and an exercise in furility.

e. Relief Soughit in the Action

The nain doctrne in dedvative suits is chat the actdon must be brought for
the benefit of the corporation.

In Epangelista v, Sanros, 43 the minority stockholders who brought a
derivative suit against the principal officer for danmages resulting from the
mismanagenient of corporate affairs and misuse of corporate assets. The
complaint praved for judgment requiring defendant, among others, to pay
plaintifts the value of their respective participation in said assets on the basis
of the value of the stocks held by each of them.#37 In holding that the suit
was improper, the Supreme Court held that the stockholders brought the
action not for the benefit of the corporation but for their own benefit since
they asked that the defendant make good the losses occasioned by his
mismanagement and pay them the value of their respective participation in
the corporate assets on the basis of their respective holdings; and the relief
sought could not be done until all corporate debts, if there be any, are paid

434. INTERIM [QRULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 8, § 1 (1).

43s. 4. rule 8, 5 1 (4).

436. Evangelista v. Santos, 86 Phil. 3187 (1950).

437. 4d. ac 1885,
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and the existence the corporation renninated by the limirtation of its charter
or by lawtul dissolution. +3*

Lim v. Lin-Yu 4 held thac if the suit filed by the respondent was to
enforce preeniptive rights in a corporation. it is not a derivative suit, and
therefore “a  temporary restraining order enjoining a  peson  from
representing the corporation will not bar such action, because it is instituted
on behalf and for the benefit of the shareholder, not the corporation.”#¢ A
few months later, the Court, in Goeon, modified this requirenient by
holding that so long as the complaint alleges all the components of a
derivative suir, then the additional allegations of injury to the relators can co-
exist with those pertaining to the corporation®#! — “The personal injury
suftered by the spouses cannot disqualify them from filing a derivative suit on
behalf of the corporation. It merely gives rise to an additonal cause of action
for damages against the errng directors. 442

{- Anciflary Rewmedies

The Supreme Court has well-established the principle that the appointment
of a recelver can be an ancillary remedy in a derivative suit. 443

The doctrine now found statutory implementation in Section 6 of P.ID.
No. goz-A which grants the SEC (now deemed to be exercisable also by
RTC Special Commercial Courts) the power to appoint on its own or by
petition a receiver or a management committee as ancillary to the exercise of
exclusive jurisdiction over corporations, At present, Section 1, Rule 9 of the
Intedm Rules of Procedure on Intra-Corporate Controversies empowers the
RTC “as an incident to any of the cases filed under these Rules 444 to create
a Management Conunittee or to appoint a receiver.

v, Disqualification of Cosporate Counsel to Lawwyer for the Board or Officers

Hosmiilly holds that the counsel of the corporation is disqualified from
representing the interest of the directors and officers in a derivacive suit, as it
would constitute a conflict-of-intereses situation, thus —

438 4d. at 304.

439. Lim v. Lim-Yu, 352 SCRA 216 (2001).

440. 4d. av z23.

441, Goddrin, 354 SCIRA at 219,

442, 4d.

443. Angeles v, Santos, 64 Phil. 697 (1937): Chase v, Court of Firse Instance of
Maiila, 18 SCRA 602 (19606); & Reyes v, Tan, 3 SCRA 198 (1y61).

444. INTERIM [RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 9, § 1.
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A lawyer engaged by a corporation cannot defend members of the boacd of
dircctors in a decivadve soic filed by a minerity stockholder. In other
jurisdictions, the prevailing rule is that a sitvation wherein a lawyer
represeats both the corporation and its assailed directors unavoidably gives
risc to a conflict of interest, The interest of the corporate client is
paramount and should not be influcnced by any interest of the individual
corpotate officials, The rulings in these cases have persuasive offect upon vs,
After due deliberations on the wisdom of this doctrine, we are sutficiently
convineed that a lawyer engaged as counsel for a corporation cannot
represcit members of the same corporation’s board of dircctors in a
derivative suit brought against them, To do so would be tantanount o
represcuting  contlicting interests, which is prohibited by the Code of
Protessional Responsibilicy, 445

1. Other Innovations Introduced Under the Interim Rules of Procedure on
Intra-Corporate Controversies

Apart from the power granted to the RTC Special Conmmercial Courts to
dismiss the derivative suit when it is determined that it constitute a nuisance
or harassinent svit, a number of innovations relating to derivatives suits have
also been introduced by the Interim Rules of Procedure on Intra-Corporate
Controversies.

a. Appraisal Righis Option

Section 1, Rule 8 of the Intedm Rules of Procedure on Intra-Corporate
Controversies provides as a requisite for a stockholder or niember to bring
an action in the name of a corporation or association, that “[n]o appraisal
rights are available for the act or acts complained of "44% The requirement is
not supported by any previous decision of the Supreme Court on the matter.
The Authors believe that the requirement is incongruous to the purpose and
nature of a dedvative suit.

Even if appraisal rights are awvailable for the act or acts complained
against, the dght of appraisal is a remedy that pertains to  dissenting
stockholders in their personal capacity and does not benefit the corporation;
whereas, a derivative suit is brought by minodty stockhelders, not for their
benefit, but for the benefit of the corporation. The existence of appraisal
right for the corporate act or acts complained against is available only to the
stockholders who fonmnally dissented to the corporate act or transaction when
it was vated upon and those who follow a strict procedure of claim. 447

445. Hornilla, 405 SCIRA at 224-25.

446, INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule ¥, § 1.

447. CORPORATION CODE, § 82. Scetion 82 provides
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Consequently, the existence of appraisal rght as to the corporate act or
transaction complained against provides no reasonable remedy for the
corporation itself and the other stockholders who are not qualified to
exercise such right.

. Rules on Discontiiniance of Derivarives Suits

Section 2, Rule § of the Intedm Rules of Procedure on Intra-Corporate
Controversies expressly provides —

The derivative acrion shall not be discontinued, compromised|[,] or sceded
without the approval of the court. During the pendency of the action, any
sale of shares of e complaining stockholders shall be approved by
court. If cthe court determines that the intecest of the stockholders or
members will  be substantally  affected by e discontinuance,
compromisc[,] or scrdement, the court may dircer that notice, by
publication or otherwise, be given to the stockholders or members wheose
interest ic decermines will be so affected. 447

The thrust of Section 2 is to equate derivative suits, as essentially suits
brought for the interests of the stockholders in general, rather than to protect
the interests of the corporation as a separate juridical person. This position is
equivalent to the notions applicable to chiss siirs where the court is imandated
to “make sure that the parties actually before it are sufficiently numerous and
representative so that all intereses concerned are fully protected.”™44? This
seems to be the same principle enunciated in both Western Instinute of
Techmology, Ine4° and Tam Wing Tak4s' where the Court held in the latter
decision chat

Hotw right is exereised. — The appraisal righe may be exercised by any
stockholder who shall have voted against the proposed corporace
action, by making a written demand on the corporarion wichin [30]
days after the date on which the vore was taken for payment of the faic
value of his shares: Provided, That failuce o make the denand within
such period shall be deemed a waiver of the appraisal righe 1F che
proposed corporate action is implemented or effected, the corporation
shall pay to such stockholder, upon surrender of the certificate(s) of
stock represcating his shaces, che fair value thereof as of the day prior
to the date on which the vote was taken, excluding any appreciation
or depreciation in anticipation of such corporate actioi.
.
448, INTERIM RULES OF PROCEDURE FOR INIRA-CORPORATE CONTROVERSIES,
rule 8, § 2.
449. 1997 RULES OF CIVIL PROCEDURE, rule 3, § 12.
as0. Western tnstinute of Teclmology, e, 278 SCRA at 225-20.
st Lam Wiue Tak, 350 SCRA at 485-86.
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[flor a derivative suit to prosper, it is required that the minority stockholder
suing for and on behalf of the corporation mwst allege in his complaint thae
he 15 suing on a derivative cause of action on behalf of the corporation wnd
ald oher srocklrolders sinilarly sitwated sl tsay wish ro joir ine in ehe suir. There
1s no showinyg that petitioner has complied with the foregoing requisices.$3=

The provisions of Section 2 should also be viewed in the context thac
Section 1 of Rule § does not also contain the case law requisite that a valid
derivative suit must ask for reliefs that are for the benefit of the corporation
and not for the petitioning stockholder 433

It is difficult to see how stockholders in general would have legal
standing to sue and ask for reliefs pertaining to their proprietary interese in a
derivative suit. A long-standing principle in Philippine corporate law is that a
corporation exists and is to be treated as a separate juddical entity apart from
its directors, officers, and stockholders;#34 the corporate assets, properties, and
rights pertain exclusively to the corporation and shareholders or members do
not have any proprietary interests in them during the life of a corporation; 455
the corporate debt or credit is not the debt or credit of the stockholder nor is
the stockholder’s debt or credit that of the corporation 459

As 2 corporation has no legal standing to file a suit for recovery of
certain parcels of land owned by its members in their individual capacicy,
even when the corporation is organized for the benefic of the members; 457 so
also stockholders have no peronalicy to intervene in a collection case
covering the loans of the corporation since the interest of shareholders in
corporate property is purely inchoate 45¥

Stockholders do not suffer personal injury or damage to wrongs
committed against the corporation or its business enterprise, and their clains
to the corporate assets and properties can only arise at dissolution, and only
after all the creditors have been paid 43

Needless to stress that in a true derivative suit, there is only one person
to consider and whose rights and propretary interest need to be protected —
the corporation. The proposition that a derivative suit is meant to protect

452. K.
453, 4d.

454. Sancos v, National Labor Reladons Comimission, 234 SCRA 673 (19u6) &
Remo, Jr. v, [nteonediate Appellare Court, 172 SCRA 405 (1989).

453. Stockholders of F. Guanzon and Sons, Inc, v. Register of Deeds of Manila, 6
SCRA 373, 175 (1u62).

450. See Traders Rovyal Bank v, Court of Appeals, 177 SCRA 788, 702 (148y).
457.5ulo ng Bayan, lnc. v. Arancta, lnc., 72 SCRA 347, 3560 (1076).

458, Saw v. Court of Appeals, 195 SCRA 740, 745 (1901).

459. Ong Yong v, Tiu, 401 SCRA 1, 24-25 (2003).
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the proprietary dghts and interests of the stockholders has been clearly
denied in key decisions of the Supreme Court in Epangelista, Lin, and
Hosillu.

Since the relator is only a nominal party in a denvative suit, and the
principal party in interese is the corporation, it does not make sense chat cthe
relator, during the coume of the proceedings, may be prevented by court
disapproval. of the right to legicimately sell his shares. Perhaps, the rationale
of the policy is to prevent a relator from using the derivative suit as a means
of achieving a “green nail . 46¢

In the end, the innovations introduced by the Interim Rules of
Procedure on Intra-Corpornate  Controversies on  derivative suit may
eventually give rise to new decuines equating chem to class suits, where the
real interest sought to be protected would be those of the stockholders in
general rather than the business enterprise of the corporation. Since
derivatives suits are not intended to put an end to the juridical life, or the
pursuit of the business enterprse, of the corporation, it would be interesting
to see how the innovations of the Interim Rules of Procedure on Intra-
Corporate Controversies, once they are engrafted into corporate law
doctrines, would square with the exercise of business judgment of the board
of directors of corporate enterprises.

4. The “Intra-Corporateness” Issue in Derivative Suits

One the principal issue that has to be resolved, was whether the provisions
of Rule 8 of the Interimi Rules of Procedure on Intra-Corporate
Controversies apply to derivatives suits where the reliefs sought on behalf of
the comporation are against a third party who does not fall wichin the intra-
corporate relationship.

The pre-SRC decision in Macupalan v, Bethel Katalbas-Moscardon, 4%
indicates properly that derivative suits which do not involve corporate fraud
cases or arising from intra-corporate disputes do not fall within the coverage
of corporate cases under Section 5 of P.D. No. goz-A, and would have to be
resolved by the RTC in the exercise of their general jursdiction 442

In Macapalan, Bacoled Shrimpmate, Inc. (BSI) obtained a loan from
RPB Venture Capital Corporation, which it secured throagh an
accommiodation  real estate mortgage over the property of Mandalagan

460. " The practice of buying cnough of a company's stock to thrcaten a hosale
takcover and reselling it to the company at a price above macdket value.”
Moerriam-Webster  Dictionary,  Grecwmnail,  awaifabdle ar hopr/Zwww,
nerriam-webster. cony/dictionary/ grectunail (last accessed Feb, 15, 2010).

461. Macapalan v, Katalbas-Moscardon, 227 SCRA 44 (1903).

462, 4d. at $4-55.
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Development Corporation (MDC). When BSI defaulted on the loan, RPB
foreclosed on the mortgage and was adjudged the highest bidder in the
public avction held. A director of MDC filed a dervative suit against RPB
for annulnient of the real estate mortgage and foreclosure sale on the ground
that although the real estate mortgage was supported by a Board resolution,
it is null and void for being an e vires act of MDC, since the articles of
incorporation of MDC did not authorize encambrance of its property to
secure the loans of other persons, whether natural or juridical 483

Macapulan was decided on the lone issue of whether the tdal court was
correct 1 disinissing the complaint on the ground that the issues therein fell
within the jurisdiction of the SEC under Section § (a) and {b) of P.D. No.
ooz2-A, and ruled —

Obviously, the present case, which was filed by petitioner as member of the
Board of Dircctors of MIMN against private  respondent,  another
corporation, does not fall under any of the aforequoted cnumeration.
Mortcover, petitioner's complaint does not contain any allegation of fraud
or misrepresentation, Therefore, neither [S]ubscerion () nor [SJubscetion
(), Section s of P.ID. No. go2-A applics 454

However, the decision added the following observation —

Mention must likewise be made of the case of Wiy, o af v. Cowr of
Appeals, where woe clarified further the disquisiion e the Union case, to
wit:

‘The establishmenc of any of the reladonships mentioned in Uifon will
not necessacily always confer judsdiction over the dispute on the SEC
to the exclusion of the regular courts. The statcment made in one case
that the rule admits of no exceptions or distinctions 15 not that
absolute, The berrer policy fin dereaniniug wihich body has jurisdiection over o
atse woundd be o consider nor ondy the seacus o relarionship of the parties bur
alse thie wandre of the question thar is the subject of their controversy.

[n order to ascertain the nature of the question that is che sulject of the
controversy, we have o cely on the allegations of the complaint, the truch
of which is w be theoredcally admitted in considering the motion o
dismiss. 495

One of the issues that had to be resolved by the RTC in Macapalan was
whether the MPC Board resolution granting power to BSI, acting as
attorney-in-fact, to mortgage corporate real property outside of corporate
purpose was nffre vires act — a matter that is essentially a corporate issue.
Nonetheless, the Supreme Court held that —

463.4d. at 51,
464. 4d. at 54.

46s. fd. {cimphasis supplicd;.
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Iy the present case, we do not find it necessacy to resort to the expertise of
the SEC. Petitioner’s complaint for annulment of the real estate mortgage
and foreclosure sale with preliminary  injunction is an ordinary  civil
litigation, beyond the jursdiction of the SEC. It is true that the trend is
towards vesting administrative bodics like the SEC with the power to
adjudicare matters coming under their particular specialization, to insure a
more knowledgeable soludon of the problems subunitted to chem. This
would also relieve the regular courts of a substantial number of cases that
would otherwise swell their alecady clogped dockets. But as expedicent as
chis policy may be, it should not deprive the courts of justice of their power
to decide ordinary cascs in accordance with the general laws thar do not
requice  any  pacticular  cxpertise or training tw  interpret and  apply,
Otherwise, the creeping take-over of the adininistrative agencics of the
judicial power vested in che courts would render the judiciary victually
impotent  in  the  discharge  of e dudes  assigned o it by the

Constitution. #¢

The language of Rule § seem to cover the main types of derivative suits
— where a wrong or hamm has been done to the corporation by
managenient or by the board of directors. In such instances, the only
reasonable succor that the corporation may obtain is from minoricy
stockholders.

There are other types of derivatives suits allowed, such as where the
board of directors fails to bring the appropriate suit againse a third-party who
by contract or by rtorts has comumitted a wrong against the corporation.
When the circumstances show that the failure of the board of directors to
sue constitutes an abuse of discretion or bad faith as to exempt the
application of the business judgment rule, a derivative suit is allowed to be
brought by minority stockholders on behalf of the corporation. Since the
Interim  Rules of Procedure on  Intra-Corporate  Controversies are
denominated as “Procedure Governing Intra-Corporate Controversies,” it
has been held by some sectors that such types of derivative suits do not fall
within the provisions of the Intedm Rules of Procedure on Intra-Corporate
Controversies.

The reason for this position is that dedvative suits do not really occupy a
separate category under Section 5 of P.D. No. goz2-A, and their inclusion as
separate  categories under Section 1, Rule 1 of the Interim Rules of
Procedure on Intra-Corporate Controversies is that they may proceed from
Section 5 (b} of P.D. No. go2-A that covers intra-corporate controversies (as
is the case for cases involving inspection of corporate books). Therefore,
when the derivacive suit involves a third-party whe or which dees noc fall
within the definition of intra-corporate relationship, it is posited thac such
dedvative suit cannot fall within the coverage of the Intedimn Rules of
Procedure on Intra-Corporate Controversies.

400. Id. at 54-53.
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The opposing view is that all types of derivative suits are covered by the
Interdm Rules of Procedure on Intra-Corporate Controversies because they
would fall both within the intra-corporate controversies and corporate fraad
cases, and that the RTC Special Conunercial Courts, unlike the SEC, are
courts of general jurisdiction with full authorty to cover all sorts of issues
and patties in che reselution of the main controversy for which it has valid
jurdsdiction.

The matter of splitting jurdsdiction when it comes to derivatives suits
that would involve parties outside of the intra-corporate relationship seems
to have been resolved by reference to the decision in Go Express Worldwide
NV 467

E. Nowination, Appoivinnent, Election, and Termination Cases Divolving Corporare
Officers

Under Subsection 5.2 of the SRC, in relation to Section 5 (¢} of P.ID. No.
9o2-A, RTC Special Commercial Courts have orginal and exclusive
jurisdiction  over cases invelving  “controversies in  the  election or
appointnients  of directors, trustees, officers[,] or managers of such
corporations, partnerships[,] or associations.”46%

There is no denving that election and termination cases involving
officers of the corporation belong to the genre of “intra-corporate
controversies,”# but are classified separately under Section 3, and chat
currently, a special Rule 6 in the Interim Rules of Procedure on Intra-
Corporate Controversies governs election contests.

During the pre-SRC penod, since the issue of appointment of directors
and officers was within the exclusive and original jurisdiction of the SEC,
then necessarily controversies relating to the temmination from office of
corporate officers were alse within the jursdiction of the SEC. Hence, it
followed then that issues and controversies on such cases run along the line
of “Who are corporate officers?” and “Which tribunal would have proper
jurdsdiction aver the macter, whether it would be the SEC or the NLRC?”

467. Go Express Worldudide N1V, 587 SCRA at 344-47.
408, SECURITIES REGULATIONS CODE, § 5.2,
460, [t was held in a case that —
[o]ne who s included in the by-laws of a corporation in irs roster of
corporate officers is an ofticer of said corporadon and nor a mere
cimployee. Being a corporare officer, his removal is decmed to be an
intra-corporate dispute cogmizable by the SEC and not by the Labor
Arbiter.
Garcia v, Lastern Telecommunications Philippines, Inc., $85 SCRA 450
(200y) [hereinatter Lasrern Telecownmnications).
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The case-law that had evolved with corporate election contests, as well
as termination of employment cases, when the same were still within original
and exclusive jurisdiction of che SEC, would stll be relevant, even as such
matters now fall within the jurisdiction of the RTC Special Commercial
Courts, mainly because of the conflict of judsdiction between the regular
courts and the NLR.C en tennination cases involving corporate officers.

1. Theory an Power of Board of Directors Over Corporate Officers

In Philippine corporate law, there are two levels of discussions when it
comes to the coverage of the term “officers.”

The first level relates to the power of the board of directors to hire and
terminate officers in the exercise of business judgment, as contrasted from
non-officers who are protected by the securty of tenure policy under labor
law, a policy embodied in the Constitution. 47

The second level deals with the distinction of corporate officers from
non-officers to detemnine who are bound by the duties of obedience,
diligence, lovalty, and disclosure. Thus, under Section 31 of the Corporation
Code, both directors and officers are jointly and severally liable for assenting
to patently anlawful acts of the corporation or who are guilty of gross
negligence or bad faith in directing the atfairs of the corporation or acquire
any personal or pecuniary interest in conflict with their daty as such directors
or officers 47" Non-officers therefore are not generally imposed any of the
fiduciary  duties pertaining to  directors, trustees, and officers. The
differentiation of such “officers” from non-officers must necessarily lie on
the nature of the office held by themi. For the purpose of this Article,
discussions will cover only the first level of corporate officership.

In spite of the constitutional right o security of tenure, the prevailing
theorv in Philippine comporate law is that officers of the corporation are
within the “business judgment” competence of the board of directors to
terminate in the absence of a specific period of employment provided in
their contracts or in the by-laws. On one hand, in strct corporate law sense,
the terms of office of corporate officers are co-tenninus with that of che
board which appoints them. [t can even be said cthat corporate officers serve
at the pleasure of the board. This is a fundamental doctrdne in corporate law
because the ability of the board to hire and terminate officers lies at the very

q470. PHIL. CONST. art. XIIL, § 3 & A Decree lostitodng a Labor Code Thereby
Revising and Consolidating Labor and Social Laws to Afford Protection to
Labor and Promote Cmplovinent and Human Resources Development and
Insure londustrial Peace Based on Social Justice [LABOR CODE], Presidential
Decree No. 442, as Amended, act. 279 (1974).

471. CORPORALION CODE, § 31.
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heart of the operations of the corporation; it is part of the exercise of the
business judgment of the board.

On the other, under labor laws, corporate officers are also looked upon
as emplovees, and the corporation as the employer; and consequently, the
protective policies of the Labor Code, as well as the Consticution (e.g., due
process and security of tenure} are also made to apply to corporate officers.

It is the divergence of policies in corporate law and labor law that creates
judsprudendal tension, and has spun several doctrines on the matter. The
issue that had to be decided is — “Who, in the corporate sphere, would fall
within the definition of ‘corporate officer?””

2. Who Are "Corporate Officers” Under Section 5 (¢)?

Under the old Corporation Law, Gurrea v. Lezama 47 held that the term
“corporate officers” refers only to officers of a corporation who are given
that character either by the then Corporadon Law, or by the corporation’s
by-laws. 477 The ruling in Gurrea was to the effect that since the then
Corporation Law did not mention the general munager as an officer, and the
by-laws did not give him chat character, he is not an officer of the
corporation, but a mere emplovee or subordinate official 474

The SEC itself in its opinions has held that even when the intention of
the Board of Directors by formal resolution is to make the “General
Financial Secretary™ an officer thereof, he cannot be classified as such where
the by-laws of the corporation discloses that the position is not one of the
offices provided therein. 47 In another opinion, the SEC opined that if the
by-laws enumerate the officers to be elected by the Board, the provision is
conclusive, then the Board is without power to create new offices without
anending the by-laws 470

Section 25 of the Corporation Code enwmerates the President, the
Secretary, and the Treasurer as officers of the corporation: and in addition
provides that the board of directors may elect “such other officers as may be
provided for in the by-laws."#7 The Corporation Code therefore has
maintained the principle that corporate officers shall include in addition only
such positions as are provided for in the by-laws of the corporation.

472. Gurrea v. Lezama, ccal., 103 Phil. 553 (1958).

473. il at $35-36.

474. k.

475s. Securites and Exchange Commission, SEC Opinion (May 15, 1069).
476, Seeurdtics and Exchange Conuission, SEC Opinion (Oct. 19, 1971).

477. CORPORATION CODE, § 25.
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In the case of De Tuvera v. Philippine Tuberelosis Sociery, Ine. 478 it was
held that since the letter of appointment Pardo de Tavern as Executive
Secretary to the Board of Directors did not contain a fixed tenmn, the
implication is that appointee held an appeointment at the pleasure of the
appointing power and was in essence temporary in natare, co-extensive with
the desire of the Board of Directors.#7 The Supreme Court took note in De
Tavera that the disputed position of Executive Secretary was also provided
for in the Code of By-Laws of the Philippine Tuberculosis Society, Inc 4
When che Board opted to replace the incumbene, technically there was no
removal but only an expiration of the term and in an expiration of terny,
there is no need of pdor notice, due hearing or sufficient grounds before the
incumbent can be separated from office 4%

In Phil. Sehool of Business Administration v, Leano, 482 Rufino R. Tan, one
of the pdncipal stockholders of the Philippine School of Business
Administracion {(PSBA), was also elected Director and Executive Vice-
President, a position provided for in the by-laws of PSBA 4% Subsequently,
in a regular meeting, the PSBA Board elected new directors to fill in the
vacancies and declared all corporate positions vacant, except those of the
President and Chairman, and at the same time elected a new set of officers,
with Tan not being re-elected. 4% For this reason, Tan filed with the NLRC
a complaint for illegal dismissal. and subsequently, another case with SEC
seeking to nullify the election of the new sets of officers. 4%

Omn the issue of splicting jurisdiction through the filing of two sets of
cases with the NLRC and the SEC based on the samie controversy, the
Supreme Court held chac NLRC had no jurisdiction to hear and decide on
the matter since the issue involved was inherently intra-corporate dispute
within the original and exclusive junsdiction of the SEC with Tan
contending that his “ouster” was a “scheme to intimidate him into selling his
shares and to deprive him of his just and fair return on his investmient as a
stockholder received through his salary and allowances as Executive Vice-
President, 7486

478.De Tavera v, Philippine Toubcerculosis Society, Inc., 112 SCRA 243 (1982).
479. 4d. av 233,

480, 4d. av 245,

481, 4d. atv 233,

482. Phil. School of Business Administration v. Leano, 127 SCRA 778 (1984).
483. 4. ac 770,

484. Id.

485, 4d.

486, fd. av 782-83.
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In holding that the SEC had exclusive jurdsdiction over the ouster of the
Executive Vice-President. noted that said position was provided for in the
corporate by-laws, and further held —

This is ot a case of dismissal. The sitvation is that of a corporate office
having been declared vacant, and of [Tan]'s not having been ¢lected
chereatter. The marter of whom to clect is a precogative thar belongs to the
Board, and involves the exercise of deliberate choice and che faculty of
discriminative sclection, #7

The poncacia of former Associate Justice Ameurtina A. Melencio-Herrera
proceeded to hold that “|glenerally speaking, the relationship of a person to
a corporation, whether as officer or as agent or employee, is not determined
by the nature of the services pedormed, but by the incidents of the
relationship as they actually exise.” 4

It cites as authority the American case of Bruce v, Travelers Insurance
Company, 2 which reiterated the doctrine in conunon law jurdsdiction that
the distinction between an agent or employee and an officer is not
determined by the nature of the work performed, bat by the nature of the
relationship of the particular individual to the corporation —

O distinetion between officers and agents or ciployees of a corporation
lics in the manner of their creaton. An Jo]ffice is created vsoally by the
charter or by-laws of the corporation, while an agency or cnployment is
created vsually by the officers. A further distinction may thus be deawn
berween an officer and an cmployee of a privare corporation in that che
Laceer is subordinate o the officers and under their control and dircction ...
It is clear that the two rerms officers and agents are by no  means
interchangeable 49°

In Philippine corporate law, therefore, in determining the excent of the
business judgiment prerogative of the board of directors/trustees to hire and
terminate corporate officers, the nature of the position, its accompanving
duties and responsibilities, are not essential in classifying such position. The
evolving jurisprudential test of who are corporate officers therefore follows
closely the Amercan doctrine on the matter.

Eusycall Connnunicarions Phils., Inc. v. King#' held that the term
“corporate officers” in the context of P.I). No. go2-A are those officers of a
corporation who are given that character either by the Corporation Code or

487. 4d. au 783,

488. Phil. School of Buasiness Adwinistiarion, 127 SCRA at 783 (citng Bruce v.
Travelers Insurance Company, 2060 F.2d 781 (19359) (ULS.).

48y. Bruce v, Travelers lisurance Company, 266 F.ad 781 (10350) (U.S.).
400, Leano, 127 SCRA at 784-85 (1084).
qor1. Easycall Communications Phils., Inc. v, King, 478 SCRA 102 (2003).
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by the corporation’s by-laws 42 It held in that decision that the respondent,
who rose from the rank of General Manager to eventually become Vice
President for Nationwide Expansion, was an employee not a “corporate
officer,” and that jurisdiction over the case was properly with the NLRC,
not the SEC.4#

13 L]

The doctrine that “corporate officers” in the context of Section 5 {c)
corporate cases are those officers of the corporation who are given that
character by the Corporation Code or by the corporation’s by-laws has
become well-established under Philippine corporate law 494

a. The Abosted Doctrine on “Enabling By-Lat: Clanse”

Section 25 of the Corporation Code enunierates those who constitute the
stacutory officers and includes a clause “aud sudi orher officers as may be provided
for in the by-laws.”495 Initially, with the obiter in Tabang v. Narional Labor
Relutions Comnmission,#" there began to emerge a doctrine that provides that
when the by-laws of a corporation specifically contains a  genernal
empowering clause that allows the board of directors to appoint formally any
other officer position apart from those enumerated in the by-laws, chen che
exercise of such power by the board necessary creates an officer positon,
which then would not be within the security tenures clause, but fell within
the business judgment rule, and the controversies arising from disinissal are
within the judsdiction of the SEC under Section 5 (¢} of the [P.D.] goz-A,
thus —

The president, vice-president, secrcrary[,] and treasurer are commounly
regarded as the principal or exccutive officers of a corporation, and moderm
corporation  statutes  usually  designace them as che officers of  the
corporation. [lowever, other offices are somctimes created by the charter
ot by-laws of a corporation, or the bourd of direcrors sy be cmpoivered uiider
the by-havs of a eorporation o create addiional offices as may be wrecessary 497

The doctrine was affinned in Naepit v, Duterconrinental - Broadeasting
Corporation,®" where the main issue was whether the SEC had jurisdiction to
hear controversies on the dismissal of the Coniptroller, whose position was
not expressly provided for in the by-laws of the company.4¥? The Court held

492, 4d. at 104,

493 4d. av 111,

aud. Lastern Telecommanicarions, 585 SCRA at 468,

405. CORPORATION CODE, § 25.

400, Tabang v. National Labor Relations Commission, 266 SCRA 462 (1997).
407. . ac 467 (cmphasis supplicd).

408. Nacpil v, [ntercondnental Broadeasting Corp.oration, 379 SCRA 653 (2002).
400 4d. auns7.
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that even when the posidon of Conmptroller was not expressly mentioned in
the by-laws, nevertheless under authority of Section 25 of the Corporation
Code, the by-laws provided cthat the board of directors is authorized to
appoint “such other officers as the board of directors may from time to time
deeins fie to provide for. Said officers shall be elected by majoricy vote of the
board of directors,”s%¢ holding thus —

By-laws may and usually do provide for such other officers, and dhat where
a corporate office is not specifically indicated in the roster of corporate
offices in the by-laws of a corporation, the [b]oard of [d]itcctors may also
be cmpowered under the by-laws to creare additional officers as may be

necessary. 5!

Naepil, held that since the appointment of the Comprroller required the
approval and formal action of the Board of Directors to become valid, it was
clear that he is a corporate officer whose dismissal nmay be subject of a
controversy cognizable by the SEC. (now RTC) under Section 5 (¢} of P.DD.
No. goz-A, which includes the power to detenmine money claims —

It is likewise of no conscquence that petitioner’s complaint tor illegal
dismissal includes money claims, for such clains are actually pact of e
requisites of his position in, and thecefore linked with his relation with, the
corporation. The inclusion of such moncy claims does not convert the issuc
itnco a simple labor problem, 92

Eventually, both the Tabang and Napif rulings were overtumed in
Maring Industriad and Counmercial Corporation v, Coros (Marling Indusivial) 593
with the Supreme Court heolding that “|cJonsidering that the observations
earlier made herein show that the soundness of their dicre is not unassailable,
Tabuitg and Nuaepil should no longer be controlling.” 94 In Marling Industrial,
where the by-laws expressly provided chat the Board of Directors “shall have
full power to create new offices and to appoint the officers thereto.”s9% and
the Vice President for Finance and Administration was created pursuant o
said enabling clause, the Supreme Court ruled that any officer appointed to
such position dees not become a “corporate officer,” but is an emiployee and
the determination of the rights and liabilides relating to his removal are
within the jurdsdiction of the NLR.C: they do not constitute intra-corporate
controversies. The decision held forthdghtly —

500, CORPORATION CODE, § 25.
SoL. Nagpil, 379 SCRA at 6359,
so2. K. at 660,

so3. Mading Industrial and Commercial Corporation v, Coros, 633 SCRA 12
(2010).

504. 4d. at 28,

505, 4d. ac 23.
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A different interpretation [(of Scetion 25 of the Corporation Code)] can
casily leave the way open for the Board of Dircctors o circumvent the
constitutionally yuaranteed sccurity of teaure of the employee by the
cxpedient inclusion i the By-Laws of an enabling clause on the creation of
just any corporate officer position, 5%

b Wheit Now-Guirew Corporate Officers Are Also Divecrors or Stockliolders:
Ditra-Corporate Aspeer of the Termination Contests

During the pre-SRC percd, in Dy v, Narioniul Labor Relutions Cosiimission, o7
where the Board of Directors ousted by non-election the bank manager,39%
the Supreme Court sustained the SEC’s jurisdiction to hear and decide on
the tennination case, although the position was not provided for in the by-
laws of the company, based on the “intra-corporate” nature of the main
issues raised, thus —

The question of remunceration, involving as it docs, a person who is not a
mere ciployee bur a stockholder and ofticer, an integral pare, it mighe be
said, of the corporation, is not a simple labor problem but o matter that
comues within the acca of corporate aflairs and management, and is in Gt a
corporate controversy in contemplation of the Corporation Code, 597

The Dy decision seems to imply that if the controversy in intertwined
with management matters by persons who have special relations to the
corporation, such as being a stockholder, the controversy is essentially
corporate, by virtue of Section 3 and Section 5 (b) of P.D. No. go2-A on
intra-corporate disputes, This therefore seems to create two branches of the
RTC corporate judsdiction when it comes to corporate ofticers. First, there
are those who are serictly “officers”™ because their positions are provided for
either by law or by the by-laws of the corporation. Any controversy arising
from such relationship is within the original and exclusive jurisdiction of che
regular courts by virtue of Section 5 {(¢) of P.D. No. goz-A. Second, those
whose positions are not provided for in the by-laws, who therefore are
strictly mere eniployees of the corporation, when they are at the same time
stockholders or members of the corporation, and seem to occupy such
employment positions by virtue of such relationship to the corporation. The
controversies arising therefrom are within the jursdiction of the SEC (now
RTC)Y by virtue of the expanded coverage of Section 5 (b} in Union Gluss &
Container Corporation. In both instances, the emphasis of the Supreme Court
has always been thac the controversies involved primarily a corporate matter,
with the right and power of a board to tenminate corporate officers.

506, 4d. at 27,

so7. Dy v. National Labor Relatons Conunission, 145 SCRA 211 (1986).
508, 4d. ac 214,

500, Il ag 222,
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In Gregorio Araneta University  Fouirdation v, Teodoro,5'¢ although the
respondent interposed illegal dismissal and sought recovery of separation pay,
retirement benefits and other monetary claims wich the NLR.C arising from
the “non-extension™ of his appointment as Vice President and concurrently,
as Treasurer of the corporation, ' the Court denied che contention of the
petitioning corporation that jursdiction over the case should be with the
SEC since respondent was undoubtedly a corporate officer.s'? In denying the
petitioner’s contention, and distinguishing it from Phil. Scieol of Busiiess
Administrarion and Dy, the Court held that the complaint was filed by the
respondent with the NLRC not questioning the validity of the Board of
Directors” meetings wherein the corporate officers involved were not
reelected, resulting in the temination of their services. Therefore, no issue
which was intra-corporate in nature was necessary to be resolved which
would necessitate the vesting of the controversy with the jurisdiction of the
SEC (now RTC Special Commercial Court).s'?

Mutling Industrial also clarified thart just because an officer happens to be a
stockholder or member of the board of directors does not necessarily make
the controversy relating to his removal from corporate office an intra-
corporate dispute; it must be shown that his removal from office was
connected with his being a director or stockholder, thus —

The criteria for distinguishing between corporate officers who may be
ousted from office ar will, on one hand, and ordinary corporate employecs
who muay only be wrminared for just cause, on the other hand, do nor
depend on the nature of the services perfonned, but on dw manoer of
creation of the office. ln the respondent’s case, he was supposedly at ouce
an cmployee, a stockholder, and a Director of Mading, The circuumstances
surrounding his appoinuncnt to office mwust be fully considered 1o
determine whether the dismissal constituted an intra-corporate controversy
or a labor reamination dispute. We most also consider whether his status as
Dircctor and stockhiolder had any rcelation to all his appoinuncnt and
subscquent dismissal as Vice President for Finance and Administration.

Obviously cnougli, the respondent was nor appointed as Vice President for
Finance and Administration because of his being a stockholder or Dicector
of Matling.

Lven though he might have become a stockholder of Mading in 192, his
promotion  to  the  position  of Vice President for  Finance  and
Adiministration in 1987 was by virtue of the length of quality service he had
rendered as an employee of Mading, 11is subscquent acquisition of the

s10. Gregorio Arancta University Foundation v, Teodoro, 167 SCRA 79 (1088).
SIr. 0. ag Bo-81.

$12. 4.

$13.4d. at B1-85.
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status of Dircctor/stockholder had no relation to his promotion, Besides,
his status of Dircctor/stockholder was unaffccted by his dismussal from
ciplovinent as Vice President for Finance and Adiministration.s'#

Marling Indusirial also declared void the by-law provision that actually
vests with the President the power to create an office, on the ground thac it
was a power exclusively granted by Section 25 of the Corporation Code to
the Board of Directors —

Morcover, the Board of Dircctors ... could not validly delegate the power
to crcate a corporare office o the President, in light of Scction 25 of the
Corporation Code requiring the Board of Dhrectors itself o select the
corporate officers. Verdly, the power o clect the corporate officers was a
discretionary  power that the law exclusively vested in the Board of
Directors and could not be delegated to subordinate officers or agears,*'s

3. Judsdiction Issues Becween RTC Special Commiercial Courts and NLRC
on Termination Issues Involving Corporate Officers

In the particular issue of whether it was the SEC (now the RTC Special
Commercial Courts) or the NLRC which had judsdiction over the dispute
of termination or disniissal of corporate officers, the Suprenie Court seems to
have narrowed down the coverage of “officers” to include only those
provided for in the statutory provisions and those whose positions are
expressly provided for in the by-laws.

Pinl, Sehool of Business Administration, in holding thac the SEC has
jurisdiction aver the ouster of the Executive Vice-President, took note that
said posidon was provided for in the corporate by-laws. However, it is
interesting to note that the Supreme Court affinned che principle chat
“lez]enerally speaking, the relationship of a person to a corporation whether
as officer or as agent or employee, is not determined by the nature of the
services perfomied, but by the incidents of the relationship as they actually
exises, 7516

Also in of Dy, in sustaining that the SEC had jurisdiction over the
controversy,s' 7 held that —

It is of no moment that Vailoces, in his amended complaine, sceks other
relicf which would secmingly fall under the jurisdiction of the Labor
Arliter, because a closer look a these — uanderpayment of salary and non-
paymene of living allowance, shows that they are actually part of the

s14. Mading Indaseeial and Connnereial Corporation, 633 SCRA ac 31-32.

$Is. 4. at 27,

1. Phil. Sehool of Business Adwinistrarion, 127 SCRA at 781 (citing Bruce v,
Travelers Insurance Company, 260 F.2d 781 (193509) (ULS).

S17. Dy, 145 SCRA at 211.
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precequisites of his clective position, hence intimately linked  with his
relations with the corporation. The question of remuneration, involving as
it doucs, a person who is not a mere cimployvee but a stockholder and officer,
an integral pace, it mighe be said, of the corporation, 1s not a simple labor
problem but a muatter that comes within the arca of corporate affairs and
management, and is in fact a corporate controversy in contemplation of the

Corporation Code,S'#

Fortune Cement Corporation: v, National Labor Relarions Comnnission,s'9
emphasized that “a corporate officer’s dismissal is alwavs a corporate act
and/or intra-corporate controversy and that natare is not altered by the
reason or wisdom which the board of directors may have in taking such
action. s

Under the aegis of the SRC. Velurde v, Lopez,s*' sustained the doctrine
that the queston of remuneration involving a person who is not a mere
employee bur u stocklolder and officer of tie corporation 15 not a simple labor
problems but a matter that comes within the area of corporate affairs and
management, and, is in fact a corporate controversy in contemplation of the
Corporation Code.s2? In Euwsyeall Conmniications Plils., Inc., the Supreme
Court recognized the need to propetly prove the Gurred test of “corporate
officership” to sustain the termination cases within the special jurisdiction of
RTC Special Conmmmercial Courts,$2? thus —

Under Scedon 5 of [P.D.] go2-A, the law applicable ac the tme the
controversy arose, the SEC, not the NLRC, had original and exclusive
jurisdiction over cases involving the cemoval of corporate officers. Sccrion
5 () of [P.D.] go2-A applicd o a corporate officer’s dismissal for his
dismissal was a corporate and/or intra-corporate controversy. 1lowever, it
had tw be first ostablished thar the person removed or dismissed was a
corpotate officer before the removal or disiissal could properly fall wichin
the judsdiction of the SEC and not the NLRC. lere, aside from its bare
allegation, petitoner failed to show thae respondent was in fact a corporate
officer. 524

SI8.4d. ac 222,

s19. Fortune Cement Corporation v, Natonal Labor Reladons Commission, 143
SCRA 258 (1991).

s20. 0. ar 261, See afso Lozon v, Nadonal Labor Relatons Commission, 240 SCRA
1 (199s) & Dspino v. National Labor Reladons Commission, 240 SCRA sz
(19953).

s21. Velarde v, Lopez, 419 SCRA 422 (2004).

$22.4d. at 43

s23. Lusyeall Conunurications Phils., fne., 478 SCRA 102.

s24. . at 109,
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The implication of the foregeing rulings would necessitate thac the
presiding judges of RTC Special Commercial Courts would have competent
knowledge on labor laws applicable to situations that fall within their
judsdiction where strictly speaking the “officer” involved does noc fall
within the “corporate officer” definition, and therefore would be entitled to
protection of secarity of tenure mandated both under the Censtitution and
the Labor Code.

4. Interim Rules of Procedure on Intra-Corporate Controversies Governing
Election Contests

a. Coverage of “Eleerioir Coittese”

Section 1, Rule 6 of the Intedm Rules of Procedure on Intra-Corporate
Controversies expressly provides for its coverage being on “election contests
in stock and nen-stock corporations, 523

An “election contest” is defined in Section 2 of the Rule as referring to

any controversy or dispute involving dide or claim to any clective office in
a stock or non-stock corporation, the validation of proxics, the manner and
validity of clecdons, and the qualifications of candidates, including the
proclamation of winners, o the office of directors or trustees or other
officers dircedy clecred by the stockholders in a close corporation or by
members of a non-stock corporation where the acticles of incorporation or
by-laws so provide.$2¢

The case of Callefu confinns that although election contests in privace
corporations have come under the jurisdiction of the RTC, nonetheless the
quo wareanto provisions under Rule 66 of the 1947 Rules of Civil Procedure
do not apply to que tbarranto cases against persons who usurp an office in a
private corporation, thus —

It is therefore, the Interim Ruules of Procedure Governing [nea-Corporate
Controversics ... which applics to the pedtion for gue warranigo filed L.
before the wial court since what is being questioned is the authority of
herein petitioners (o assume the office and act as the board of dircctors and
officers of [the private corporadon. 527

b, Susnnary Proceedings in Elecrion Conesis

Pursuant to the embedded policy under the Interim Rules of Procedure on
Intra-Corporate Controversies that proceedings should be summary and

525 INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 6, § 1.

s26. dd. rule 6, § 2.

s27. Callefua, 483 SCRA at 6u1.
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expedited in nature, Section 3 of Rule 6 requires chat an election contest can
be conuenced with the filing of the complaint:

(a} Within [15] days from the date of the clection if the by-laws
of the corporation do not provide for a procedure for
resolution of the controversy:

(by Within [15] days from the resolution of the controversy by
the corporation as provided in its by-laws; 5<%

Additionally, that the plaintiff must have exhausted all intra-corporate
remedies in election cases as provided for in the by-laws.

Within two days from the filing of the complaint, the court, upon a
consideration of the allegations thereof, may dismiss the complaint outrighe if
it is not sufficient in fonn and substance, or, if it is sufficient, order the
issuance of summons which shall be served on the defendant within two days
from its issuance. 52

The defendant shall file his answer to the complaine, serving a copy
thereof on the plaintft, wichin ten days from service of summeons and the
complaint.s3 The answer shall contain the matters required in Section 6,
Rule 2 of the Interim Roules 33!

It is required that both the complaint and answer shall contain the
affidavits of witnesses, documentary and other evidence in support thereof, if
any. 32

If the defendant fails to file an answer within 10 days, the court shall,
within 10 days from the lapse of said pedod, motw propric or on motion,
render judgments as may be warranted by the allegations of the complaint, as
well as the affidavits, documentary and other evidence on record.s¥? In no
case shall the court award a relief beyond or different from that prayed for s34

If the court deemis it necessary to hold a hearing to clanfy specific factual
matters before rendering judgment, ic shall, within 10 days from the last
pleading, issue an order secting the case for hearing for the purpose.s?s The

528 INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 6, § 3.

s29. L. rule 6, § 4.

s3o 4 rule 6, § s,

314

s32. 4 rule 6, § 6.

$33.4d. rule 6, § 7.

534, INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 6, § 7.

$3s.dd. rule 6, § 8, para. 1.



778 ATENEO LAW JOURNAL [VOL. 60:652

order shall, in clear and concise terms, specify the matters the court desires to
be clarified and the witnesses, whose affidavits have been submitted, who
will give the necessary clarfication.$3%

The hearing shall be set on a date not later than 10 days from the date of
the order.s37 The hearings shall be completed not later than 15 days from the
date of the first hearing. 33 The affidavie of any witness who fails to appear
for clarificatory questions of the court shall be ordered stdcken off the
record. s

The court shall render a decision within 1§ days from receipt of the last
pleading, or from the date of the last hearing as the case nuay be s+ The
decision shall be based on the pleadings, affidavits, documentary evidence
attached thereto, and the wnswers of the witnesses to the clarificatory
questions of the court given during cthe hearings. 54!

5. Disputes Relating to Validation of Proxies

The definition of election contests under Section 2, Rule 6 of the Interim
Rules of Procedure on Intra-Corporate Controversies expressly includes
“any controversy or dispute involving ... validation of proxies,”s4? and this
should refer to validation of proxies as an adjunct to determining validicy of
votes cast durng stockholders’ or members’ meetings for the election of the
menibers of the board of directors/trustees.

As discussed previously, the case of GSIS confinned chat while “[t]he
SEC’s power to pass upen the validity of proxies in relation to election
controversies has eftfectively been withdrawn, ted as it is to its abrogated
jurdsdictional powers; 's43 it nonetheless clarified that the SEC has not lost all
of its regulatory powers involving proxies. It distinguished between “proxy
solicitation” which involves the securing and submission of proxies, from
“proxy wvalidation™ which concems the wvalidation of such secured and
submitted proxies, and ruled chat the power and mandate of the SEC under
the SRC on proxy solicitation has not been removed.$44

$360. 4.

$37. 4. role 6, § 8, para, 2.

$38. 4

$3u. il

540, INTERIM RULES OF PROCEDURE FOR INTRA-CORPORATE CONTROVERSIES,
rule 6, § 0.

S41. 4.

s42. 4. rule 6, § 2.

543. (G818, 585 SCRA at 706,

$44. dd. at 703-04.
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6. Appeals from the Decisions of RTC Special Conunercial Courts

As discussed already, in Septemiber 2001, the Supreme Court issued AM.
No. 00-8-10-SC545 which provided expressly that petitions for corporate
rehabilitation and intra-corporate controversies are considered as special
proceedings; accordingly, the “pedod of appeal provided in paragraph 19 (b)
of the [Interim Rules of Procedure on Intra-Cormporate Controversies)
relative to the implementation of Batas Pambansa Bilang (B.P.} 129 for
special proceedings shall apply[,]” which provides a pedod of appeal to be 30
days, with a record of appeal being required. s4¢

Subsequently, in September 2004, the Court issued A M. No. 04-9-07-
SC547 clarifying the proper mode of appeal in cases involving corporate
rehabilitation and intra-corporate controversies. It is provided therein thac all
decisions and final order in cases falling ander the Intedm Rules of
Corporate Rehabilitation and the Interim Rules of Procedure for Intra-
Corporate Controversies under the SRC shall be appealed to the Court of
Appeals through a petition for review under Rule 43 of the Rules of Court
to be filed within 15 days from notice of the decision or final order of the
RTC. s+

In one case, s where the petitdoner filed was a petition for eertiorasi
under Rule 65 of the Rules of Court, the Supremie Court upheld the
correctness of the resolution of the Court of Appeals in dismissing che
petition.

In another case 5% the Court held that Ruale 1 of the Interim Rules of
Procedure on Intra-Corporate Controversies specifically prohibits the filing
of mations for reconsideration, hence, the remedy of an aggrieved party is 1o
file a petition for cerriorarf within 60 days from receipt of the assailed order.
The Court also held chat when the same petitioner files with the Court of
Appeals a petition for certforari and another petition on the appeal having the
same prayer — the setting aside of the RTC decision — none of the
petitions should be given due course. The Court ruled that in spite of the
plea of the petitioner that the petidon for eertforari assails the propriety and

$45. AM. No. 00-8-10-5C (2001).

40, Id.

s47. Supreme Court, Re: Mode of Appeal in Cases Formedy Cognizable by the
Seeuritics and Exchange Commission, Administrative Memorandum No. 04-9-
07-5C [A.M. No. 04-9-07-5C] {Scp. 14, 2004).

548, 4.

s49. New Froutier Sugar Corporation v, Regional Trial Court, Branch 3. Ioilo
City, s13 SCRA 6o1, 605 (2007).

s50. Woestmont  Investment Corporation v, Farmix  Fertilizer Corporation, 632
SCRA 50, 63 (2010).
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manier by which it was rendered, while the appeal goes into the merits of
the decision itself, nonetheless, both remedies have one ultdmate goal; and to
give due course to the two petitions for having the same praver will
definitely pose an evil chat the prohibition on forum shopping was seeking to
prevent, i.e., the possibility of two different tribunals rendering conflicting
decisions.

IV. JURISDICTIONAL CONFLICTS
ON CORPORATE AND SECURITIES CASES

A. Iitroduction

Whether the SEC exercises residual quasi-judicial powers or just purely
regulatory powers over certain corporate or securities issues, there will persist
“Jurisdictional conflices” between the SEC and the courts of general
judsdiction (whether it be the regular RTCs, or the RTC Special
Conmercial Courts), the Court of Appeals, and the Supreme Court itself,
over justiciable controversies involving matters arsing under P.D. No. goz-
A, the Comporation Code, or the SRC, under any of the following scenarios:

(1) Where a party to such a justiciable controversy pending
with the RTC seeks the dismissal of the court action by
invoking the doctrine of primary jusisdiction, positing that the
SEC retins orginal and exclusive jurisdiction over
corporate or securities issues arising outside of the provisions
of Section 5 of P.ID. No. go2-A;

(2) Where a party to such a justiciable controversy pending
with the RTC seeks to dismiss the court action for violation
of the rule against forum-shopping, on the argument that
the matter is already pending with the SEC which has
concarrent juddsdiction in the exercise of its administrative
adjudicative functions outside of corporate cases under
Section 5 of P.D. No. goz-A; or vice versa;

(3) Where a party to such a justiciable controversy pending
with the courts of law invokes the docrrine of judicial non-
inferenice in adininistrative processes, positing that there are
available remedies within the SEC's regulatory powers that
must be pursued before resort to the regular courts can be
pursued; or

{4 When the party to such a justiciable controversy pending
with the RTC on a corporate case falling under Section 5 of
P.D. No. goz-A or securties cases ansing under the SRC,
invokes the docrrine of prior resort to suspend the proceedings
and refer certain matters for the final resolution of the SEC,
where:
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{a} the determination of facts or resolution of certain issues
presented to the court requires the exercise by the SEC
of its purely regulatory powers; or

(b it is posited that the proper exercise of judicial prudence
should require certain intricate issues falling within
SEC's regulatory powers ought first be resolved
adiminiseratively by the SEC within its  specialized
expertise and purely regulatory functions.

Nevertheless, under the well-established system of judicial review over
acts, orders, resolutions, or decisions of the SEC, the following jurisdictional
conflicts may also arise, thus:

(1) Where a party to such a justiciable controversy seeks the
dismissal of the court action by invoking the doctrine of
exfraustion of adurinistrative rewnedies positing that there are
available remedies within the SEC's regulatory powers that
must be pursued before resort to the regular courts can be
pursued; or

(2) Short-circuiting of the appeals process under Section 70 of
the SRC which would undermine the original decision of
the RTC Special Commercial Courts on corporate cases
falling under Sectien § of P.I). No. goz2-A, or RTCs acting
on their orginal and exclusive judsdiction over securities
cases under the SRC.

Thus, the Authors shall arrange hereunder a mapping-out, as it were, of
the existing statutory and jurisprudential rules char create a complex remedial
tension between the SEC as the primary regulatory agency over corporate
and securties matters; the RTCs in particular; and the Judiciary in general,
wher it comes to justiciable controversies involving corporate and securities
LATTers,

In order to allow proper resolutions over such jursdictional conflices, it
would be necessary to first undertake a review of applicable doctrines in
Philippine aadininistrative law.

B. Administrative Law in Perspective

The zoth century saw the passage of laws seeking to introduce regulations
into highly specialized areas in modem societies, and often inevitably provide
for the creation of adininistrative agencies — specialized bodies mandated to
oversee the organic growth and policy development in such regulared areas.

In our country’s important conmercial sectors, Congress has undertaken
the establishment of administrative agencies which are tasked with the
primary jurisdiction to evolve and implement the statutory guidelines and



782 ATENEO LAW JOURNAL [VOL. 60:652

policies mandated in the laws governing such commercial areas, which ar che
same time constitute the charter of such agencies upon which they draw
their mandates, powers, and functions. For instance, there is the creation of
the SEC for the system of registration, regulation, and supervision of
corporations, partnerships, and associations. as well as the regulation and
supervision of the country’s securities system; the Insurance Commission for
the insurance industry; the Bungko Sewtral ng Piipias for the banking
industry; and the National Telecommunications Commission (NTC) for the
teleconununications indusery.

The complex system  of specialized  administrative  agencies  is
circumscribed  within  the legal discipline denominated and studied as
“Adninistrative Law.” Most Filipino writersss! on the subject stll refer to
the definition given by Dean Roscoe Pound, who described it as

that branch of modem law under which the exceutive deparnment of the
governnent, Joing i oa quasi-legislariive or quasi-fudiclal copacity, interferes with
the conduct of the individual for the pucpose of prometing the well-being
of the community, as vader laws repulating public interest, professions,
trades and callings. rates and prices, laws for the protection of public hicalth
and safery, and the prometion of public convenicnce 352

Professor Carlo L. Cruz, in his work in Administrative Law, which he
characterized as being “legislacion in orgin,” with “expediency as its
justification,” traced the development of administrative agencies (and what
the Authors would call “super government bodies™) in the following manner

[Administrative Law] is the resule of the pervasive prolixicty of the modem
age and che increasing difficultics confronting the government, which,
given the sophisticated narure of the problems it muose address, is no longer
able to employ, with che same ctfectveness, the taditional powers assigned
to its several branches under the docteine of separation of powers.

Thus hesicantly ac first bue later even with alaceity, the legislature began
authorizing certain specialized bodics o lay down rules for the regulation
of the matters catcusted o their jurisdicton and, additionally, apply these
rules in the adjudication of factual issucs celating to dhese matters, subject
ouly to certain broad policics intended to goide and limic them in the
excrcise of their delegaced power. The initial demonstrated success of this
cxperiment encouraged further delegations, with che result thar che number

ssl. HECTOR S, DE LEON & HECTOR M. DE LEON, JR., ADMINISIRALTIVE Law:
Texr aND CAsSES 1 (sth ed. 2003} CARLO Lo CRuUZ, PHILIPPINE
ADMINISTRALIVE  LAw 1 (2007 od): & RoLanDO A SUAREYZ,
ADMINISTRATIVE LAW 2-3 (15t ¢d. 2001).

$32. ROsCOE POUND, GROWIH OF AMERICAN ADMINISIRATIVE LAW 110
(eniphasis supplied).
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of these bodies grew to proportions that have led to the tenable observation
that, in the legislacure, delegation has become the rule and non-delegation,
the exceprion. 557

The balancing between the policy promoting public interests with an
efficient  government  bureaucracy and the need o adhere o the
constitutional doctrine of separation of powers, has created remedial and
procedural tension between and among the administrative agencies and the
Judiciary, with the latter being mindful of its role as the guardian of the
country's constitutional precepts and principles.

1. Nature of the Powers Exercised by Administrative Agencies

Depending on ctheir charters, administrative agencies, which primarly
perform executive functions — i.e., the enforcement and administration of
the laws, carrying them into practical operaton and enforcing their due
observance — are uvsually granted also quasi-legislativess+ and quasi-judicial
powers,S5S

Prof. Cruz distinguishes between the quasi-legislative powers and quasi-
judicial powers of an administrative agency as follows —

The first is otherwise known as the power of subordinate legislaton and
permits the body o promulgate rules intended to cacey our the provisions
of particular laws. The sccond, its power of adjudication, cnables the
administrative body o reselve, in a manner cssentially judicial, factual or
sonmctimes even  legal  questions  incidental o s primary  power of
cnforcement of the law, The junsdiction of the admimstrative body is
quasi-judicial in applying a rule for dhe past and quasi-legislative in
prescribing a rule for the future, The former is in its nature private and the
latter public, $5°

The grant of quasi-legislative power to administrative agencies is wholly
within the prerogative of the Legislature, in which legislative power has been
constitutionally reposed.ss7 The exercise by adminiserative agencies of the
power of subordinate legislation niust be done within the parmneters set by
the statute, and pursued wich the primary task of evolving the policies set out
by the Legislature within the areas falling within their respective
judsdictions.ss* Courts, in exercising their judicial powers in such fields, are
therefore generally without aucthority to change che policy direction set by

$33. CRUZ, sipid NOIC $51, at 2-4.
s34 Villatuerre, Jr. v, Robredo, 744 SCRA 534, 550 (2014).
$35. Bedol v. Commission on Elections, 606 SCRA 534, 566 (2000).

$30. CRUZ, supid note $51, at 25 (citing [ VON BAUR, FEDERAL ADMINISTRATIVE
Law 635 (1942)).

$37.DE LEON & DE LEON, JR., siprd n0C $51, at gth.
$58. 4.
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the administrative agencies mandated under formal statutory grants to
execute and enforce such laws, except only when such policy developments
contravenes what the courts consider to be the letter or spirit of the law or
the Constitution, or done with grave abuse of discretion.ss

In the same manner, the grant of quasi-judicial powers to an
administrative agency is now accepted as whelly within the power of the
Legislature which under the constitutional set-up has the power to define
the jurisdiction of the various courts and tribunals that pertain to the exercise
of judicial power, s limited only to the constitutional precept that such
quasi-judicial powers must be exercised by administrative agencies primarly
to more effectively enforce the laws which constituce their administrative or
regulatory powers, Time and again, the Supreme Court has noted thae
administrative agencies which have been conferred with quasi-judicial
powers do not make them courts of law, and they do not become part of the
Judiciary — they remain executive offices primarily discharging executive
functions, and the essence of their quasi-judicial powers or functions is
always to the effect that it must constitute an integral part of discharging
their executive powers to enforce and implement the law and evolve the
development of policies and objectives of the law in the course of resolving
the rights and abligations of the parties covered by the terms of the law. s

The Court has held that —

[tlhe  administrative body  exercises s quasi-judicial power when it
performs in a judicial manner an ace which is essendally of an exccutive or
adminiserative natore, there the power 1o aer o suele waimer s incddenrad 1o or
reasottably wecessary for the performance of the excoutive o adwinistarive dury
entipsted o i In carrying oot their  quasi-judicial - functions,  the
administrative officers or bodics are required to investigare facts or ascertain
the existence of facts, hold hearings, weigh evidence, and draw conclusions
from them as basis for their official acdon and cxercise of discretion in a
judicial nature, 542

The grant of quasi-judicial powers to administrative agencies under such
parameters does not mean the judicial power is taken away from the
Judiciary, because the courts of law can never be deprived of the power of
judicial review. The exercise of quasi-judicial power by administrative

550, &d. at 101.

s60. The Constition provides that “[tJhe Congress shall have the power o define,
prescribe, and apportion the jurisdiction of various courts bur may nor deprive
the Sopremice Court of irs jurisdiction over cases cnumerated in Scerion §
hereof.” PHIL. CONST. art, VIII, § 2.

s61. Midland Insurance Corporation v, Intenncdiate Appellate Court, 143 SCRA
458 (1986) & United Residenes of Dominican 1ills, Ine. v. Conunission on the
Scedement of Land Problems, 353 SCRA 782 (2001).

s62. Suerr Commmications, fne., 408 SCRA at 686-87 (ciphasis supplicd).
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agency is merely adjunct to its pomary mandate to execute the law for
which it has been specifically charged to carry out, and evolve the proper
policies sought to be implemented vnder the law.

Finally, administrative agencies are formally granted investigatory
powers, which have been described by the Supreme Court as the

life bood of the adudmistraive process .. [for they] are usclul for all
administrative  functions, not only for rule making, adjudication, and
licensing, but also for prosccuting, for supervising and dicecting, for
derermining general policy, for reconuncading legislation, and for purposes
no more specific than illuminating obscure arcas o find out whar if
anything should be done. An administrative agency may be authorized o
make investigations, not ouly in proceedings of a legislative or judicial
natuee, but also in proceedings whose sole purpose is to obtain information
upon which future action of a legislative or judicial nature may be raken
and may require the atendance of witnesses 1 proceedings of a pucely
investigatory mature, 1t may conduct general inquirics into cvils calling tor
correction  and to report findings to appropdate bodics and  ake

recommiendations for actions. S

When the exercise of investigatory powers do not employ judicial
functions and is limited to investigating the facts and making findings in
respect thereto and are net making final pronouncements affecting cthe
parties, such powers are purely regulatory in character and do not involve
the exercise of quasi-judicial powers. st

2. Doctrdnal Framework Prevailing in Philippine Administrative Law

From the foregoing discussion of the nature and extent of the quasi-
legislative, quasi-judicial, and investigatory powers of administrative agencies,
a nunber of doctrines have evolved in Philippine administrative law.

First, there is the principle that quasi-legislative and quasi-judicial powers
of an administrative agency must be cleatly conferred by law. Since
adminiserative  wibunals  are  essentially  executive  offices, there 5 no
presumption that they can exercise quasi-legisladve and/or quasi-judicial
powers,

Thus, the Supreme Court aptly held in one cases®s that

[a]dministrative  agencics have powers and  functions  which may  be
administrative, nvestigatory, regulatory, quasi-legislative, or quasi-judicial,
ot a mix of the five, as may be conferred by the Constitution or by statute,
They fuwe e fine only such potsers or authority as e grnred or delegared,
expressly or huplivdly, by dave. And T detersining wliesler ane agency s eerrain

$63. Lvangelista v. Jarencio, 68 SCRA gu, 104 (1075).
$64. Presidential And-Dollar Saltng Task Force v, CA, 171 SCRA 348 (1989).
$65. Soriano v, Laguardia, $87 SCRA 70 (2004).
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powvers, e Tnguiry shoudd be fronr the e dtself. Bur onee aseertained as existing,
the authority given stioudd be libevally constived 566

In another case, %7 it held that

[tloo basic in administrative law to need citation of jurisprudence is the rule
that the jurisdiction and powers of administrative agencies ... are lumited to
those expressly granted or necessarily implied from those granted in the
legislation cecating such body: and airy order without or beyond sucl jurisdiction
is vofd and ineffecrive. 398

Second, an administrative agency may properly be authorized under its

charter to resolve justiciable controversies in the exercise of quasi-judicial
functions. The Supreme Court has observed that

[i]n the exercise of such powers, the agency concerned must conunonly
interprer and apply conrracts and determine the rights of privare partics
under such contracts. One thrust of the muldplication of administrative
agencies 15 thar the interpretation of contracts and the determinacion of
private rights therconder is no longer a vniquely judicial  function,
exercisable only by our regular courts. 5%

Third, in the exercise of their quasi-judicial powers, administrative

agencies are not bound by technical rules and procedures. On chis matter,
Prof. Rolando A. Suarez has observed —

Adiministrative agencics charged with the task of adjudicating contested
cases are necessarily involved in exercising functions which are judicial in
nature, This does not mean, however, thar they ace bound o observe the
technical rules of evidence and procedure observed by the regulac courts of
justice.

The reason for this s because administrative tribunals are expected to
adjudicate cases expeditiously and withour unnccessary delay, The main
function of administrative agencies is primarily to cnforce the law entrusted
to them for implemcentation. The excrcise of quasi-judicial power is only
incideneal wo their main function of cuforcing the law 37

S04,

$67.
568,

S,

570

I, ar 9o-91 (cimphasis supplicd). Sec afso Antipolo Recalty Corp. v, National
[lovsing Authocity, 153 SCRA 396 (1987); Liga nr nya Barangay Nadonal v,
Atcnza, Jr., 420 SCRA 62 (2004); & Department of Agracdan Refoon
Adjudication Board (DARAB) v. Lubrica, 457 SCRA Boo (2003).

Globe Wireless Led. v. Public Service Comumission, 147 SCIRRA 269 (1087).
I, ac 272 {emphasis supplicd).

Autipole Realty Corp., 153 SCRA at 407. See a0 Solid Homes, 1nc. v. Payawal,
177 SCRA 72 (1989).

SUAREYZ, supra nOLe $51, at 130.
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Last, the doctdne of the binding effect upon the courts of the

adiministrative rulings or findings of administrative agencies,s?' which the
Supreme Court has restated as follows —

This Court has consistendy held dhar the courts will not inrerfere in marters
whicl are addressed o the sound discretion of the government agency
cotrusted with che ceguladon of activities coming under the speaial and
technical rraining and knowledge of such agency. [ has also been held thae
the exercise of administrative discretion is a policy decision and a matter
that can best be discharged by the government agency coucerned, and not
by the courts ... findings of fact which ace supported by cvidence and che
conclusion of experts should not be distudbed ... Jand that] factual ndings
of quasi-judicial bodics which have acquired cxpertise because  theic
jurisdiction is confiiced o specific matwers ace gencrally accorded not only
respect bue even finality and are binding ¢ven upon the Supreme Couct if
they are supported by substantial evidence, 572

The doctrine has been supported by various theories espoused by the

Supreme Court under both Administrative Law and Remedial Law, thus:

(1) In the absence of grave abuse of discretion, the findings of
fact of administrative bodies will not be intedfered with by
the courts, and in fact must be accorded not only great

571, Gandtano v. Scerctary of Agricultore and Natoral Resources, et al, 100 SCRA

57

543 (1966); Dy Keh Beng v, Internacional Labor, oo SCRA 162 (1y79); Meralco
Sccuritics Corporation v, Savellano, 117 SCRA Soq (1982): Special Gvents &
Central Shipping Oifice Workers Union v, San Miguel Corp., 122 SCRA 557
(1983); Baliwag Transit, Inc. v. Court of Appeals, 147 SCRA 82 (1987); Lianga
Bay Logring Co., Inc. v, Lopez Enage, 152 SCRA 8o (1987); Gelmart
[ndustrics (Phil.}), Inc. v, Leogardo, Jr., 155 SCRA 403 (19%7): Antonio v,
Estrella, 156 SCRA 68 (1987); Mangubat v. De Castro, 163 SCRA 608 (1988);
Mapa v. Arrovo, 175 SCRA 76 (198y); Felipe Ysmacl, Jo. & Co., Inc. v.
Deputy  Dxcoutive  Scerctary, 190 SCRA 673 (1ou0):  Larth  Miocrals
Exploration, Ine. v. Macaraig, Jr., 104 SCRA 1 (1991): Dircctor of Lands v.
Court of Appeals, 194 SCRA 224 (1uy1); Scsbreno v, Ala, 208 SCRA 359
(1992); V.V, Aldaba Engincering v, Minister of Labor and Eoiployment, 235
SCRA 31 (19u4); Casa Realey Filipino v. Oflice of the President, 241 SCRA
165 (19935): Fisst Lepanto Ceramics, Ine, v, Court of Appeals, SCRA §32
(1904); Alba v, Nitorreda, 254 SCRA 753 (1906): Capitol Wircless, [ne. v.
Confessor, 264 SCRA 68 (1o94); Sta. lnes Melale Forest Products Corporation
v. Macaraig, Jr.. 200 SCRA qu1 (1998): Protccror’s Scrvices, Inc, v, Court of
Appeals, 330 SCRA 104 (2000); Amigo Manufacturing, Inc. v. Cloctt Peabody
Co., Inc., 354 SCRA 434 (2001); Sta. Lucia Realty & Developnicent Inc, v,
Romweo Uyecio, s62 SCRA 226 (2008):; & DBerris Agricultural Co., Inc. v,
Abvadang, 633 SCRA 196 (2010).

Republic v. Express Teleconununications Co., oe., 373 SCRA 316, 340-47

(2002) (citing Villanueva v, Court of Appeals, 205 SCRA 537 (1992) & Metro
Transit Crganization, Inc. v. NLRC, 263 SCRA 313 (10u0)).
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respect but even finality: by reason of the special knowledge
and expertise of administrative agencies over matters falling
under their jurdsdiction, they are in a better position to pass
judgment thereon. 73

(2) Regular courts of justice will generally not interfere in
executive and administrative matters which are addressed to
the sound discretion of government agencies, such as the
grant of licenses, pennits, leases or the approval, rejection or
revocation of the applicants therefore 574

(3) A decision of an adminiscrative agency in the exercise of its
quasi-judicial  power, where the proceedings  where
conducted in accordance with law, when it has become
final, is conclusive and binding on the parties under the
principle of res adjudicara.s73

(1) Regular courts of justice should as much as possible refrain
from disturbing the findings of administrative bodies in
deference to the doctrne of separation of powers: s and
that petitions for cerriorard, prohibition, and wandunins do not
lie against the legislative and executive branches or the
members thereof acting in the exercise of their official
functions, basically in consideration of the respect due from
the judiciary to said departments of co-equal and coordinate
ranks under the principle of separation of powers.$77

(s) When the act of an admunistrative agency is not purely
adminiserative bue quasi-judicial or adjudicatory since it is

573

574

$74

377

See generally Raniel v, Jochico, s17 SCRA 221 (2007) & Conunission on
[ Ligher Education v. Dasig, $74 SCRA 227 (2008).

See generally Manuel v, Villena, 37 SCRA 745 (1y71) & Philippine National Oil
Company v. Court of Appeals, 457 SCRA 32 (2005).

5. See generafly Brillantes v, Castro, 9o Phil, 4097 (19560); Ipckdjian Merchandisiog:

Co., Inc. v. Court of Tax Appeals, 0 SCRA 72 (1963); Comclio v. Court of
Appeals, 20 SCRA 455 (1u60); Macailing v, Andrada, 31 SCRA 120 (1970);
Ramos v. Republic, 66 SCRA 76 (1970); Vitug v. Republic, 75 SCRA 436
(1977); Carrcon v, Workmen's Compensation Commission, 77 SCRA 297
(1977); Delfin v, Inciong, 192 SCRA 151 (1990); & Ocho v, Calos, 345 SCRA
478 (2000).

Naticnal Association of Free Trade Union v, Mainitc Lumber Developinent
Company Workers Union-United Lomber and General Wodkers of dic Phils,,
192 SCRA 508, 603 (1040).

See genevally Mama, Jro v, Court of Appeals, 196 SCRA 48y (19u1): First
Lepanto Ceramics, [ne. v, Court of Appeals, 253 SCRA ss2(19u0); & Olaguer
v. Domingo, 350 SCRA 78 (2001).
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dependent  upon  the ascertainment of facts by the
adiministrative agency, upon which a decision is to be made
and rights and liabilities determined ... It thus squarely falls
under matters relative to the executive department which
courts are mandatorily tasked to take judicial notice of under
Section 1, Rule 129 of the Rules of Court. Judicial notice
must be taken of the organization of the Executive
Departinent, its principal officers, elected or appointed, such
as the President, his powers and duties. 57

789

The rationale behind these rulings has been explained in  Nesté

Pinfippines, Inc. v. Court of Appeais, 57 in this wise —

[n the first place, it 15 a principle wo well established o require extensive
documentation that the construction given to a statute by an adiministrative
agency charged with the interpretation and application of that statute is
cutitled to great cespect and should be accorded greac weight by the courts,
utdess such consteuction is cearly showa o be in shap conflict with the
governiny stacute or the Constitution and other laws. As lony ago as 1903,
this Court said in In re Aflen that

[‘c]he principle chat the contemporancous construction of a statute by
the exceutive officers of the government, whose duty is o cxecute it,
is enticled o grear respect, and  should  ordinarily  contrel  the
construction of the statute by the courts, 15 so Airmly embedded in our
jurisdiction thar no authoritics need be cited w support it

The radownale for this rule relates not only o the cmergence of the
multifarious  needs of a4 modern or modernizing  socicty  and  the
cstablishiment of diverse admimistrative agencics for addeessing and sacisfying
those needs: i also relates o accumuoladon of expericnce and growth of
specialized  capabilicies by the  adminiserative  agency  charged  wich
implementing a particular statute, 3%

3. Judicial Review Ovwver Acts, Orders, Resolations and Decisions of

Administrative Agencies

a. Twe Varping Aspeers of the Potver of Judicial Review

The term “Judicial Power” as it has been vested by the Constitution “in one
Suprenie Court and in such lower courts as may be established by law,7s%
has been constitutionally defined as having two (2) integral components,

namely:

s78. Saiado v, Court of Appeals, 350 SCRA 546, $38 (2001).

$76. Nestle Philippines, Ine. v, Court of Appeals, 203 SCRA so4 (19u1).
80, 4d. at 10-11.

s¥1.PHIL. CoNST. act VI, § 1.
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(1) “|Tlhe duty of the courts of justice to sertle actual
controversies, involving rights which are legally demandable
and enforceable:”s%2 and

(2) The power “[t]o determine whether or not there has been a
grave abuse of discretion amounting to lack or excess of
jurisdiction on the part of any branch or instrumentality of
the Government,” S8

What constitutes  delegated  quasi-judicial  power to administrative
agencies is only the first component of judicial power which is the power to
settle justiciable controversies arsing in the pursait of their regulatory
functions; the second component remains wholly within the Judiciary, and
non-delegable to administrative agencies.

Notwithstanding the doctrine of the binding effect upon the courts of
the rulings or findings of administrative agencies, there exists in Philippine
jurisdiction the “Power of Judicial Review” by the courts over the
adiministrative agencies, and which must properly be understood to have o
separate und distiiict comporients:

(1) What we refer to as the power of judicial appellate review by
certain courts of law over the final orders. resolutions or
decisions of administrative agencies acting in a guasi-fudicial
pietirer, Om the premise that the right to appeal is neither a
constitutional nor a common law right, the power of
judicial appellate review is purely statutory in character — it
exists only when so granted by the law. Without a formal
grant of appellate review power to a higher tdbunal, the
final orders or decisions of administrative agencies issued
within their quasi-judicial powers have the effect of being
res fudicara. Currently, the power of the Court of Appeals to
exercise appellate review over the decisions of administrative
agencies exercising quasi-judicial power is regulated under
Rule 43 of the 1997 Rules of Civil Procedure.

(2) What we refer to as the power of judicial review or jndicial
reviewr proper defined as “the power of courts to determine
the walidity of the acts of Legislative or Executive
departinents of the government,”™ and which at present
finds consticutional basis under Section 1, Article VIII of the
1987 Constitution — “Judicial power includes the duty of

s82. PHIL. CONST. act VI, § 1.
$83.PHIL. COoNs1. act VI, § 1.

s84. Ann Leah Fidelis T, Castancda, The Origing of Philippine Judical Beview, 1ogo-
1935, 40 ATENECO L. ], 121, 122 (2001).
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the courts of justice ... ro determine whether or vot there fas been
a grave abuse of discrerion amonnting fo lack or excess of jurisdiction
ot the  part of any  brandr or  instrumentalivy  of  the
Goveriont.]”3%5 The Judiciary’s power of judicial review
proper is curmrently regulated under Rule 65 of the 1997
Rules of Civil Procedure. 5%

The essence and remedial operations of the two types of judicial review
powers are quite different and have different legal impact in the resolution of
jurisdictional conflicts between administrative agencies and the Judiciary. For
example, whereas the power of judicial appellate revieny 1s directed only on
orders, resolutions, or decisions of administrative agencies issued in the
exercise of their quasi-judicial powers; the judiciul reviens proper allows in
addition for the courts of justice to determine the wvalidicy of all acts of
admiinistrative agencies done in the exercise of purely regulatory powers or
in the exercise of quasi-legislative powers. The singular use in jurisprudence
of the term of judicial review for both types of powers has spawned confusion
among the members of the Bench and Bar.

To illustrate the point, there is the 2003 decision in  Swuar
Conmitications, Ine.,S%7 where the main issue before the Supreme Court was
whether the RTC, in a petition for declaratory relief, had jurisdiction to rule
upon the validity or constitutionality of the memoranda issued by the NTC
in the exercise of its quasi-legislacive power, based on the assertion by the
NTC that the petition should be disnussed for failure of the petitioning
companies to exhaust administrative remedies within the commission itself.
After clearly distinguishing between  quasi-legislative and  quasi-judicial
powers, the porencia of fommer Associate Justice Consuele Ynares-Santiago
held that both the doctdne of exhaustion of administrative remedies and the
doctrine of primary jurisdiction cannot be invoked to deprive a court of
justice of the exercise of its power of judicial review. when the act being
question is not in the exercise of quasi-judicial powers of an administrative
agency, thus —

[n questioning the validity or constitutiomality of a rule or regulation ssued
by an adnunistrative agency, a party need not exhause administrative

$85. PHIL. ConNst.art, VIIL § 1 (cmplasis supplicd).

586, Under Secton 1, Rule 65 of the 1907 Rules of Civil Procedure, for a writ of
certionari to issuc, the following requisites must concur: {1) it must be dirccted
agrainst a tribunal, board, or officer excrcising judicial or quasi-judicial functions,
(2} the wibounal, board, or officer muse have acted without or in excess of
jurisdiction or with grave abuse of discretion amounting lack or cxeess of
jurisdiction: and {3} there s no appeal or any plain, speedy, and adequare
remedy in the ordinary course of Law, Liga g g Baraugay Natiomad, 420 SCRA
at §70.

87, St Communications, fue., 408 SCILA at 678,
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remedies before going to couct. This principle applics only where the act of
the administrative agency concerned was performed pursuant to its quasi-
judicial tunction, and wot wben the assailed act pevtaiued fo its rale-making or
qudsi-fegiskarive power.

iy like muanner, che doctrine of primary judsdiction applics only where the
administrative  ageney exereises  its quasi-judicial - or  adjudicatory
fimction. 3%

In making such pronouncements, the ponente relied upon and quoted
from the Supreme Court’s earlier decision in Assoctarion of Philippine Coconnr
Dessicarors v, Philippine Coconr Authrority, S where it was held chat —

The vele of reyuiving exhaustion of administeative resedies before o party unay seck
puddicial revicir, so strenvously urged by the Solicitor General on behalt of
respondent, has obviously no application hicre, The resolution in question
was issuced by e PCA in the excrcise of its rule-making or legislative
powet, However, only judiciad revicir of decisions of aduiinistrarive agendes thade i
the exercise of their qiasi-fudicial futicrion is subject 1o the exhaustion doctrine. S9°

The referral to the tenn fudicial revicw in both the Association of Philippine
Cocomnt  Dessicators and  Swmart Comnnnivications,  Ine,  decisions must be
understood to be limited in application onlv to the power of appellate review,
since the conscitutional text iselt dearly inclides within the coverage of
judicial review the power to determine che validity or constitutionalicy of a
rule or regulation issued by an administrative agency. Also, as will be shown
hereunder. the doctrine of primary jurisdiction has been invoked in a
sigmificant nmumber of Supreme Court decisions which involved the exercise
by the regular courts of justice of the power of judicial review over acts and
issuances of administrative agencies in the exercise of regulatory non-judicial
powers, as well as quasi-legislative powers.

In the aforequoted portion of the Smarr Communications, Iic. decision,
the term “quasi-judicial bodies™ has been extended to include within its
coverage “quasi-legislative powers” when they are exercised to detennine
the rights and obligations of the affected members of the public. This is also
demonstrated in the 198y decision in Presidential Anti-Dollar Salting Task Foree
». CA which held thae “[a] quasi-judicial body has been defined as “an

$88. L. at 687 (cmphasis supplicd).

s8g. Association  of  Philippine  Coconur Dessicators v, Philippine  Coconure
Aurthority, 286 SCRA 104 (1y48).

su0. dd. ac 117 (emphasis supplicd).
s01. Presidential And-Dellar Salting Task Force v, CA, 171 SCRA 348 (1089).



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 7093

organ of wovemment other than a court and other than a legislature, wiich
affects the violis of privare pastics through cithier adjudication or nule-tnaking.”” 592

The poncacia of Justice Abraham F. Sarmiento, Sr., enumerated exaniples
of what can be considered as “quasi-judicial bodies,” even when clearly
some of them did not have quasi-judicial powers though in the exercise of
their quasi-legislative functions, they “determined the rights” of those to be
affected by their rules and regulations, thus —

A quasi-judicial body has been defined as “an organ of government other
than a court and other than a legislacuce, which aftects the rights of private
partics through cicher adjudication or rule making” The mest conunon
types of such bodies have been listed as follows:

(@} Agencies created to funcdon in sitvatons whercin dhe governmeat is
offcring somie gratuity, grant, or special privilege, like dhie defunct
Philippine  Veterans Board, Board on Pensions for Veterans, and
NARRA, and Philippine Vererans Administration.

(b) Agencics set up to function in situations wherein the governunent is
secking o carry on cortain govenunent functions, like e Buccau of
lounigration, the Burcau of Internal Revenue, the Board of Special
Inquicy and Board of Commissioners, the Civil Scevice Connnission,
the Cenrial Bank of the Philippines.

(©)  Agencies set up ro function in sitvations whercin the govermuent is
perfonming some business service for the public, like the Burcau of
Posts, the Postal Savings Bank, Mcrropolitan Watcrworks & Scwcerage
Autherity, Philippine  National Railways, the Civil  Acronautics
Adminiseration.

(dy Agencies set up ro function in sitvations whercin the govermuent is
secking to regulace business affccted with public incerest, like e Fiber
lispections Board, the Philippine  Patent Office, Oflice of the
Insurance Commissioncr.

(¢} Agencics ser up o function in sitvations whercin the government is
secking under the police power o regulate private business and
individuals, like the Secuctics & Exchange Conunission, Board of
Food lnspectors, the Board of Review for Moving Pictures, and the
Professional Regulation Commission.

() Agcucies ser up o function in sitvations whercin the government is
seeking to adjust individual controversics because of some strong social
policy involved, such as the Natonal Labor Relations Conunission,
the Court of Agrarian Relatdons, the Regional Offices of dic Ministey
of Labor, the Social Sceurity Commission, Burcau of Labor Standards,
Women and Minors Bureau.

su2. dd. ac 360 (cmphasis supplicd).
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As quay be sven, it is tie basic function of these bodies to adiudicate daines and for 1o
dererunine vights, aid witless s deaision are sedsonably appealed 1o e proper
rerteuting authoritics, the same attain flnality ad becoure exceutory 593

Parenthetically, it has been held in Presidential Aunti-Doltar Salring Task
Force that under existing rules of procedure, the RTC possess no power of
judicial review aver administracive agencies exercising quasi-judicial powers,
and such administrative agencies are deenied to be co-equal trbunals to the
RTC which cannot therefore issue orders to restrain or enjoin the acts or
orders of such tribunals.s#4

. Policy Teusions Bettveen Principles of Adwinistrative Law and the Power of
Judicial Review

The jurisprudential tension that exists between the two aspects of judicial
review has been recognized by leading authors and vadous decisions of che
Suprenie Court itself.

Hector S. De Leon and Hector M. De Leon, Jr. (De Leons) have noted

The problem of judicial review of the action of an administrative ageacy
necessarily brings che judicial process into conflice with the administratve
process and presears vital questions as to the relative roles of administrative
agencies and  dhe courts o our system of  govermnenr. Both  ace
governmental instronients for realizing public purposes,$93

Prof. Cruz has sunmmed vp the jurisprodential discord, thus —

It is the recognized principle that courts of justice will generally not
interfere in exccutive and adiministrative macters which ace addressed o the
sound discretion of goverment agencics, such as the grant of licenses,
peemits, leases or the approval, rejection or revocation of the applicants
therefore. [owever, there is a limit to the deference accorded by the courts
to the actions of such agencics, Jurisprudence is replere with cases where
the Supreme Court has applicd the exceprions racher than the general rule,
[t is generally true thac purely administrative and discretionary functions
may not be interfered widy by the courts: bur when the exercise of such
functions by the administrative officer 1s rainted by a filuce to abide by the
command of the law, then ic is incombent on the courts to sct muatters
right, with the Supreme Court having che last say on the marteer, 9%

Thus, judicial review of final orders, resoludons or decisions of
administrative agencies is allowed when there has been an abuse of discretion
or when such administrative agencies act outside or withoue jursdiction,

$u3. 4d. ar 360-61 (cimphasis supplicd).
04, dd. at 156,
505.DE LEON & DE LEON, JR., supra note §51, at 323.

Sut. CRUZ, supid 101¢ §51, at 142-43.
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such as when the administrative agency assumies to act in violation of the
Constitution or contrary to laws, as when the administrative officer acts
without jurisdiction, want of substantial basis in fact or in law, with grave
abuse of discretion, violation of due process, denial of substantial justice, or
erroneous interpretation of the law, 57 as when there is a conflict in the
findings of face;™® when the judgment is based on prohibited or void
contracts:¥ when the administrative decision or order is not reviewable in
any other way, and the complainant will suffer grear and obvious damage if
the order is carried cuat, or when such relief is expressly allowed by law; or
when the decision or order is made in excess of power and therefore a
deprivation of a right granted by law #oe

Based on the foregoing discussions, the Authors now proceed to discuss
two doctrines in Administrative Law that are most relevant in resolving
jursdictional conflicts between administrative agencies and the courts of law,
namely: () docrrine of exhanstion of adwinistrative remedics; and (b) docrrine of

s07. See genernily Occanic Bic Division (FFW)} v. Romero, 130 SCRA 302 (1984);
Chung Fu lndusteies (Phils}, Inc, v. Court of Appeals, 200 SCRA 545 (1u42);
Cosep v, National Labor Relatons Commission, 200 SCRA 704 (1908); &
Malabaguio v, Conunission on Elections, 340 SCRA 604 (2000). See afiv Alcuaz
v. PSBA, QC DBranch, 161 SCRA 7 (1988); Lianga Bay Logging Co., Inc, v,
Lopez-Enage, 152 SCRA 80 (1987); Beautifont, Inc, v, Court of Appeals, 157
SCRA 481 (1988); Greenhills Mining Company v, Office of the President, 163
SCRA 350 (1988); Mangubar v, D¢ Castro, 163 SCRA 608 (1988); Cocrdo v,
Commission on Audit, 166 SCRA $67 (1988); Gordon v. Veridiano I 167
SCRA 51 (1988); Mapa v. Arroyo, 175 SCRA 76 (1985); Latchme Motoomull
v. Dela Paz, 187 SCRA 743 (1990): Algandro v, Court of Apeals, 191 SCRA
700 (1990); Biak-ma-Bato Mining Co. v, Tanco, Jr., 193 SCRA 323 (1yy1);
Anmcrdcan Inter-Fashion Corp. v, Office of the President, 197 SCRA 409
(1901); Commissioncr of Internal Revenue v, Court of Appeals, 204 SCRA 182
(1991): Banco Filipino Savings & Mortgage Bank v. Monctary Board, Ceneral
Bank of the Philippines, 204 SCRA 767 (19o1): Peralta v, Civil Service
Conunission, 212 SCRA 425 (1992); Moomba Mining Exploration Company
v. Court of Appeals, 317 SCRA 388 (1999): [Iydro Resources Contractors
Corporation v. National Irrigation Aurthority, 441 SCRA 614 (2004); Philippine
Long Distance Telephone Co. v, Natienal Teleconununication Commission,
100 SCRA 717 (1900): Nestle Philippines, Ine., 203 SCRA so4: Migucl v. Court
of Appcals, 230 SCRA 339 (1904} & Ting v, Court of Appeals, 237 SCRA 747
(1994).

su8. See generfly Pantranco North Express, Inc. v. NLRC, 230 SCRA 272 (19u4);
Tuanala v. Nadonal Labor Relations Commission, 252 SCRA 314 (1906); Bontia
v, National Labor Reladons Commission, 255 SCRA 167 (19u6); & Vda. de
Dela Cruz v. Abille, 332 SCRA 691 (2001).

s049. B.F. Goodrich Phils., Inc. v. Workmen’s Compensation Commission, 159
SCRA 355 (1u88).

600, Sec SUAREZ, suprd note §31, ar 79-80.
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primary jurisdierion. The application of these two doctrines varies on whether
they pertain to the power of judicial appellate revicw, or o the constitutionally-
sanctioned judiciul review proper.

By way of introduction, it should be noted that the proper and separate
applications of the docrrine of exhanstion and the doctrine of priviary jurisdicrion
have not been properly delineated in Philippine jurisprudence, and there
have been decisions of the Supreme Court where the language used o
define or characterize both doctrines is almost indistinguishable.

4. Doctrine of Exhaustion of Administrative Renedies

The docrine of exhaustion of advrinistrative remedies provides that if a remedy is
available within the administrative or executive branch of the governnent,
an aggrieved party cannot seek relief from the regular courts of justice before
he has availed of such remedy, and failure to do so would affect his cause of
action. 0!

Early in the American colonial period in our country, in its 1012
decision in Lamwb v, Phipps,"0? the Supreme Court began to evolve the
doctrine of exhaustion of adminiscrative remedies, and s hierarchical
placenient in the system of judicial review. In Lanh, an application for a writ
of munduming was filed with the Court by the former director of the [wahig
Penal Colony, to compel the Aaditor of the Philippines to issue a clearance
certificate to petitioner who had rendered a formual accounting of all public
funds and property that have come to his possession as a public officer.®?
The Suprenmie Court found that the issuance of the certificate of clearance
was not a ministerial duey on the part of the Auditor and noted chat

For the courte o veuire i auditor o altowe or disalfonr a claim against or in favor
of the Government would be to substitute the courts as the auditing officers
of the Government. Such a resule was nor contemplated by a law, which
coiferred upon another departmene of the Governiment the  fiuwad and
extlusive jurisdiction to cousider claims "4

The Court also deternnined that by law, the findings of the Auditor were
not immediately final and executory, and were subject to an appeal with the
Governor-General, and then to the Secretary of Wars."s The Court then
brought into play through final ruling the application of both scopes of the

6or1. Atlas Consolidated Mining & Dev, Corp. v. Mendoza, 2 SCRA 1064 (1961);
Ledesma v, Vda. de Opinion, 14 SCIRA 973 (1963); & Manuel v, Jimenez, 17
SCRA 55 (1966).

602, Lamb v, Phipps, 22 Phil. 456 (1912).
603, 4d. at 462-67.

604, fd. at 481-82.,

605, 4d. av qu0.
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power judicial review that courts have over administrative agencies, and the
proper application of the doctrine of exhaustion of administrative remedies,
thus —

After a full and carcful consideration of the facts and the Low applicable wo
che same, our conclusions may be staced as follows:

(2} That the courts will take jurisdiction of a cause against the Auditor for
the Philippine 1slands, in a proper case, to compel action on his pact,
when by reason of unnecessary delays in taking any aerion ar adl, persons
have been deprived of a right and have no other adequdre and speedy
retisedy i the ordinary cosrse of fane,

(b} That che right to allow or disallow a claim against the Government of
the Philippine Islands or any of its branches is, by law, within the
discredion of the Auditor,

() That the remedy, by appeal, given under [the law], to the agericved
party o the Governor-General and Sccretary of War is another
remedy and is speedy and adequate and exclusive,

(d) That when che final decision of a question is by law left o the
cxccutive branch of the govenunent, the coures will not interfere until

the remedy in that branch has been exhauosted, and not always then, 9%

Durng the first vear of the comumonwealth period, the Supreme Court
affirmed application of the doctrine of exhaustion in Arnedo v. Aldanese,*?
where private individoals sought to obtain from the Court a writ of
mandamus to compel the Collector of Customs for the Port of Manila to
allow the importation free of duty of five bag of rice from Hongkong,
claiming to be distressed individuals exempted under the provisions of
Proclamation No. 8, declaring therein that a state of emergency exists in
view of the serious shortage of rce in the Philippines and of Custons
Administrative Order No. 317.%% Based on the answer of the Collectar of
Customs that he had already determined that the petitioners were well-to-do
individuals and cannot avail of the duty-free importation clause for distressed
individual, the Court held —

The right to appeal from the decision of a subordinate officer 1o a superior
onc within the exccutive department of the government lias been held o
coustituee a plain, speedy and adequace remedy ..., the writ of mandamus
will nor issue, “When a plain, adequate and speedy cemedy is afforded by
and within the exceutive depariment of the povernment, the coures will
not interfere until ac least that remedy has been exhaoseed.”

The decision of the respondent cequiring the payment of import dutics on
the rice sought to be imported by the petitioners was not final bt

600. Id. 400-06 (emphasis supplicd).
607. Armcdo v, Aldancse, 63 Phil. 768 (1936) (citing Lanh, 22 Phil. at 401).
608, fd. av 76u-70.



768 ATENEO LAW JOURNAL [VOL. 60:652

appealable to the Scerctary of Finance who has the power to reverse or
modity the same,

Without passing upon the merits of the other questions raised by the
pleadings, we conclude that the petitioners ace not cntitled to the relief
sought by them, because they have another plain, speedy and adequate
remedy in the ordinary course of law, "

The doctrine of exhaustion, as it evolved and was applied in both the
early decisions in Lanb and Aredo, did not invelve an exercise of strictly
quasi-judicial powers of the invelved administrative officers, but merely an
exercise of regulatory powers, albeir in the limited concept of administrative
adfudicatory powers. Both decisions show that the doctdne of exhausdon can
rightly be invoked when the courts of justice are resorted to exercise their
power of judicial review proper.

. Legal Bases of the Doctrine of Exlraustion

The doctrine of exhaustion has the following legal bases for its application in
our jurisdiction, thus:

(i) Hierarchy of Powers Under the Constitutional Principle of
Separation of Powers of Governmient

When an administrative aibunal acts within its quasi-judicial powers, it
stands as a co-equal branch of government vis-i-vis the courts of law. In one
case,”' the Supremie Court held that the doctrne is based on the underlying
principle of separation of powers,

which cngoins upon the Judiciary a becoming policy of non-interference
with matters  coming  pomarily  (albeit not  oxcusively)  within  the
competenee of the other departncnrs. The theory is thac che administrative
authoritics are in a better position o resolve questions addressed o dheir
particular expertise and dhat crrors committed by subordinates in thcir
resolution may be ceetificd by their superiors if given a chanee o do 50,0

In another case,”'? the Court held that a party —

60y, Id. at 771.

610, Sunville Timber Products, Tne. v, Abad, zo0 SCRA 482, 486 (1992). See dlw
Gonzales v, Court of Appeals, 357 SCRA suy (2001); Mcrida Water District v,
Bacarro, 567 SCRA 203 (2008); & SUAREZ, sujwd 1100C §51, af B0-81.

611, 4d. at 4806-87.

612 Systes Plus Computer College of Caloocan City v, Local Governmient of
Caloocan City, 408 SCRA 404 (2003). See alo Bangus Fey Fisherfolk v,
Lanzanas, 405 SCRA 30 (2003): National Power Corporation v. Court of
Appeals, 423 SCRA 400 (2004); & Republic v. City of Kidapawan, 477 SCRA
324 (2003).
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cannot bypass the authority of the concerned administrative agencics and
dircetly seck redress from the courts on the pretese of rassing a supposedly
pure question of law without violating the doctrine of exhaustion of
administrative  remedics. [ence, when the law provides for remedics
against the action of an administrative board, body or officer, as in the case
at bar, relief to the courts can be made only after exhavsting all remedies

provided therein.”'?

The doctrine of exhavstion is primarily an aspect of the judicial review
proper, based on the undetlying principle that if afforded complete
opportunity, an administrative agency will decide apon a macter chat lies
within its competence and expertise correctly.'4 Consequently, if a party
goes to the regular courts withoue first pursuing his administrative remedies,
his case is not ripe for judicial detemmination and for that reason has no cause
of action,”s and thus, justifying the dismissal of his petition.”'® The doctrine
of exhavstion is otherwise known as the doctrine of ripeness for judicial
review, for indeed it is one of the condition precedents before the regular

613. Systemns Plas Compurer Coflege of Caloocinr Ciey, 408 SCRA at 404,

614. Dc los Santos v, Limbaga, 4 SCRA 224 (1962); Paat v. Court of Appcals, 2606
SCRA 167 (1oy7); & Umiversity of the Philippines v. Catungal, Jr., 272 SCRA
221 (1997). See also CRUZ, suprd DO $51, 160-61.

615. Tan Scng Pao v, Commissioner of Immigration, <t al., 107 Phil. 742 (1960);
Llarcna v, Lacson, 108 Phil. s1o (1060); Gamao v. Calamba, 109 Phil. $42
(1960); De los Santos v. Limbaga, 4 SCRA 224 (1y62); Allied Brokerage
Corporation v. Collector of Customs, 40 SCRA 535 (1971): Antonio v. Tanco,
05 SCRA 448 (1975); Postmas v, Dyogi, 81 SCRA 574 (1978); Aboitiz and
Co., Inc. v. Collector of Customs, 83 SCRA 265 (1978); Abe-Abc v, Manta, 9o
SCRA 524 (1979); Pacana v. Consungi, 108 SCRA 631 (1981): Fernando v, Sto.
Tomas, 234 SCRA 540 (1uu4); Lafon Bank of tlhe Phitippines, 200 SCRA at 148;
Dy v. Court of Appeals, 304 SCRA 331 (1999): Gonzales v. Court of Appcals,
337 SCRA suu (2001); Mendoza v, Laxina, Sr., qo00 SCRA 156 (2003); &
Caballes v. Perez-Sison, 426 SCRA 98 (2004).

616, Pincda v, Court of First Instance of [avao, 1 SCRA 1020 (1961); Atlas
Consolidated Mining & Dev, Corp. v, Mendoza, 2 SCRA 1064 (1y61); C.IN,
Flodges v, Municipal Board, lHoilo Cicy, ct al,, 19 SCRA 28 (1967); Pilar v.
Scerctary of Public Works and Communications, 10 SCRA 338 (1967); Allied
Brokerage Corporation v, Comumissioner of Custoims, 40 SCRA 555 (1971);
Cominissioner of Immigration v. Vamenta, Jr., SCRA 342 (1972); Postanas v,
Dyoypr, 81 SCRA s74 (1978); Aboitiz and Co., Inc. v. Collector of Customs, 83
SCRA 2065 (1978); Abc-Abe v, Mant, go SCRA s24 (1979); Rocamora v.
RTC-Cebu (Branch VII), 167 SCRA 615 (1988): Departnent of Agratian
Reform Adjudication Board v, Court of Appeals, 266 SCRA q04 (1997);
Gonzales v, Court of Appeals, 357 SCRA syg (2001); Celesaal v, Cachopero,
413 SCRA 4069 (2003); Caballes v. Perez-Sison, 426 SCRA 98 (2004): Lstrada v,
Court of Appeals, 442 SCRA 117 (2004); & Sison v. Tablung, $88 SCRA 727
(2004).
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courts niay exercise the power of judicial review proper over acts, final
orders, resolutions, or decisions of administrative agencies.

Based on the principles of hierarchy of jurisdiction mandated by law and
the prnciple of comity among co-equal branches of government, one clear
exception from the application of the doctrne of exhaustion is where the
question or issue rafsed or to be resolved is purely a leoal vire,”'7 since nothing of an
administrative nature is to be or can be done *'®

A no less important consideration is that administrative decisions are
usually questioned in the special civil actions of cerfforart, prohibition, and
ntidasisies, which are allowed only when there is no other plain, speedy, and
adequate remedy available to the petitioner. It may be added that stdct
enforcement of the rule alse relieves the courts of a considerable number of
avoidable cases which otherwise would burden their heavily loaded
dockets.1v

The absence of a final order or decision from an administrative agency
on muatters that are within its quasi-judicial powers to resolve means that,
legally, the power has not been fully and finally exercised, and there can
usually be no irreparable harm: and that it is only after judicial review is no
longer premature that a court may ascertain in proper cases whether the
administrative action or finds are not in violation of law, or are free from
fraud or imposition or find substantial support from the evidence
However, it has also been said that —

Non-observance of the doctene resules in lack of cause of action which is
onc of the grounds allowed in the Rules of Court tor the dismissal of the
complaint. The deficiency is not jurisdictional. Failure to invoke it operates
as a walver of the objection as a ground for a motion o dismiss and the
court may then proceed with the case as if the docurine had been
observed. ™!

Based on the foregeing, the doctrine of exhaustion does not apply in the
following instances:

617. Easternn Shipping Lincs, [nc. v, POLA, 166 SCRA 533 (1988): Aquino-
Sarmicnto v. Morato, 203 SCRA 135 (1991): Apuilac v, Valencia, 40 SCRA
210 (1971); Philex Mining Corporation v, Zaldivia, 43 SCRA 479 (1972);
Cadwallader v, Abcleda, o8 SCRA 123 (1980); Valmonte v. Belmonree, 170
SCRA 256 (1989); & China Banking Corporation v, Members of the Board of
Trustees, 1lome Development Mutual Fund, 307 SCRA 443 (1900).

618. Dauan v, Scerctary of Agriculture and Natural Resources, of al., 1o SCRA 223
(1967).

61, Sunville Timber Products, fie., 200 SCIRA at 486-87.

620. Maticnzo v. Abellera, 102 SCRA 7 (1988).

621. Sunville Timber Products, tie, 2060 SCRA ar 486.
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{1y Where the act, order or decision of the administracive
agency or officer is patently illegal or was performed or
issued without jurisdiction or in excess of jurisdiction, or in
violation of due process;®?

(2) When there is no other plain, speedy and adequate remedy,
or when the application of the doctrine may cause grear and

Mz

irreparable damage:*? or
(3) When the administrative body is in estoppel, or where the

higher officer fails or refuses to act on the matter.”*4

(i) Doctrine of Convenience in the Administration of Legal Order and
Enforcement of Legal Rights

doctrir " exhavstion alse finds its rationa \ nciples ©
The doctrine of exhavstion also finds its rationale on the principles of
providing convenience to the parties-litigants, and upon the respect which

o11¢

departnient muse have for a co-equal department. Quoting from a well-

known authorty, the Supreme Court in one case®s gave the radonale for
the doctrine of exhauvstion of administrative renedies, thus —

Within the adounistratve forum the law may provide for review of
decisions by higher authoritics. Before a party can be allowed to invoke the
jurisdiction of the courts of justice, he is expected to have oxhauosted all
means of administrative redress afforded him, Theee are both legal and

622,

623,

24,

H25.

See generally  Gonzales v, [lechanova, ¢ SCRA 230 (1963); Natonal
Development Company v. Collector of Customs, 9 SCRA 420 (19063); Abava v,
Villegas, 18 SCRA 1034 (19066); Mitra v. Subido, 21 SCRA 127 (1967); Azur v,
Provincial Board, 27 SCRA so (1u0y); Conunissioner of Inunigration v,
Vamenta, Jr., 45 SCRA 342 (1y72); Del Mar v, The Philippine Vewrans
Adminiscration, 51 SCRA 340 (1973); Reyes vo Subido, 45 SCRA 209 (1975);
Cortes v, Bartolome, 100 SCRA 1 (1980); Industcial Power Sales, [ne. v. Duna
Sinsuat, 160 SCRA 19 (1988); Madrigal v. Lecaroz, 191 SCRA 20 (1990);
Quisvmbing v. Gumban, 193 SCRA 20 (19u1); Samson v. National Labor
Relations Commission, 253 SCRA 112 (1990); Alindao v, Joson, 264 SCRA
211 (19u0); Carale v, Abarintos, 260 SCRA 132 (1997); Jariol v. Conunission
on Llections, 270 SCRA 255 (1907); & Salinas, Jr. v. National Labor Relations
Commission, 319 SCRA 54 (1949).

See generally Azoclo vo Arnaldo, 108 Plul. 203 (1969); Gravador v. Mamigo, 20
SCRA 742 (1967); Cipriano v. Marceline, 43 SCRA 291 (1972); & Bagasing v.
Ramirez, 74 SCRA 306 (1076).

See pencrally Vda, de Tan v, Vewrans Backpay Commission, 105 Phil. 377
(1939); Gonzales v. Aldana, s7 O.G. s697 (1960); Sanoy v. Tanwico, Jr., 5o
SCRA 455 (1973): Olvipic Mines and Development Corp. v, Platinum Group
Metals Corporation, $87 SCRA 624 (2004); & Chua v. Ang, so8 SCRA 229
(200y).

Teotico v. Agda, St., 197 SCRA 675 (1uy1).
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practical reasons for this, The administrative process is intended to provide
less expensive and more speedy solutions to disputes, Here tie enabling
starute frdieares o procedare for adudinistranive review, and provides o sysrem of
administiative appeal, or reconsideration, the conrts for reasons of o, comiry and
eomveniciere, Wil nof enrectaln o case widless e aeaifable adudnistrarive reimedics
taie been resorted 10 anid the appropriate authorities bave been given opporminity o
it e correet the evrors eormdtted i the adndnistrarive forum. 20

The doctrine of exhavstion of administrative remedies is based on the
principles of convenience of the parties-litigants and proper adiinistration of
aws of and —
laws of the land

When an adequate remedy may be had within the Executive Depactment
o« bue nevertheless a licgane fails or refuses to avail himself of the same,
the Judiciary shall dedine to interfere. This traditional atticude of the courrs
is based not only on convenicnce bur likewise o respect, convenicnce of
the party-litgants aud respect for a co-cqual office in the govenument. Ifa
remedy is available within the administrative machinery, this should be
resorted o before resort can be made o the coures.”??

In addition, the Supreme Court has also held thac ¥|ojn practical
grounds, it is best that the courts, which are burdened enough as they are
with judicial cases, should not be saddled with the review of adninistrative
- Pz
cases,” "2

Thus, in the following cases, the doctrine of exhaustion does not
E Laf1 20
apply:fv
{1y Where there are circumstances indicating, in the public
interest, urgency of judicial intervention:"® and

(2) When application of the doctrine would be unreasonable or
detrimental to the litigane, such as when the litigant is about

620. Id. at 603 (citing [RENE [, CORTES, PHILIFPINE ADMINISTRATIVE LAW: CASES
AND MATERIALS 304 (2d od. 1984)) (cphasis supplicd).

627.Cruz v, Dol Rosario, 9 SCRA 755, 758 (19403). See afvo Philippine Elealth
[nsurance Corporation v, Chinese General Hospital and Medical Cearer, 4356
SCRA 459 (2005); Garcia v. Court of Appeals, 358 SCRA 416 (1971): Lopez v,
Ciry of Manila, 303 SCRA 448 (1909); Bangus Fry Fisherfolk v, Lanzanas, 403
SCRA s30 (2003); Natiow! Power Comporativn, 423 SCRA at g00; Rualo v.
Pitargue, 449 SCRA 121 (2005); & Flores v. Sangguniang Panlalawigan of
Pampanga, 452 SCRA 278 (20053).

628. See generally Sunville "Diuber Producrs, Ine., 200 SCRA at 482 & The Hoilo City
Zoning Board of Adjusuncar and Appeals v, Gegato-Abcecia Funeral [lomes,
[ne., 417 SCRA 337 (2003).

629. See geverally Olyarpic Mines and Developanens Corp., $87 SCRA at 624 & Chua v,
Ang, 508 SCRA 229,

630. Demaisip v, Court of Appeals, 106 Phil. 237, 241-42 (10359).
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to lose his livelihood based on the results of an
admiinistrative proceeding:®?' or when the claim involved is
smuall.

5. Doctrne of Prmary Jurisdiction

It appears that both jurisprudence and cthe leading authornties in
Administrative Law have not quite figured out the nature and extent of the
docteine of primary jurisdicrion, and there have been tendencies to confuse or
interchange it with, or nake it an appendage of, the docsrine of exhaustion of
adiministrarive remedics.

The De Leons have observed in their work that the doctrine of primary
jurisdiction “has been also referred to as the doctrine of prior resorr, or
exclusive administrative jurisdiction, or the preliminary reson|, with the term
‘primary jurisdiction” [as] the miost common in recent treatment of the
subject.”™? They nonetheless define the docuine of prmary jurisdiction in
broad strokes that does not really delineate it from the doctrine of
exhaustion, thus —

[t vsually cefers o cases involving specialized disputes which are referred to
an administrative agency of special competence to resolve the saime,

The docrrine applics only where the administrative agency excrcises ics
adjudicatory function. Under the doctrine, ‘courts cannot and will not
derennine  a controversy  involving  a  question which 15 within  the
jurisdiction of an administrative ribonal, cspecially where the question
demands the exercise of sound [admimistrative] discredon cequiring the
special knowledge, expericnce and scevices of the wibunal o determine
techuical and intricare macters of facts and wheee a uniformity of ruling is
essendal o comply  with e purposes of the  repulatory  statute
administered .33

The De Leons in fact posit that “[tlhe usual resule when a court holds
that an adminiserative agency has primary judsdiction is the dismissal of the
proceeding in the court[,]”"* when this procedure is really applicable to the

631. See generlly Azoclo v, Araldo, 108 Phil. 203 (1960): Abay v, Villegas, 18
SCRA 1034 (1966); Mitm v, Subido, 21 SCRA 127 (1967): Cipriano v,
Marceline, 43 SCRA 291 (1972} & Bagassing v. Ramirez, 74 SCRA 3060
(1y70).

632. DE LEON & DE LEON, JR., sdprad nnote $51, at 353 (cmphasis supplicd).

633 400 (citing Brew v, lntermediate Appellace Court, 191 SCRA 687 (1990);
Qualitrans Limousine Scrvice, Ine, v. Royal Class Limousine Scrvice, 179
SCRA 356y (198y): Dulos Realey and Development Corporadion v, Court of
Appeals, 370 SCRA 700 (2001); Government Scrvice losurance System v,
Commission on Audit, 411 SCRA <32 (2004); & Honasan [ v, The Panel of
Investigating Prosccutors of the Departmient of Justice, 427 SCRA 46 (2004)).

634. 4d. at 354,
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doctrine of exhaustion, or one that does not always hold wue wichin the
confines of the doctrine of primary jurisdiction. Finally, thev wrte thac
“ltjhe doctrine is clearly applicable whenever courts and administrative
agencies have concurrent jurisdiction.”?3s

Prof. Suarez, in providing for the distinctions between the two
doctrines, writes that the docrrine of exhaustion is a sitvation where “[t/he
adiministrative agency has authority to pass on every question raised by a
person resorting to judicial relief and enables the court to wichhold ies aid
entirely until the administrative remedies had been exhausted:”** whereas,
in che case of the doctrine of primary jurisdiction, “|bloth the court and
administrative agency have jursdiction to pass on a question when a
particular case is presented to court, as an orginal matter, rather than a
matter of review."®7 He also attributes the doctrine of primary jurisdiction
to a sitvation of concurrent jurisdiction, which is clearly shown when in his
next set of distinctions, he writes that under the doctrine of exhaustion
“[t]he claim or matter is cognizable in the first instance by an adininistrative
agency alone[;]”* whereas in the doctrine of primary jurisdiction, he writes
that “[t]he claim or matter is cognizable by both the court and administrative
agency.”"? Finally, he distinguishes the objectives of the two doctrines in
that for the doctrine of exhaustion “[tlhe purpose of the rale is to control the
timing of judicial relief from adjudicative action of an agency[,]” whereas the
“|d]octrine of primary judsdiction is not concerned with judicial review but
determines in some instances whether initial action should be taken by a
court or administrative agency, "0

In contrase, Fr. Ranhilic C. Aquino, in his work wich the Philippine
Judicial Acadeny, has characterized the doctrine in this wise®™! —

Pur otherwise, there may be a pomary judsdiction sicuation cven where
there is no jurisdiction, [for] [cloncurrent jurisdiction is reladvely rare, in
view of the deliberate efforts of our rule-drafters to nmuninize confusing
sitvations of concurrent jurisdiction. [The docorine of plrimary jurisdiction
requices thae an ssue be passed vpon fisse in administrative proceedings as o

635, 8d. ac 357 (coaphasis supplicd).
636, SUAREZ, sipird NOIC $5I, aC 92,
637. Il
638, 1d.
634, k.
640. 4d.

641.For a thorough undesstanding of the doctrine of primary jurisdicdon, the
Authors highly reccommend reading Fr. Ranhilio € Aquine’s excellent work
for the Plulippine Judicial Academy. See penerally RANHILIO C. AQUING,
BENCHBOOK FOR TRIAL JUDGES ON PRIMARY JURISDHCTION AND RELATED
CONSIDERATIONS (2002).
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pressise for fudicial wction. "The doctrine of primary jurisdiction requires a
complainant in court first to seck relict in an adminiserative proceeding
before a remedy will be supplicd by the courts even though the mateer is

properly presented to the court in a matter within its jucisdiction, ™42

He further stresses that —

[tlhe Legislature entrust to administrative agencies the regulation and
supervision of matters calling for specialized knowledge and skills,. When
propery applied, the doctrine respeets legislative intent by allowing the
pertinent administrative ageney o administer uniformly and compertentdy
the specialized concern assigned to it. Then two, the doctrine allows the
courts to adjudicare on cconomic, indusecial[,] and technical matters aided
by the invaluable pur of specialized agencies. Finally, [the docteine]
restrains the courts from premature intervention when mateers are bese lefe
to the initial attention and disposition of administrative agencices, ™4

The Authors agree with Fr. Aquino that a distinction between the two
doctrines that is based on the theory of concurrent jurisdiction is misplaced,
for in such a setting, the rule is that the forum that takes cognizance of the
suit assumes it to the exclusion of other fora, not merely a suspension of
proceedings. For indeed, if two fora had concurrent jurisdiction over a case,
then the filing of the case in one excludes the other and would not allow
referral of the same to another fora for being in gross vielation of the rules
against forum-shopping.®44

As discussed hereunder, while the doctrine of exhaustion is a specific
doctrine, the term “doctrine of primary jurisdiction” is actually geweric in
characrer that covers three separate doctrinal applications, one of which
dovetails with the doctrdne of exhaustion.

a. Docrritie of Exchusive Administrarive Jurisdicrion

The first application of the doctrine of primary judsdiction is in the
enforcement of the legislative intent to grant to a particular adininistrative
agency the original and exclusive jursdiction to hear a justiciable controversy
to the exclusion of courts of general jurisdiction. Such particular application
under the context of “doctrine of exclusive administrative jurisdiction” can
be appreciated by looking at one of the earliest decisions of the Supreme
Court that invoked the doctrine of primary jurdsdiction.

642, 8 a1 (ciung 2 AMJUR. 2d, Adwinistrative Lap, § 788).

643. &, at xxiii.

644. See, g, United Residenrs of Dominican ELIL Ine. v, Conumnission on the
Scttlement of Land Problems, 353 SCRA 782 (2o01). This case demonstraces
cthat in arcas where there is concurrent jurisdiction between an adiministrative
agency and the repolar courts, the matceer is resolved not by the cimployment of
the doctrine of primary jurisdiction, bue by the rules against forom-shopping,. fd.
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In the 1954 decision in Pawbujon Sur United Mine Workers v, Saar
Mining Co., Ine. " the issue before the Supreme Court was “whether the
jurisdiction of the Court of Industrial Relations |[(CIR)] over certain
controversies between employer and employees is exclusive of the regular
courts of justice.”# In holding cthat when the law created the CIR, it was
the intention to make its jurisdiction over issues involving industrial disputes
to be exclusive from the original jurisdiction of courts of justice, the
Supreme Court, speaking through Justice César Bengzon, held —

Indeed dhere are authoritics to the effect chat ‘where jurisdiction is
conferred in express terins upon one court, and not upon another, it has
been held thac it is the intention that the jurisdiction conferred shall be
exclusive)

To be sure, as plaineft discloses, scveral prominent Anicrican coucts follow
the opposite line of thought, But judicial wisdom in chis particular matecr
would scan to favor adlicrence to the cxclusion theory, whar with the
litigane’s ordinary dury 1o exbaner administrarive remredies and the “doarine of
prineary adidndseative Jurisdivifon,” sensc-making and expedient,

‘That the courts cannot or will not determine a controversy involving
a question which is within che jurisdiction of an administrative cribunal
prior o the decision of that question by the admindstrative tribunal,
where the question demands the exercise of sound administrative
discretion requiring the special knowledge, expericnce, and services of
the administracive wibuial to detennine rechiical and intrcate matters
of fact, and a uniformity of ruling is cssential to comply with the
purposcs of the regulatory statute administered.”®4?

A close reading of the aforequoted portion of the decision indicates chat
the doctrine was first inveked in the literal manner by which it was referred
to as the “doctrine of primary administracive judsdiction,” i.e., that when a
justiciable controversy has been placed by the Legislature within the original
jursdiction of an administrative agency, then it shall exercise such quasi-
judicial powers to the exclusion of the regular cournts of first instance, and
subject only to judicial review, pursuant to the fact that “[u]nquestionably,
Congress could have so directed, because it has, under the Constitution,
power to apportion and diminish the jurisdiction of courts inferior to the
Supreme Court.”*% To the Authors, invoking the doctrine of exhaustion in
the sanie breach as the doctrine of primary administrative jurisdiction was
intended to show that the doctrine of exhaustion is really an aspect of the

6435, Pambujan Sur United Mine Workers v, Samar Mining Co., Inc., 94 Phil. 932
(1954).

640 3d. av g3,

647. 8. av 941 (citing 42 AM. JUR. Doctrine of Primary Adwinistvative fuvisdiciion § 234
(1942)) (cmphasis supplicd;.

648, 1d. av 938,
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constitutional dght of judicial review, in that the Judiciary has the power of
judicial review to ensure that administrative agencies acting in quasi-judicial
manner do not act with abuse of discretion amounting to lack of jurisdiction.

The linking and lumping of the doctrine of exhaustion wich the doctrine
of primary administrative jurisdiction issues was observed by Fr. Aquino in
the 1973 decision in Quinros, Jr. v. Nutional Stiwd Faris,™ thus —

The Supreme Court sustained  the  dismissal and  held  that dndecd.
adnuniserative remedics had not been exhausted. It wear on, however, to
hold that failure in that regacd ‘would be atended with conscquences
adverse to such equally well-settled postulates in administrative law of
primacy jurisdiction and ripeness of revicw.” Thus dogcs the judgiment of the
Court link the docrrines of exhaustion and of primary jurisdiction, The
latter has to do, the opinion reads, with allocation of inital decision-
making competence, [o restrains the Court from assuming jurisdiction
before the assigned administrative agency has made its contribution. While
the doctrine is associated with the specialized comperence and expertise of
administrative bodics, it is also associated with the doctrine of ripeness for
judicial review in thae disregard of primary authority negates ripeness for
judicial review,#5¢

Quinfos, Jr. characterized the doctrine of exhaustion of adininistrative
rentedies as “of compelling force in this jurisdiction,” " and by lunping it
together with the doctrine of primary jurisdiction®s? would mean that che
failure 1o heed the doctrine of excusive adminisirative furisdiction would then
have the same jurisdictional consequence as failure to heed the docrrine of
exfraustion of adwinistrative renmedies, as supported by che following language in

Quintos, Jr. —

“The precise function of the doctrine of primary jurisdiction is to guide a
court in determining whether the court should refrain from excrcising its
jurisdiction undl after an administrative agency has determined  sonie
quastion or sonie aspect of some question adsing in the proceeding before
the court.” The important thing is chac the dispute be determined according
to the judmucenr .. ‘of a wibunal appointed by law and informed by
experience.” ... When, thercfore, . the judicial forume was songhie by pluiniff,
theve ws i effeet aor aonsivanted disseoard of the coneepr of primsary jurisdiction. i
the traditionad fungutee of adiwdvdserarive L, the stage of ripetiess of judiciel revicir
Iad o beenr seached. o AN thar Tad beeir said s far would seewr 10 tndicate thuae

649, Quintos, Jr. v. National Stud Farm, $4 SCRA 210 (1973).
650 AQUING, supid note 641, at vil.
651. Quintos, Jr. v. National Stod Farm, $4 SCRA 210, 212 (1073).

652, “What further leads support to the decision now on appeal is that the Rilure to
apply such a basic concept as exhaustion of administrative remedies would be
attended with consequences adverse to such cqually well-serded postulates in
administrative law of primary jurisdiction and ripeness of review.” fil. ar 2153,



808 ATENLEO LAW JOURNAL [voL. 60:652

snevr such a test, the dower court’s insistence onr the observance of the fandamental
requircinent of exhusting adidnistrative sesedies is mose thag Justified 553

The 1080 decision in Phil. Glebal Comamnications, Inc. v, Relova,®s4
(Refory) allowed the Supreme Court to revisit its Quinfos, fr. ruling. In
Relovu, while the grant by the NTC to the PGCI of an authority to establish
a transmission station in Cebu Ciey was pending final resolution under a
motion for reconsideration. the same oppositors filed wich the RTC a
petition for declaratory relief to determine whether PGCI had the authority
under its charter to establish such station outside of Metro Manila. In seeking
dismissal of the RTC case, PGCI relied on Quinros, Jr. and posited that it
was the NTC chat had primary jurisdiction to resolve such issue. The
Supreme Court therefore enunciated the primary issue that was to be
resolved in Refove —

Considering the question raised, is this a case appropriate for a suir for
declaratory relict which falls within che competence of the Judiciary or s
this a case calling for the applicability of the concept of primary jurisdiction
thus necessitating an action by the administrative agency concerned before
resort (0 a judicial remedy?®ss

In upholding that the RTC had assumed proper jurisdiction over the
action for declaratory judgment, Justice Enrique M. Fernando as ponrente
noted, “[r]eliance 15 placed by petitioners on Quinros, Jr. v. Natiowal Stud
Farm| and, indeed, it] is undoubted thar fidelity to the basic concept of
exhausting administrative remedies calls for the equally fundamental principle
of primary jurisdiction to be respected.””s* He nonetheless upheld the power
of the RTC to rule on the matter because it essentially involved the
interpretation of a law (PGCI charter), a manner chat is within the
prerogative of the courts of law and also an exception to the application of
the doctrine of exhaustion of administrative remedies —

The doctrine of primary jurisdiction calls for application when there is such
competence to act on the pare of an administrative body. Petitioner assumes
that such is the case. That is wo beg the question. There s mwerir, therefore,
to the approach wken by private respondents to seck judicial remedy as to
whether or not the legislative franchise could be so interprered as wo cnable
the [NTC] to act on the macter. A jurisdictional question thus arises and
calls for an answer.”S?

In other words, for either of the doctrine of exhaustion or the doctrine
of exclusive adininistrative jurisdiction to apply, it must be shown that the

633, 4. (viting 3 KENNETH C. DAVIS, ADMINISTRATIVE LAW TREATISE 2 (1938)).
6s4. Phil. Global Conmmunications, Ine. v. Relova, 100 SCRA 254 (1980).

655 4d. at 238,

656, d.

657 4d. at 259,
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justiciable controversy is one that falls within the quasi-judicial power of the
admiinistrative agency which is purported to possess primary judsdiction to
resolve the issues raised.

The same ruling was applied in the 2010 decision in Ulriversiry of Sairto
Tomas v, Sanches,” which invalved an action by an alleged graduate student
tiling a petition for wandamis against the University of Santo Tomas for the
release of his transcript of records and recovery of damages, the Supreme
Court emphasized thae the docerine of primary jurisdiction {i.e., in the sense
of exclusive administrative jurisdiction) is applicable only when it is shown
that the administrative agency which is alleged to have primary jurisdiction
has been granted ander its charter quasi-judicial powers, thus —

The rule on primary jurisdiction applics only where the administrative

agency exercises quasi-judicial or adjudicatory functions. Thus, an essential

requisite for this doctrine wo apply is the actoal existence of quasi-judicial
power, llowever, petitioners have not shown that the Comumission on

[ligher Education {CLIELDY) possesses any such power 1o "investigate facts or

ascertain the existence of facts, held hearings, weigh evidence, and draw

conclusions.” Indeed, ... the Higher Education Act of 1994 | certainly docs

not contain any express grane o the [CEHED] of judicial or quasi-judicial

power,"™

The docrrine of exclusive adwiinisnrative jurisdiciion: applied in the field of
agradan refonm issues may best be illustrated in the 19p1 decision in
Quismiido v, Courr of Appeals,™® where a petition was filed with the RTC
by the tenants of a fannland seeking to change their arrangement wich the
landlord from share tenancy to a leasehold systeny, pursuant to Section 4 of
R.A. No. 3844, as amended, their request therefor having been denied by
petitioner.”! The Supreme Court noted that since Section 50 of R.A. 6657
granted to the DAR Agrarian Board (DARAB) the “prinary jurdsdiction to
determine and adjudicate agrarian reform macters and | | exclusive aoriginal
jurdsdiction over all matters involving the implementation of agrarian
reforin,”™? then the RTC had no jurisdiction to hear and rule on the
petition filed. The ruling in Quisiundo discussed why it is to public interest
that agrarian disputes be litigated primarily with the DARAB rather than
with the regular courts in that it

658. University of Santo Tomas v, Sanchez, 626 SCRA 126 (2010).

659, 4d. at 134-36.

660, Quismundoe v. Court of Appeals, 201 SCRA 60y (1901). See afiv Tiongson v,
Court of Appeals, 214 SCRA 197 (1942).

661, Quisiminde, 201 SCRA at 611,

662, An Act Instituring a Comprehensive Agrarian Reforn Program o Promeote
Social Justice  and  [odustrialization, Providing  the  Mechanism  for  its
Implementation, and for Other Pucposes [Comprehensive Agrarian Retoom
Law of 1988], Republic Act No. 66357, § 5o (1088).
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is to the best advantage of private cespondents since it is in a better position
to resolve agrarian dispurtes, being the administrative ageney possessing the
necessary expertise on the macter, Further, the proceedings therein are
sununary in nature and che department s not bound by cechnical rules of
procedure and evidence, to the end thae agrarian reform disputes and other
issues will be adjudicated in a just, expeditious and inexpensive action or
proceedings, 43

The Quisniundo ruling was reiterated in the 19ys-decision in Muachete v
Coust of Appeals,®™ which invoked directly the doctrine of primary
administrative jurdsdiction, thus —

Conscquently, there exists an agrarian dispuee in the case at bench which is
exclusively cognizable by the DARADB. The failure of petitioncrs to pay
back rentals pursuant 1o the leaschold contract with private respondent is an
issue which i3 cleady beyond the legal competence of the trial court to
resolve, The docerine of privary fuvisdiciion does not warrane a court o
arrogate unto iself the authority o resolve a controversy the jurisdiction
over which is inidally lodged with an administrative body of special
competence, s

The application of deerrine of primary adwinistrative jurisdictioir in the field
of agrarian reformy as to render DARAB to have original and exclusive
jurisdiction to take cognizance of agrarian disputes has been consistently
applied by the Supreme Coure. "

The zooo decision in Province of Zamboanou del Nowve v, Cowrt of
Appeals, "7 shows how the docrrine of peimary administeative juvisdiction exists in
a doctrinal continuum with the docrefne of exhaustion of advifnistrative remedics,
and hence che reason why the Suprenme Court often discusses them together
in resolving jurisdictional conflicts between administrative agencies and the
regular courts. In Province of Zwmbounga del Nosre, when an  electric
cooperative charged increased power rates against the petitioner, the lacter
filed a complaint for illegal collection of power bills before the trial coure. "
On the subject that the issue fell within the original jurisdicton of the
Nadonal Electrification Administracion, the petitioner also claimed that
because of the unconstitutionality and arbitrardness of the imposition of the

663, Quisminde, 201 SCRA at 615,

664, Machete v, Court of Appeals, 230 SCRA 176 (19953).

6635, 0d. ac 182, See alse Villaflor v. Court of Appeals, 280 SCRA 297 (19u7).

660, See generally Baodista v, Mag-isa Vda, de Villana, 438 SCRA 259 (2004); Ros v,
Deparoment of Agracian Reformn, 468 SCRA 471 (2005); [ilario v. Prudenre,
sio4 SCRA 485 (200%); & Fajardo v, Flores, 610 SCRA 167 (2010).

667. Province of Zamboanga del Noree v. Court of Appeals, 342 SCRA 549 (2000).
668. fd. av 552,
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charges, the case is an exception to the rule on exhaustion of administrative
remedies. 9

Although Justice Bernardo P. Pardo, as the ponente, discussed the nature
of the dectrine of exhaustion, and the exceptions thereto that would allow
relief to proceed with obtaining relief from the regular courts, nonetheless,
he ruled that “|p]etitioner fails to show that the instant case falls under any of
the exceptions. Mere allegacion of arbitrariness will not suffice to vest in the
trial court the power that has been specifically granted by law to special
governnent agencies.”7* However, he adds in the ratio decidendi that —

The docoine of primary jurisdiction docs not warrant a court to arrogate
unto isell the authority o resolve a controversy the jurisdiction over
which is initially lodged with an administrative body of special competence,

We have held thae while the adminiscracion grapples wich the complex and
mlifacious problems caused by unbridled exploitation of our resources,
the judiciary will stand clear. A long line of cases establishes the basic rule
that the court will not interfere in matters which are addressed o the sound
discretion of govermumnent agencies entrusted wich the regulation of activitics
coming under the special wehnical knowledge and  training of such
AGCIICIES,

I face, a party with an administracive remedy must not merely initiace the
preseribed administrative proceduore to obtain relict. bue also pursue it to its
appropriate conclusion before secking judicial intervendon. The undetlyving
principle of the rule on exhavstion of administrative remedics rests on the
presumption that when the administrative body, or grievance machinery, is
afforded a chance to pass upen the matter, it will decide the same coceectly.

The prematuce invocation of the jurisdiction of the orial court warranes the
dismissal of the case.?7!

k3

The 2005 decision in Paloma v. Mor,"7? saw the application of the
doctrine in cthe field of civil service. On the issue of whether it was
premature for a General Minager of a local water distdet who had been
tenninated from office by the Board of Directors to have filed a mandannis

660, {d. at $55-57.

670. 4d. at 559,

671, 84 at s50-60 (cmphasis supplicd). See geserally Vidad vo RTC of Negros
Oriental, Br. 42, 227 SCRA 271 (1993); Paat v. Court of Appeals, 260 SCRA
167 (1997); Felipe Ysmacl, Jr. & Co. v, Deputy Bxecutive Scoretary, 100 SCRA
673 (1900); Concerned Officials of Metropolitan Waterworks and Scwcerage
Svstem (MWSS) v, Vasquez, 240 SCRA so2 (1yy3); & S, lnes Melale Forese
Products Corporation v. Macaraig, Jr., 200 SCRA 401 (1048).

672, Paloma v. Mora, 470 SCRA 711 (2005).
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with the regular courts to compel his reinstatenient, instead of proceeding
with the Civil Service Commission,*?? it was held—

Undedying the culings of the rrial and appellate courts in the case at bar is
the doctrine of primary jucisdiction: 1.¢.. courts camnot and will not resolve
a coutroversy involving a question which s within the jurisdiction of an
administrative wibunal, especially where the question denuands the excrcise
of sound administrarive discretion  requiring  the  special  kaowledge,
expedence and  services of the  adiministrative  wibunal w  detennine
technical and intricace matters of face,*74

The 2000 decision in Maria Luisa Park Associution, Ine. v, Ahwendras, 73
saw the Supreme Court inveking the “doctrine of primary adninistrative
jurisdiction,”  to  rule that intra-corporate  controversies  between
homeowners” associations and their members are within the original and
exclusive jurisdiction of the Housing and Land Use Regulatory Board, and
not with the RTC, even when recovery of damages is part of the causes of
action.®7

(i) Companson of the Doctrne of Exclusive Adninistrative Jursdiction
with the Doctrine of Exhaustion

The application of the doctdne of exclusive administrative jurisdiction
determines whether an administrative agency has original and exclusive
jurisdiction ar the first instance to hear a justiclable controversv to the
exclusion of regular courts of justice.

[t operates as the prequel to the application of the doctrine of exhaustion
of administrative remedies, and is often invoked together with said doctrne,
because together they represent the obligations of parties to a justiciable
controversy over which jurisdiction has been granted to administrative
agencies — a party should not only initiate che administrative processes
mandated by law, but pussue them to their appropdate conclusion before
seeking court remedies, in order to allow the administrative agency
concerned and its supervising executive department the opportunity to
decide the martter correctly and prevent unnecessary and preimature resort to
the courts.®?7 Thus, the doctrine of excusive administrarive furisdiction goes into
the very issue of whether the tribunal has proper jurisdiction over the case
and implications on the application of due process clause.

673 4d. av 714-15.

674 4d. av 725.

675. Maria Luisa Park Associaton, Ine. v. Almendeas, $88 SCRA 663 (200y).
676, fd at 674.

677. See generally Gonzales v, Sceretary of Bducation, § SCRA 657 (1u62} & Croz v,
Del Rosario, o SCIRA 755 (1063).
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The linking by the Sopreme Court of the docrine of excdusive
adwinistrative jurisdiction with the doctrine of exhaustion brings about the
erroneous conclusion that they have the same legal effects, and therefore
subject to the same exceptions. That should not be the case.

The docrrine of exclusive udmiisteative jurisdiceion is an aspect of the docrrine
of primury jurisdiction that focuses on whether the tdbunal upon which a
justiciable controversy is being litigated has judsdiction over the subject
matter of the suit, and therefore is an element of the application of the due
process clause — wherein the general rule is that the decision of a tribunal
over a suit that is outside of its jurisdiction would be a nullity.

On the other hand, the doctrine of exlraustion operates under the premises
that the regular court which exercises judicial review over the subject matter
of the suit has proper judsdiction to do so, but that the pedtioner has no
cause of action vet at the time he invokes judicial relief. However, if the
doctrine of exhaustion is not invoked, then the regular court hearing the
case could rightfully render a valid and binding judgment.

Sunmunarly, the doctrine of exclusive adwinisiative jurisdiciion operates at the
threshold of first fnstunice in the resolution of justiciable controversies, and
determines whether the administrative agency has been granted quasi-judicial
powers; while the doerrine of exlranstion operates within the system of judicial
review and operates within the parameters that an administrative agency has
been vested by law with quasi-judicial powers over the controversy that is
the subject of review by the courts of law.

b. Doctritic of Judicial Non-Interference with Administrative Processes

The second manner by which the doctrine of prinmary jurisdiction has been
emploved in decisions of the Supreme Court is what the Authors refer to as
the doctrive of judicial non-interference with administrative processes. As will be
demonstrated hereander, che doctrine of judicial non-interference has chree
distinct mwnmers  of application under Philippine  administrative  law
jurisprudence.

(i) Courts Should Not Exercise their Power of Judicial Review to
Interfere with the Exercise by Administrative Agencies of their
Regulatory Adjudicative Powers

The 1967 decision in Figo v. Mofes,”™ demonserates how the doctrine of
primary jursdiction is invoked in the sense of positing that judicial remedies
that are available with the regular courts, such as petitions for certiorari,
prohibition, or wwndwiimg, should not be availed of when they would

678. Vivo v. Monrtesa, 24 SCIRRA 155 (1068).
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amount to an intervention of an administrative agency of its regulatory
adjudicative powers.*7?

In Vi, the main issue was whether the Court of First Instance (now the
RTC) had proper judsdiction to enjoin the immigration officers from
arresting and detaining purported aliens with the end of subjecting chem to
deportation proceedings, which undoubtedly was an exercise of quasi-
judicial powers.® In his ponciicia, Justice Jose Benedicto L. Reves ruled that

[Tlhe court below i without jurisdiction to restrain the  deportation
procecdings ... [which] are within che judsdiction of e Inumigration
authoritics under ... the Philippine Inunigration Act {C.A. No. 613). That
jurisdiction is not tolled by a claim of Filipino citizenship, where the
Comunissioner or Commissioners have reliable cvidence to the contrary;
ard siid officers should be oiven opportunity w detenmnine the fssue of drizenship
before the courts dnefere i the exercise of the power of judicial review of
adiimistiaive decisions.

[When] the petition tor [eertiornd] and prohibition ... was filed, deportation
proceedings had been started againse the respoandenes ... bue had not been
completed. [n view of the non-completion of the proceedings, the Board
of Commissioners has not rendered as yer any decision. The respondcents
Calacays, theretore, are not being deported. Betore the Board reaches a
decision, it has ro conduct a hearing where the main issue will be the
citizenship or alicnage of the respondents. Theretore, there is nothing so far
for the courts (o revicw, ™!

Subsequently, in the connected case of Calucday v, Viro,"™2 Justice
Fernando, then writing for the Court, reiterated the eatlier Iive ruling, but
invoked an exception when judicial review would be proper even when the
administrative adjudicatory process is not vet complete —

There is also no question that a respondent who claims to be a citizen and
not therefore subject o deportation has the righe to have his citzenship
reviewed by the courts, after the deportation procecdings. When the
cvidence submitted by a cespondenr is conclusive of his citizenship, the
right to inuncdiate review should alse be recopmized and the courts should
promptly cojoin the deportation procecdings, 3

The term used in both ire decisions was the “power of the courts to
interfere in the exercise of the power of judicial review of administracive

674, Iid.

680, £d. av 156,

O81. 0. at 158-160 (cmphasis supplicd;.

682, Calacday v. Vivo, 33 SCRA 413 (1970).

683 Ld. ac 416 {citng Chua [Hiong v. Deportaton Board, g6 Phil. 665, 667 (1955)).
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decisions.”™+ The maturation of this version of the doctrine of primary
judsdiction can be found in the 1977 decision in Co. v. The Deporration
Board, " also penned by Justice Fernando, which reiterated the cascading of
the doctrine of judicial non-interference with on-going administrative
adjudicatory process, thus —

Caluyeay [ ] reiterated the principle announced in Vive [ ] as to the
applicability of the doctrine of prumary  jucisdiction in  deportation
proceedings, thus  precluding  judicial  intervention  vntil  completed.
Nounctheless, the opinion made express mention of the exception o the
rule sct forth in che [Cloa Hivng] decision. Thus [—] ‘A clarification
announced in Chua Hiong . Deportarion: Board 1s not to be lose sight of
however.” Petitioners could thus very well rely on the pronouncements sct
forth with such clarity by Justice [Alcjo] Labrador in the aforesaid case. The
ouly question that cemains is whether on the rest presciibed as to the
quantom of cvidence required o justfy judicial interventon before che
termination of the deportation proceedings, the judgment reached by the
lower court may be teomed as suflering from dhe corrosion of substandial
legal crror,®

In evaluating the iro and Co decisions, Fr. Aquino keenly observed that
“|wlhile these cases only underscore the affinity and kinship between
‘ripentess’ and “primary jurisdicton[,]” they also suggest that when the fine
lines between these doctrines are blurred, the usefulness of ‘primary
jurisdiction’ cannot be fully appreciated” as in cases where an administrative
agency could be allowed to exercise its regulatory powers “free of premature
and undue judicial interference. "7

The same principles were invoked by Justice Fernando in the field of
customs and tadft in his ponencia in Comumissioner of Customs v, Navarro, "
(Navairo) where the issue was whether ourts of first instance could take
cognizance of seizure and forfeiture matters relating to important goods over
which the Bureau of Customs had obtained custody of ® In Nawarro, the
importers of perishable goods had sought and were granted a writ of
injunction from the Court of First Instance to enjoin the Burean of Custonis
from proceeding with the sale ac public auction of the imported items which

684, Vivo, 24 SCRA at 160 & Calueday, 33 SCRA at 4106.

685. Co v. The Deportation Board, 78 SCRA 104 (1977).

680, Id, at 108 (citing Vive, 24 SCRA at 160; Caldcday, 33 SCRA at 41060 & Chua
Hiong, vt Phil. at 667).

687, AQUINQ, supri note 641, at vii-viil. Fr. Aquino obscrves the “blurring” of the
doctrine of primacy jurisdiction wich that of the doctrine of ripeness of judicial
review 1n several decided cases, K. (citing Brerr, 191 SCRA at 687; Direcror of
Laneds, 194 SCRA ac 2245 & Filluflor, 280 SCRA ar 247).

688, Commissioner of Customs v, Navarro, 77 SCRA 264 (1977).

639, fd. ac 260,
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were seized for vielating import restrctions of the Central Bank of the
Philippines.®** Justice Fernando wrote that the case involved a “jurisdiction
issue” —
The question of seizure and forfeiture is for the administrative in the first
insrance and then the Commissioner of Customs. This is a ficld where the
doctrine of primary judsdiction conccols. Thereatter an appeal nay be taken
to the Court of Tax Appcals. A court of first wstance is thus devoid of
competence to act on the mareer. There 1s further judicial review, but only
by this Court in the exercise of its certioran jurisdiction,”?!

In this sense. therefore, the doctrine of judicial non-interference bears
the same policy behind the doctrine of exhaustion.

In the field of disposition of public land, the 1991 decision in Direcror of
Lands v. Court of Appeals®™? demonstrates how the doctdne of judicial non-
interference with administrative processes is invoked in sitvations where
judicial remedies available with the regular courts should not be availed of
when they would amount to an intervention of an administrative agency of
its purely regulatory powers (i.e., not quasi-judicial powers).

In Director of Lands, the prmary issue resolved by the Supreme Court
involved the exercise of the purely administrative powers of the Director of
Lands, that is —

whether or not the respondent couct crred in holding thac the Dicccror of
Lands acted without or in excess of lis juddsdiction or with grave abuse of
discretion in allowing the award of the cadaseral survey projects to new
contractors involving lands subject to prior mapping projects with another
contractor {the prvae roespondenty whose contracts are involved 1 a
pending appeal to the Sceretary of Environment and Natural Resources, ™3

The Court invoked the doctrine of judicial non-interference in the same
vein that it eniployed the doctrine of exhaustion of administrative remedies,
thus —

The question on the necessity of cither or botli projects must be bewer
addressed o the sound discretion of che proper administrative officials who
admiteedly have the competence and cechnical expertise on the mateers. 1n
the case ar bar, the pedtioner Director of Lands s ‘dhe official vested with
dircet and excoutive control of the disposition of the lands of the public
domain.” Specifically, Scetion 4 of Conmonwealth Act No. 141 provides
that ... [Tlhe Dircctor of Lands shall have dircct exccutive control of the
survey, cassification, lease, sale, or any formn of concession or disposition
and nuagement of the public domain, and his decisions as to questions of

600, fd.

601, Id. at 267,

602, Dircctor of Lands v. Courr of Appeals, 104 SCRA 224 (1091).
603, 4d. ac 229,
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fact shall be conclusive when approved by the Scerctacy of Agriculoure and
Comumerce inow the Scerctary of Environment and Nacural Resources).”

We likewise take cognizance of the wealth of jurisprudence on this
doctring  of  primary  administrative  jucisdiction  and  exhaustion  of
administrative remedics. The Court has consistently held thae ‘acts of an
administrative agency most not casually be overtorned by a court, and a
court should as a rule oot substicure its judgmcar for e of the
administrative agency acting within the parameters of its own competence,’
utdess ‘there be a clear showing of arbitrary action or palpable and scrious
crror.” 4

The combination of the doctrine of exfraustion of administrative remedies with
the docrine of judicial wou-interference was reiterated in che 2005 decision in
Moscal v, Laviiia,™s a case which arose from a protest filed against a free
patent application with the DENR Regional Office, which was decided on
the application of the doctrine of exhaustion where the Suprenmie Court held

The doctrine of exhaustion of administrative remedics requices that resort
be first made to the administrative authorities in cases falling under their
jurisdiction to allow them to carry out their functions and discharge dheir
responsibilitices within the specialized arcas of their competence. .. because
the adiministrative agency concernied s in the best position to correct any
previous ceror committed in its forum[.]""

Then, the Court connected it with the doctrdne of primary jurisdiction,
thus —

Note that the case acose from the procest filed by cespondents againse
petitioncr’s free patene application for the subject unregistered agriculeucal
Land. Clearly, the matter comes within the exdusive primary jurisdicrion of the
DENR in the exercise of its quasi-judicial powers. The impugned Orders
of the DENR Regional Office are subject 1o review by the DENR Elead
Office. Petitioner cannot circumvent this procedure by simply invoking a

supposcd lass of faith in the said agency. ™7

In the 1997 decision in Fillaflor ». Court of Appeals, "% the petitioner had
pursued administrative remedies in opposing the award of a public Land to
his transteree by the Bureau of Lands, and pursued his opposition all the way
to the DENR, which denied the petidoner’s claim.® The petitioner then
filed a complaint with the RTC for “Declaradon of Nullity of Contract

604. 4d. at z230.

60s. Morccal v, Lavifia, 476 SCRA 508 (2005).

606, fd. at 12,

607,44, at s13.

608, Villaflor v. Court of Appuals, 280 SCRA 207 (1097).
604, d.
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{Deed of Relinquishment of Rights), Recovery of Possession (of two parcels
of land subject of the contract)., and Damages™ ar about the same time thae
he appealed the decision of the DENR to the OMfice of the President
(OP).7° The Supreme Court applied the whoele gamut on the doctdne of
primary judsdiction of administrative agencies, thus —

Underdving the rulings of the trial and appellate courts is the doaiine of
pristry furisdiction; i.e., conrts eantior aiad will aet resolee o controversy inrolving o
question ehich {5 within the jurisdiction of an aiaivistearive wibaad, cspeeially
iwhere the question: dewmands the exercise of sound administracive diseretfon requiving
the special buiowdedae, experience)] and services of the adminiserarive nibunal 1o
detenirine reclnifcal wod fuatvicnre wnrtrers of faet.

[n recent years, it has been che judsprudendal trend to apply this dectrine
to cases involving macters that demand the special competence  of
administrative agencics even if the question involved is also judicial in
chacacter. It applics

‘where a claim s originally cogmizable in the courts, and comes inco
play whenever enforcement of the daim requires the resolution of
issues which, vnder a regulatory scheme, have been placed within che
special competence of an administrative body: in such case, the judicial
process  is suspended  pending eefeoral  of such dssucs o the
administrative body for irs view.”

In eases whiere the doavine of peimeary jurisdiceion Js dearly applicable, the coust
ednttion arogare wirte Jrself the aurhority w vesolie o coneroversy, the jurisdicrion over
ihich is inivadly lodecd with an adurimistracive body of specal competence.

The rariomade wnderlping the docrrne of primacy jurisdiction finds application
it this case, since the questions on the identity of the land in dispute and
the factual qualification of privare respondent as an awardee of a sales
application require a technical deterninacion by the Burcau of Lands as the
adiministrative  agency  with  the  cxpertise to determine  such  maceers.
Becavse these issues preclude prior judicial detenmination, ic behooves the
courts to stand aside cven when they apparcntly have statutory power to
proceed, in recomition of the primary jursdiction of the administrative
ATCNCY.

Petitioncer initiated his action with a protest before the Burcau of Lands and
followed it theough in the Ministry of Natural Resources and chereafter in
the [OQP]. Consistent with the doctrine of prumary jurisdiction, the trial and
the appellate courts had reason o rely on the indings of these specialized
administrative bodics,

700. 4d. av 323,
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Recliance by the trial and the appellate courts on the factual findings of the
Dircctor of Lands and the [DENR] is not misplaced. By reason of the
spectal knowledyre and expertise of said administrative agencics over matters
falling under their jurisdiction, they are in a better position to pass
judgmcnt thercon: chus, their findings of fact in that regard are gencrally
accorded great respect, if not finality, by the courts, The findings of face of
an administrative agency must be respected as long as they ace supported by
substantial ¢vidence, even if such evidence mighe not be overwhelming or
cven preponderane. Lo is not the task of an appellate court to weigh once
more the evidence submitted before the administrative body and to
substitute ies owi judgmene for that of the administrative ageacy i respect
of sutlicicney of evidence,

FHowcever, the rule that fcal findings of an administrative agency are
accorded respecr and coven Anality by coucts admits of exeeptions, This is
crue also in assessing factual findings of lower courts, 1o is incumbent on the
petitioner o show  that the cesolution of the factual issucs by the
administrative agency and/or by the wial court flls under any of the
cxceprions, Qrherwise, this Couct will not disturly such findings,

In this instance, both the principle of primary jurisdiction of administrative
agencics and dhe docuine of fnality of factual findings of the oial courts,
pacticularly when affirmied by the Court of Appeals as in chis case, militate
against petitioner’s cavse, [ndeed, pettioner has not given us sutficient
reason to deviate from them. 7!

The foregoing shows that the doctrine of judicial non-interference with
on-going adninistrative regulatory processes, when it covers the quasi-
judicial powers of administrative agencies, is actually indistinguishable from
the doctrine of exhauvstion of administrative remedies.

The proposition that the docrine  of  judicidd  non-interference with
adiministrative proceedings is the very sane doctrine of extianstion of administrative
remedies s best demonstrated in the 1997 decision in Paar ». Court of
Appeals 72 where the Supreme Court, speaking through former Associate
Justice Justo P. Torres, Jr., at the onset confirmed thace the only issue to be
resolved was purely the application of the doctrine of exhaustion of
administrative remedies —

Withour violating the principle of cxhaustion of administeative remoedics,
may an action for replevin prosper to recover a movable property which is
the subject matter of an administrative  forfeiture  proceeding in the
[DENR] pursvant to Scction 68-A of P. [D. 705, as amendced, cadided The
Revised Forestry Code of the Philippiness721

701. 0. av 320-32 (cnaphasis supplicd).
702. Paat v. Court of Appeals, 206 SCRA 167 (1907).
703. 4d. ac 172-73.
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In Paut, the Suprenie Court discussed thoroughly the doctrine of
exhaustion, as well as the exceptions to its application as to allow the regular
courts the power to exercise judicial review even when the adniinistrative
proceedings have not been exhausted, and found that none of the exceptions
applied to authorize the RTC to proper proceed on the replevin case on
subject matters that were under the custody of the DENR and before whom
the peddoners had pending motons for reconsideration.” Curdously,
though, Justice Torres” poneicia invoked in the samie manner the docrrfne of
primary jurisdiction as an integral extension of the doctrine of exfrauwstion of
adininistrarive remedies, thus —

Maorcover, it is important o point out that the coforcement of forestry
laws, rules[,] and regulations and the protection, development[,] and
management  of forest lands  fall  wichin  the  primary  and  special
responsibiliies of the [DENR]. By the very natre of its function, the
DENR should be given a free hand unperturbed by judicial intrusion o
derermine a controversy  which is well within its jurisdiction. The
asstunption by che wdal court, thercfore, of the replevin suit Hled by private
respondents constitutes an wjustificd cncreacluncnt inte the domain of
adiministrative agencey’s prerogative, The doceine of priveary jurisdiction docs nor
ekt 8 coart fo dirogaie uire dself the aathority o resolive o contioversy te
jurisdicrions over ndhich i inivially fedecd wiel an adurivistrarive body of spedad

comperetive. 79

The propaosition that the docrrine of judicial non-interfereice applied durng
the appellate processes within the Executive department is interchangeable
with the doerrine of exhaustion of adwidnistrative remedics has also been
demonstrated in che 2007 decision in Republic v Lacap (Lacap),”" where
pavinent to the contractor of a public works was denied by the regional
Conmission on Audit (COA) auditor. bue that instead of availing of the
review process within COA itself, the contractor filed a collection suit
against the government with the RTC for “specific performance and
recovery of damages.” 77 The RTC decision which denied the motion to
distiiss based on the ground of non-exhaustion administrative remedies, and
rendered judgment in favor of the contractor, was upheld by the Court of
Appeals, and eventually brought on review with the Supreme Court
contending chat there was failure to exhaust administrative renedies and that
the appropriate resolution of the issue fell within the primary jurisdiction of
the COA 7% The Supreme Court in Lacap ruled on the issue referring to the

704. Id. at 184-86.

705 8d. av 177-78. See also Factoran, Jr. v. Court of Appeals, 320 SCRA 539 (1909).
7o0. Republic v, Lacap, s17 SCRA 255 (2007).

707, 4d. at 260-61.

708. fd. ac 261,
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doctrine of pdmary jurdsdiction as a collorary to the doctrine of exhaustion,
and thac the same exceptions applied to both of them, thus —

The general rule is that before a party may seck the intervention of the
court, he should ficst avail of all che means afforded him by adininistrative
procesaes. The dssucs which administrative agencics are authorized to decide
should not be summarily taken from them and submitted to a court
without first giving such administrative agency the opportunity to dispose
of the same after due deliberation.

Corollary o the doctrine of exhaustion of administrative remedies is the
doctrine of primary jurisdiction: that is, courts cannot or will not determine
a controversy involving a question which is within the jurisdiction of the
administratve tibunal prior o the resoluton of that question by the
administrative ceibunal, where the question demands the cxercise of sound
administrative discretion requicing the special knowledge, experience[,] and
services of the administratve oibunal to determine technical and incdcate
marttees of fact,

Nonctheless, the doctrine of exhaustion of administrative remedies and the
corollary doctrine of primary jurisdiction, which are based on sound public
policy and practical considerarions, are not inflexible rules. There are many
accepted exceprions, such as: {a) where there is estoppel on thie part of the
pacty invoking the doctrine: {b) where the challenged administracive act is
patendy illegal, amounting o lack of jurisdiction: {¢} where there is
unrcasonable delay or official inaction that will irrecricvably prejudice the
complainant: {d) where the amount involved is relatively small so as to
nmiake the rule impractical and oppressive: () where the question involved
is purely legal and will uldimately have o be decided by the courrs of
justice: () where judicial intervention is urgent: (g} when its application
may cause great and irreparable damage; (I where the controverted aces
violate duce process: (1) when the issue of non-cxhavstion of administrative
remiedies has been rendered moot; () when there is no other plain,
speedy[,] and adequate remedy: (k) when strong public interest is involved:
and, {1} in guo warasre proceedings, Exceptions (¢} and {(¢) are applicable to
the present casc,

Notwithstanding the legal opinions of the [Departunent of Public Works
and [ lighways] Legal Departnene rendered in 1993 and 1ou4 that payment
to a contractor with an cxpired contractor's license is proper, respondent
remained  vnpaid for the completed work  despite repeated  demands.
Cleady, there was uvnrcasonable delay and official inaction o the greac
prejudice of respondent. 7Y

A close reading of Licap would inevitable draw us to the same
conclusion, that the doctrine of judicial non-interference with administrative
processes is based on the same public policy considerations as the docerine of
exhaustion, and that when resort of administrative appellate or review
process would be unreasonable as to bring injustice to the aggrdeved party,

70u. fd. ac 205-66. See also Guy v, Imacio, 622 SCRA 678 (2010).
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such aggrieved party would have legal authority to seek reliefs from the
courts of law,

This is the same applicadon in Republic v. Express Telecommnmications Co.,
e, 7™ where the issue before the Supreme Court was whether the
exceptions to the doctrine of exhaustion of administrative remedies will
autherize the Court of Appeals in a petidon for cerfforari and prohibition to
annul an order of the NTC to issue a provisional authority to construct,
install. operate a natienwide cellular system.”™™ The Supreme Court prefaced
its ruling on the proper application of the doctdne of exhaustion on the fact
that

[the NTC is clothed with sufficient discretion to act on maters solely
within its competence. Clearly, the need for a healthy competidve
cnvironment in telecommunications is sufficient impetus for the NTC o
consider all those applicants who are willing to offer competition, [to]
develop the market[,] and [eo] provide the environment necessary for
greater public service.7!2

The Court ruled —

We now come to the issue of exhaustion of administrative remedies. The
rule is well-enerenclied thac a parey most exhaust all adminiserative cemedics
betore  resorting o the courts, The premature  invocation  of  the
intervention of the court is fatal o one’s cause of action. This rule would
not only give the adindnistradve ageacy an opportunity to decide the
mareer by iself correedy, but would also prevent the vnnccessary and
PICHLATULT CCSOLL (O COUTTES.

This case does not fall under any of the recognized exceptions to the rule.

The established exeeption to the rule is where the issuing authority has
vone beyond it statutory authorty, cxercised unconstitutional powers or
clearly acted adbitrarily and without regard to his duty or with grave abusc
of discretion. None of these obtains in the case ac bar

This Court has consistently held thae dic courts will not interfere in nuatters
which are addressed o the sound discretion of the government agency
cntrusted with che regulaton of activitics coming under the special and
technical taining and knowledpe of such agency. [c has also been hicld thae
the excrcise of administrative discretion is a4 policy decision and a mareer

710. Republic v, Bxpress Telecommunications Co., Ing, 373 SCRA 310 (2002).

7IL.4d. at 343-44.
712, 4d. ac 342,
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that can best be discharged by the government agency concerned, and not
by the courts,

Administrative agencics are given a wide laticude i the evaluation of
cvidence and in the exercise of its adjudicative functions. This laticude
mcludes the authority o take judicial notice of facts within its special
competence.

[n the case ar bar, we find no ccason o distuth the fcrual findings of the
NTC which fornned the basis for awarding the provisional authority tw
Bayantel, . Privn facie evidence was likewise found showing Bayancel's
legal, financial[,] and technical capacity o undertake the proposed ccllular
mobile welephone service. 7'

In the field of immigration and deportation, the doctrne of judicial non-
interference was emploved by the Supreme Court in its 2004 decision in
Duvileurna v, Dontingo,”'4 where the main issue to be resolved was “whether
or not petittoner is entitled to the extaordinary renedies of certioran,
prohibition[,] and mundamus, and whether he should be released from
detention,” 'S in order to obtain his release from detention and obtaining a
writ of prohibition enjoining absolutely and perpetaally the deportation
proceedings with the Bureau of Immigration. In its ruling, the Supreme
Court used language that covered either the doctrine of exhaustion of
administrative remedies or the doctrine of judicial non-interference, thus —

On the deportation case against him ... resort to court is proper ouly after a
decision is rendered by the Board of Conmumissioner of the Burcau of
Immigration. The Burcau is the agency that can best determine whether
petitioner violated certain provisions of the Philippine Inumigration Act of
1040, as amended. i this jurisdierion, cours will wor inrerfere i marters wlich are
addicssed ro the sowind disererion of governnent agencies enerasted with the requlation
of dcrivitics conring wnder the specal rechiical Riondedoe and tining of such
agencies, By reasonr of the specidd bnondedoe and - expertise of  adwrivistrarive
departsients over taiters folling udthin ehelr jurisdiction, they are in o berrer position
fo pass fadgment thereon and theiv findings of fac in thar regard ave genevally
aceorded respeer, if wor finality, by the conrts, If petioner is dissatisficd with the
decision of the Board of Commissioners of the Burcau of Inunigrarion, he
can move for its reconsideracion. If his motion is denied, then he can
clevate his case by way of a pettion for review before the Court of
Appeals, pusuant to Sccdon 1, Ruale 43 of the 19g7 Rules of Civil

Procedure, 1%

713. 4l at 343-47.

714. Dwikarna v, Doinidigro, 433 SCRA 748 (2004).
715 4d. av 753,

716 8d. ac 754-55 (cmphasis supplicd).
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(11) Courts Cannot Grant Relief to Allow One Administrative Agency to
[nterfere with the Processess of Another Administrative Agency

The 1995 decision in Concerned Officials of the Meropolitan Watertvorks and
Sewerage  Systemr (MWSS) v, Vasquez,”'7 (Coneerned  Officials of MIWSS)
demeonstrates how the applicadion of the doctrine of judicial non-interference
can prevent one executive agency from imposing its authority on a matcter
thae falls within the regulacory (not quasi-judicial) powers of another
admiinistrative agency, with the Judiciary acting as the unipire.

In Coitcerned Officials of MWSS, a petition for certiorasi was filed with the
Supreme Court asking for the declaration that the Ombuadsman acted
without or with grave abuse of discretion when he issued a ruling setting
aside the original award by the MWSS Bidding and Awards Committee on
the Angat Water Supply Optiniization Project to one bidder, and at the
same tine directing MWSS to “[a]ward the subject contract to a complying
and responsive bidder pursuant to the provisions of [P.D. No. 1594,
Prescribing Policies, Guidelines, Rules and Regulations for Govemment
Infrastructure Contracts.”?'* Although the Court held that che Omibudsman
had the power and authorty to look into alleged irregularities in bidding
conducted by government agencies, nonetheless it applied the “doctrine of
non-preeimiption of the exercise of discretion by the proper administrative
agency” to prevent Ombudsmun from dictating the bidding and award
processes to MWSS, thus—

While the broad authority of the Gmbuodsiman o investigate any act or
omission which ‘... appears illegal, vmjust, improper, or ineflicient may be
viclded, it is difticult to cqually concede, however, thar the Constitution
and the Ombudsman Ace have intended o likewise confer upen it veto or
revisory power over an exercise of judgment or discretion by an agency or
officer upon whom that judgment or disceetion is lawfully vested, fr wonld
seemt o us thar the Office of the Ouidudsman, i isswing the dallenged orders, s
tor oly direcely assuised jurisdiceion over, bur Tkewise pre-cmmpred the exerdse of
diseretion by, the Board of Trusrees of MISS, Indeed, the recommendation of
the [Prequalification, Bids, and Awards Committee for Construction
Services and Teclmical Equipment] o award Contract APM-o1 appeacs to
be yeo pending consideration and action by the MWSS Board of Trustecs.

We can only view the assailed .. Order wo be more of an undue
terference in the adjudicative responsibilicy of the MWSS Doard of
Trustees rather than a mere directive requiring che proper observance of
and compliance with the Jaw,

717. Concerned Officials of the Metropolitan Warterworks and Sewerage System
(MWSS) v, Vasquez, 240 SCRA 502 (1995).

718, 4d. av s15%.
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The MWSS, a government-owned and controlled corporation created by
law  through RCA. No.o 6234, 18 charged  with  dhe  construction,
maintenanee[,]  and  operation of  waterworks  system to msure  an
uninterrupted and adequate supply and distribution of potable water, 1t is
the ageney that should be in the beste position to evaluate the feasibility of
the projections of the bidders and to decide which bid is compatible wich
its development plans, The excreise of this discretion is a policy decision
that necessitates amonyz  other  things,  prior  inquicy,  nvestigation,
comparison, cvaluation, and deliberation — matters that can best be
discharged by ic. MWSS has passed Resoluton No. 32-93 45 to likewise
show its approval of the technical specifications for fiberglass. All these
should descryve weighe, 72

The application of the doctrine of judicial non-interference to prevent
one administrative agency from interfedng with another the regulatory
processes of another administrative agency saw its application in the 2009
decision in Plilippine Coconut Producers Federarion, Ine. v, Republic7° where
the intervenors, led by foner Senator Jovito R. Salonga, opposed an urgent
motion filed with the Supreme Court for the approval of the conversion of
sequestered  San Miguel Corporation common shares inte non-voting
preferred shares alleged to be under terms disadvantageous to  the
Government and the beneficiaries of the coconut levy funds.??! In denving
the oppositien and approving the conversion of shares, the Court held that
the approval by the Presidential Commission on Good Governance
(PCGG), for the Republic, of the conversion of sequestered shares from
common shares to preferred shares, was o policy decision which cannort be
interfered with under the well-established jurisprudential principle thac “the
courts cannot intervene or interfere with executive or legislative discretion
exercised within constitutional limits,"722 Curdously, though, the ruling
invoked the doerrine of primary jurisdiction —

Corollary to the principle of separation of powers is the doctrine of primary
jurisdiction thac the courts will [defer] to the decisions of the administrative
offices and ageacies by rcason of their exportise and expericnce in the
mateers assigned o them. Administracive decisions on macters within the
jurisdiction of administrative bodies are to be respected and can only be set
aside on proof of grave abuse of discretion, fraud, or crror of law.

The only instance when the Courts ought o interfere is when a
departmene or an agency has acted with grave abuse of discretion or
violated a law. A circumspect review of the pleadings and evidence extant
on record shows thar the PCGG approved the conversion only after it

71y, Il at $235-28 (cphasis supplicd).

720. Philippine Coconur Producers Federation, lne. v, Republic, oo SCRA 102
(2004).

721 ddat 111,

722 44, ac 130,
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conducted an in-depth inguiry, thorough scudy, and judicious evaluation of
the pros and cons of the proposed conversion[.] 72

The application of the doctrine of judicial non-interference was made in
the same vear in Office of the Owbudsman v, Heirs of Muroasite Venrira, 734
which involved the issue of whether the Ombudsman acted with grave
abuse of discretion when it provisionally dismissed a criminal complaine
against a Department of Agrarian Reform officer where the subject matter
was still pending final resolution with the DARAB, where it was held —

The reason behind che doctdne of primary jurisdiction may also be applied
heee by analogy. The objective of said doctrine is w guide a court in
determining whether i should refrain from cxercising its jurisdiction until
after an admindstrative agency, which has special knowledyge, expericnceel],]
and tools to detenmine  welmical and  intricare macters of fact, has
determined sonie question or a particular aspect of some question arising in
the proceeding before the court. Ty fs wor 1o say that the Oubudenan caniror
acgiire jurisdiction or fake cognizance of o ol complaine wntil after the
adniisistrative aeeney has decided o a particudar dssue that fsalso fnvolved i the
complaing before it Rather, wsing the samse reasoning bebind the docriie of primury
purisdiction,, it is onldy pradenr and pracrical for the Oundadsinan o refraive from
proceeding wdeh the erimial acrion sl afier the DARADB, wlich s the
adnpiwistrative agency with specad Riotsledge and experience over agravian wiarers,
fras arcfved ar o fiual resolurion on the fssue of whiether Lditberro Darang 1s fideed
entitled wder the dae ro be awarded the fand @i dispute. This would establish
whether the benelits or advantages given to him by the public officials
charged under the complaint, are truly unwarranted, 725

In the 2010 decision in Ferrer, fr. v. Roco, Jr.,7** where the doctrine of
primary administrative jurisdiction was invoked to rule that there is as yet no
finalicy in the administrative processes covering the development of a
subdivision where the sangguniang resolutions were submitted to the
Housing and Land Use Regulatory Beard for its determination of the
issuance of development plans, that would properly allow the courts of law
to rule on an action for declaratory relief with injunction.”?” Thus —

Under the doctrine of primary administrative jurisdiction, courts cannot or
will not deterimine a controversy where the issucs for resolution demand
the exercise of sound administrative  discretion  cequiring  the  special
knowledge, expericace, and services of the administradive wibonal o
determine technical and intdcace macters of fact. In other words, if'a case is
such that its dercomination requires the expertise, specialized raining|,] and

723, 8dac 132 (cmphasis supplicd;.

724. Office of the Ombudsman v, Eleirs of Margacita Ventoura, 605 SCRA 1 (2000).
7235. 0. ac 12-13 (ciaphasis supplicd).

726, Ferrer, Je. v, Roco, i, 623 SCRA 313, 320 (2010).

727.4d. ac 320,
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knowledge of an administrative body, relicf mwst first be obtained in an
administrative proceceding before resort to the courts is had even it the
mateer ouay well be within their proper jurisdiction. 72#

Invoking the doctdne of pamary administrative jurisdiction in Ferrer, Jr.
was erronecus for really it was the doctine of judicial non-interference with
administrative processes that was applied.

As can be seen from the foregoing discussions, the doctifne of judicial non-
interference operates in the same manner as the docrrine of exclusive udiiinistrative
jurisdiction as a prequel to the proper applicadon of the doctrine of exlraustion of
admidistrative rewmedies, when it comes to sitvation where an administrative
agency has been expressly granted by law with quasi-judicial powers over
justiciable controversies. However, the doctrine of judicial non-interference
also aperates to prevent courts of law in using che power of judicial review
to interfere in purely regulatory acts of administrative agencies over matters
that fall within their administrative discretion and mandate, or prevents one
admiinistrative  agency from  invoking judicial reliefs against another
administrative agency over issues that fall within the pdmary regulatory
powers of the lacter.

(ii1) Courts Bound to Implement Final Findings and Determinations of
Administrative Agencies in their Own Decisions

The chird manner by which the doctine of judicial non-interference is
employed by the Supreme Court, would be in the sense that courts of justice
are bound to implement the findings or resolutions of administrative agencies
acting pursuant to their quasi-judicial powers, or are bound to incorporate
them in their final decisions insofar as they are essential in the proper
resolution on the merits of che issues raised before the courts. Such an
application can best be shown in the 2001 decision in Safaedo v. Conrr of
Appeals 7

In Suifado, the grantee of a fishpond permit fromn the Philippine Fisheries
Commission had entered inte a private development agreement with
another person that provided for a sharing of the profits eamed from the
operation by the latter of the fishpond.7* Eventually, the grantee filed an
action in the RTC to rescind the agreenment, to recover possession of the
fishpond from this co-venturer, and recover his shares in the profits earned
from the operation of the fishpond. 7' During the trial, the then-Minister of
Agriculture and Food., on complaint of the co-venturer, issued an order
cancelling the fishpond pemmit of the grantee for failure to possess and

728. 4d.
729. Safiado v. Court of Appeals, 356 SCRA s40 (2001).
730, 4d. au §50-51.

731 4d. av §52-53.
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develop it personally, and granted the co-venturer priodty in applying for a
new fishpond pennic over the area covered.7*? The grantee then appealed
the Minister's order with the QOP.73% Thereafter, the RTC issued a decision
in favor of the grantee, which included a directive to deliver possession back
to the grantee.? The OP issued a resoludon affinning the Minister's
order.”?s The co-venturer appealed the RTC decision to the Court of
Appeals, which affirmed cthe trial court’s decision, except on the portion
which directed the retumn of possession of the fishpond to the grantee based
on the Ministry’s order, as affimied by the OP, declaring the cancellation of
grantee’s fishpond permic.73*

The Supreme Court was requested on appeal by the grantee to rule
whether it was proper for the Court of Appeals to have reversed the portion
of the RTC’s decision on return of possession of the fishpond based on the
proceedings conducted within the Executive department and outside of the
issues raised during the tdal —

The petton before us hinges on the argument that the Court of Appeals
encertained evidence and/or other matters not duly covered or taken up in
the trial of Civil Case No. 2085, Petitioner posits that dhe appellate court
conmuniteed grave abuse of discretion in deing so and in applying said
niateers in ies disposition of the case, ™7

In his porencia, former Associate Justice Jose Amuando R. Melo aftinmed
that the resolution of the issue depended on the nature of the order issued by
the Minister of Agriculture and Food, as affirmied by the OP during the
pendency of the appellate process with the Court of Appeals, as well as its
binding effect on the courts of law, chus —

What is the nature of the [31 July 198y] Malacanang decision and what is
its cifect on the resoluton of Civil Case No. 20857 The action of an
administrative agency in granting or deaying, or in suspending or revoking,
a license, penmnir, franchise, or certificate of public convenicnee and
necessity 15 administrative  or  quasi-judicial. The act is not pucely
administrative but quasi-judicial or adjudicatory since it is dependent upon
the ascertaimnient of facts by the administrative agency, upon which a
decision is to be made and rights and liabilitics determined .. As such, the
[31 July 1989] decision of the [QP] is explicidy an official act of and an
cxereise of quasi-judicial power by the Exccutive [d]epartment headed by
the highest officer of the land, 1t thus squarcly falls under marcers reladive to

732 44 au 553,

3. 4d.

734. Bl at 533,

735. Saftade, 356 SCIRA at 553.
7360, 4 au §54.

737. 4il.
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the [Elxceutve departiment which courts are mandatorily tasked to ke
judicial notice of under Sccrion 1, Rule 129 of the Rules of Court. Judicial
notice must be taken of the organization of the Exccutive [d]epartncat, ics
principal officers, clected or appointed, such as the President, his powers
and dutics.

The renditon of the subject [31 July 1989] Malacatang decision is
premised on the essential funcron of the cxccutive deparument — which is
to cnforee the law. [n dus instance, what is being enforced 15 [P.D)] No.
704 which consolidated and revised all lTaws and decrees aftecting fishing
and fisheries, Such caforcement must be wue to the policy behind such
Taws which is ‘to accelerate and promote the integrated development of che
fishery industey and o keep the fishery cesources of the county in
oprimun productive condition through proper conscrvation and protection
)

Such respeet is based on the tme-honored doctrine of separation of powers
and on the fact that chese bodies are considered co-cqual and coordinate
rank as courts. The only exception is when there is a dear showing of
capricious and whimsical exercise of judiment or grave abuse of discretion,
which we find absenr in the case at bar,

Understandably, to restore peritioner to the possession of the fishpond arca
is to totally disregard the [31 July 1989] decision of the [OP] which can
hardly be  deseribed  as an uneclated  matter,  considering irs patent
implications in dw resule of bodhy [ihe RTC and CA cases]. Tor rowe could the
appellure courr aiard possession 10 the very satne parey aehose leense T beenr
cticelted by the execurive or administrative officer nsked 1o excrcise liceusing power
ds regirds the developmene of fishpond wreas, and welic cancellarion las been
sustafined by the [OP]7 Peddtioner muost remember the essence of the grang of
a license, Iris not a vested cdghe given by dic government bur a privilege
with corresponding obligations and is sulyect o govermuental regulation,
[ence, to allow petitioner to possess the subject arca 15 o run Couner o
the exccution and enforcement of the [31 July 1989] decision which would
casily lose its ‘teeth’ or force if petitioner were restored in possession, 730

The essence of the doctrine of judicial non-interference with
administrative processes was best encapsulized in the opening paragraph of
former Associate Justice Regino C. Hermosisima Jr.'s ponencia in Garments
and Texrite Exporr Boasd . Court of Appeals, 7 thus —

The doctrine of ‘primary jurisdiction’ of [glovermment administrative
agencies has herein come into play. Should courts of justice interfere with

738. 0d. at 558-sy (citing DE LEON & DE LEON, JR., supid note 51, at 143-44 &
Ricarpo ] FRANCISCO, EVIDENCE: RULES OF COUR'T IN THE PHILIPPINES
(RULE 128-134) 24 (1956 od.)) {coiphasis supplicd).

73u. Garmenes and Textile Export Board v. Court of Appeals, 268 SCRA 238
(1997).
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their purely administrative and discretionary functions and have supervisory
powers over their proceedings and actions involving the cxercise of
judgment and findings of fact? Verily, over matters falling under their
jurisdiction, we have repeatedly held that administrative agencics are in a
better position to pass judgment thercon and thcir indings of fact in thac
regard ace penerally accorded respect, it not finality, by the courts.74¢

On this matter, the e Leons have noted that —

[i]t 15 the general policy of the courts to sustain the decision of
administrative authoritics not only on the basis of the doctrine of separation
of powers but also for their presumed knowledgeability and even expertise
inn the laws they are entrusted to enforce. A court cannot compel an ageocy
to do a particulac act or to enjoin such act which s within the lateer’s
prerogative, except when in the exercise of its authority, it gravely abuses
or ¢xcceds its jurisdiction, 74!

(iv) Comparson of the Doctrne of Exclusive Administrative Jurdsdiction
with the Doctrne of Judicial Non-Interference

Unlike the doctrdne of exclusive administrative jurdsdiction which operates
outside of the system of judicial review, the doctrine of judicial non-
interference finds application within the systein of judicial review. The
former applies only in situations where the administrative agency has been
vested with quasi-judicial powers; whereas, the lacter may operate in
sitvation where the administrative agency invelved in the contoversy has
not been granted quasi-judicial powers, and the power of judicial review
proper is being applied based on the judicial power and duty of the courts to
ensure that administrative agencies should act in accordance with the
constitution or the law, or without grave abuse of discretion as to amount to
acting in excess of or without jurisdiction.

¢. Dooctrine of Prior Resort

The 1990 decision in Indusrrial Enterprises, Ine. v, Cowrr of Appeals,74? penned
by Justice Melencio-Herrera, provides the best illustration of che application
of the doctrine of prmary jurisdiction in the concept of “doctdne of prior
resort.” It was recognized at the tinie of the decision that the Board of
Energy Development (BED)} was the agency tasked with purely
adminiserative or regulatory authority (not quasi-judicial powers) of

cstablishing a comprehensive and integrated national program tor the
exploration, cxploitation, and development and extraction of fossil tucls,

740. Id. av 260-61.

741.DE LEON & DE LEON, JR., sdpid note $51, at 153 (citing Provident Tree Faoms,
[ne. v, Batadio, Jr., 231 SCRA 463 (1994)).

742. Industrial Enterprises, [ne, v, Court of Appeals, 184 SCRA 420 (1900).
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such as the country’s coal resources: adopting a coal development program:
regulating all activities relative thereto; and undertaking by iselt or through
service contracts such exploitation and development, all in the intecest of an
cftective and coordinated development of extracted resources, 74

The controversy in Industrial Enterprises, Inc. centered on the action for
rescission of an agreement whereby Industrial Enterprses, Inc. (IED)
transferred all its rights and interests to two coal blocks to Marinduque
Mining and Industrial Corporation, which agreenmient was approved by the
BED 7+ While the trial court issued a summary judgment ordering the
rescission of the agreement, the Court of Appeals reversed the decision,
holding that

the rendition of the sununary judgnicar was not proper siiee there were
genuine issues i controversy between the partics, and more unportandy,
that the [t]rial [c]ourt had e jurisdicdon over the action considering that,
under [P.I2] No. 1206, it is the BED chac has the power o decide
controversics reladve o the cxploration, exploitation,] and development of
coal blocks, 745

Although the purported reasoning of the Court of Appeals read as
though it was applving the doctrine of exhaustion of administrative
remedies, or at least of which forum was vested with ordginal jurisdiction
over the controversy, the reasoning of the Supreme Court in Industial
Enrerprises, Ine. clearly applied the doctrine of prior resort, thus —

The decisive issue in chis case is whether o not the civil court has
jurisdiction to hear and decide dhe suit for rescission of dhe Memorandum
of Agrecmient concerning a coal operating contract over coal blocks. A
corollary question is whether or not respondent Court of Appeals erred in
holding that ic is the [BED] which has jurisdiction over said action and not
the civil court, 740

[ resolving these issues, the Supreme Court held —

While the action fled by [EI souglic the rescission of what appears to be an
ordinary civil contract cognizable by a civil court, the fact is that the
Memorandum of Aprecment soughe to be rescinded is derived from a coal-
opcrating contract and is inexericably ded up with che righe o develop
coal-bearing lands and the detennination of whedher or not the reversion of
the coal operating contract over the subject coal blocks to [El would be in
line with che integrated national program for coal-development and with
the objective of rdonalizing the country’s over-all coal-supply-demand
balance, EFs couse of aerion wis nor imerely e resisstons of o conrract bur the
ferersion or renunr 10 00 of the operarion of the coal Mocks, Thas i was thar i des

743. 4d. ar q430.
744. 4d. at 428.
745. 4d. at 429,
7446, 4d. at 426-30.
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Decision erdering the rescission of the Agreement, the [f)al [cowrt, inter alia,
declared the contiimaed  efficacy of the cosl-opevaring conrrage (o ILDs favor aid
dirccted the BLELY ro give due course fo IEDs applicarion for three [ ] more coud
blocks, These are watters properly flling within the domain of thie BEL.747

Justice Melencio-Herrera thereupon decreed application of the doctrine
of primary judsdiction, thus —

[ recent years, it has been the jurisprudential trend to apply the doctrine of
primary jurisdiction in many cases involving matters that demand the
special competence of administrative agencies, It iy occur thar the Courr Jas
jurisdiceion ro rake coguizame of o particulur crse, whifele means thar the wuer
fnveolved iy fudiciel in o characrer. 1lowever, iF the case 15 such thar its
determination requires the expertise, specialized skills[,] and knowledge of
the proper administrative bodics because technical matters or intricate
questions of facts are involved, dhen relief must fisst be obtained in an
administrative procecding before a remedy will be supplied by the courts
cven though the mareer is within the proper jurisdiction of a court, This is
the doctrine of primary jurisdiction. 1t applics ‘where a claim is orfoimally
cogizable (o the courts, anid resolution of lssues avlich, under o regulatory seheine,
e been placed avithin the speciad comperence of an admindsiearive body, in such
eise the judicial process is suspended pending roferral of sueh fssues e the
adnsinistrative body for irs e, 740

The ruling in Indusiriad Enterprises, Ine. clearly delineates the doctrinal
area upon which the doctrine of prior resort operates — although the
controversy 15 essentially jusciciable and falls within the original jurisdiction
of the regulars courts, nonetheless, courts are without authority to preempt
rulings that impinge on matters that by law have been vested primarily
within the administrative or regulatory functions of an administrative agency.
[t seems therefore that the doctrine of pror resort covers macters which
under clear and specific mandate of the charter of the administrative agency
are within its specialized powers exercising purely administrative or
regulatory {as distinguished from quasi-judicial) powers.

As held in Industvial Enferprises, Ine.,

the docurine of primary jurisdiction [i.c.. doctrine of prior resort] fnds
applicarion in this case since the question of what coal arcas should be
cxploited and developed and which enticy should be granted coal operating
conrracts over said arcas involves a wehnical detenmination by the BELY as
cthe administrative agency in possession of the specialized expertise to act on
the muaccer. 74

Cortical for this Article 1s what then the Court observed —

747. . at 430 (cmphasis supplicd).
748, Induserial Eorerprises, Inc., 184 SCRA at 432,
749. d.
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The [tlrial [clourt docs not have the competence to decide matters
concerning  activities  relative  to the  exploration,  cxploitation,
development[,] and extraction of mincral resources like coal. These issucs
preclude an initial judicial determination. 1t behooves the courts to stand
aside cven when apparently  they have statutory power to proceed in
recognition of the primary jurisdiction of an administrative ageney.”

The Industvial Enrerprises, Tie. decision provided for the following
application and rationale for the doctrine of prior resort, thus —

The application of the doctrine ... docs not call for the dismissal of the case
below, 1t need oy be suspended oadl after the marcers within the
competence  of  the  [Jadministrative  agency]  are  dhireshed oot and
determined. Therelby, the principal purpese behind the doctrine ... is
salutacily served.

‘Uniformity and consistency in the repulation of business enrruseed o
an administrative ageney are sceured and the limited function of review
by the judiciacy are more rationally excrcised, by preliminary resort,
for ascertaining and inteepreting the circomstances underlying legal
issucs, to  agencies  that are bewer  cquipped  than courts by
specialization, by insight gained through expericuce, and by more
flexible procedure[ 7!

Therefore, the application of the doctrine of prior resort means that
courts of law have no business imposing in their decisions matters that fall
primarily within the regulatory powers of adininistrative agencies whe have
the expertise on such matters and who are nmundated by their charters to
evolve the pelicies pertaining to such an area or industry.

In the 19y2 decision in Sunville Timber Products, Inc. v, Abad, 752 although
it was an exception to the application of the doctdne of exhaustion of
admiinistrative remedies that was invoked to allow the court proceedings to
continue (i.e., the question they are rising is purely legal; the application of
the doctrine will cause great and irreparable damage: and public interest is
involved),”* nonetheless, the doctrine of prior resort was applied by the
Suprene Court to dismiss the proceedings with the courts of law, thus —

There is no question dhae [the case] comes within the judsdiction of the
respondent court, Nevertheless, as the wrong alleged in the complaint was
supposcdly comumitted as a result of the unlawful logeing activitics of the
petitioner, it will be necessacy first 1o determine whether or not the
[Timber License Agreciment] and the forestry laws and regulations had
indeed been violated. To repeac for cmphasis, determinaton of chis
question s the primary responsibilicy of the Forest Management Burcau of

750 4.

7510 ac 432-33 (citing Far East Conference v, United States, 342 ULS. 70 (1952)).
752, Sunville Timber Products, lnc. v, Abad, 206 SCRA 482 (1942).

753 4. av 482 & 487-84.
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the DENIR. The application of the expertise of the administrative agency in
the resolution of the issue raised 15 a condition precedent for the eventual
cxaimination, it still necessary, of the saimne question by a court of justice, 754

Another aspect under which the dectrine of prior resort can be found in
the 1993 decision of Vidad v. R'TC of Negros Oriental, Br. 42,755 where former
Associate Justice Jose C. Vitug, as poneite, alluded to the application of the
doctrine of primary judsdiction {i.e.. doctrine of prior resort) to be equal to
the suspension of a civil case pending the resolution of a prejudicial question.
In Vidad, civil cases for prohibition, wwuidawiis, and recovery of damages,
were filed by public school teachers against the then-Department of
Education, Culeare, and Sports (DECS) to enjoin the administrative
proceedings taken against chem for illegal serike 7% The Court held —

The defendants’ motions to dismiss the complaines have likewise been
precipitately soughe, and we see no reversible erroc in the denial diecrcof by
the lower court, The various complaines filed by the public school teachers
allege bad faith on the pare of the DECS officials, [t cannot be pretended
this carly that the same could be impossible of proof. On the assumption
that che plaindifs are able to establish dheir allegatons of bad faith, a
judgment for damages can be warranted. Public officials are certainly not
immune from damages in their personal capacitics arising from acts done in
bad faith; in dhese and similar cases, the public officials may not be said to
have acted within the scope of their official authority, and no longer are
they protected by the mande of immuniry for official actions.

e was, nonctheless, inoppoctune for the lower court to issue the restraining
orders, The auchority of the DECS Regional Dirceror o issue the rerurm to
work memorandom, to initdate  the  adiministrative  charges[,] and o
constitute the investigating panel can hardly be dispoted. 757

In particular, idad ruled —

We see the court cases and dhe administrative muatters o be closcly
interrelated, if not, indeed, intetlinked. While oo projudicial question
strictly arises where one 15 a civil case and the other is an administrative
proceeding, in the interest of good order, it behooves the court to suspend
its action on the cascs before it pending the final outcome  of the
administrative proceedings, The doctrine of primary jurisdiction decs not
WArrae a court 1o arroate unro isell the authority to resolve a controversy
the jucisdiction over which is imitially lodged with an administrative body
of special competence. We see, in these petitions before us, no cogent
reason to deviate from the role, 759

754, 4d. at 488.

7ss. Vidad v. RTC of Negros Crdental, Br. 42, 227 SCRA 271 (1943).
756, 4d. av 273,

757 4d. at 275-76.

758, 4d. ac 2746,
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As noted from the foregoing discussions, unlike the doctrine of exclusive
administrative jurisdiction which raises the issue of whether the tibunal can
take cognizance of the conwoversy raised. the doctrine of prior resort does not
go into jurisdictional competence of the courts to initially rule on
adiministrative  issues arising from justiciable controversies nor into  the
completeness of causes of action: rather, it addresses itself to the sound
discretion of the trial judge to rule whether to refer technical matters to the
appropriate regulatory agencies involved to rule on certain aspects of the
issues raised that may be critical in allowing the court to properly rule on the
merits of the case before it

The De Leons give the following “reasons for doctrdne of primary
jurisdiction,” which in conformity with its aspect as promoted under the
doctrine of prior resort, thus: “[(1)] to take full advantage of administrative
expertness; and |(2)] to attain uniformity of application of regulatory laws
which can be secured only if detemmination of the issue is left to the
adiinistrative body.”7sv

The docteine of prior sesorr has been applied in the 2011 decision in Bugnay
. Agoubao, 7 which stemmed from a protest filed againse the free patent
application of a public land with the Regional Ofice of the DENR.™! It
eventually turmed oue chat che application covered an entirely different parcel
of land, and che free patent was granted to the protester, who, upon ocular
inspection. was the real occapant and tiller of the land.™? The ruling was
eventually affimned on appeal by the DENR.™ When the niatter was
brought to the Court of Appeals,

[tlhe [Coure of Appeals] affiemed the culing of the DENR Sceretary.
Applving the doctrine of primacy jurisdiction, the [appellate court] ruled
that since questions on the identity of a land require a technical
determination by the appropriate adiministracive body, the tindings of fact
of the DENR Repgional Oflice, as affirmed by the DENR Sccretacy. ace
cntitled to great respect, if not finalicy,. The pedtioner assails this ruling
before the Court. 7

During the pendency of the administrative proceedings, petitioner
joined in a petition for quieting of dtle and recover of possession pending
with the RTC, which provided for a reformed instrument that now propetly

750. HECTOR 8, DE LEON & HECTOR M. DE LEON, JR., ADMINISTRALTIVE LAW:
TEX LT AND CASES 375-76 (2013 ¢d.).

760. Bagunu v, Aggabao, 655 SCRA 413 (2011).

761, Id. at 417.

762, k.

763, 4.

764, 4d. at 418,
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covered the parcel of land covered in the administrative proceedings 73
When the DENR ruling camie out, the protester in the administrative
proceedings filed a motion with the RTC to suspend the proceedings or
adopt the findings of the DENR. 7 [n the meantime, the petitioner brought
another case with the RTC for the reformation of its deed of sale, for the
description therein to conform now to the area that is the subject matter of
the appeal .77

The issue before the Supreme Court was whether the DENR acted
without jurisdiction in making a final ruling on the ownership of the parcel
of land in question since the matter was pending resolution with the RTC,
which had original jurisdiction on reinvindicatory cases to rule on
ownership, and whe had better right to posses a parcel of land, thus —

The petitioner insists that under the law actons incapable of pecuniary
cstimation, to which a suit for reformation of contracts belong, and those
wvolving ownership of real property fll within the exclusive jurisdiction of
the [RTC). Since these actions are alecady pending before the RTC, the
DENIR Scerctacy overstepped his authoricty in excluding Lot 322 from the
petitioner’s free patent application and ordering the respondents to apply
for a free patent over dhe sanie Jor, 74

The Supreme Court held —

While these actions ordinarily fall within the exclusive jurdsdiction of the
RTC, the court’s jurisdiction to cesolve controversics involving ownership
of real property extends only to privare lands. 1n the present case, ncither
party has asserted  private ownership over Lot 3220 The respouadents
acknowledged dhe public character of Lot 322 by muaianly celying on the
administrative findings of dw DENR in their complaint-in-intervention,
instead of asserting their own private owncership of the property.

As the [Court of Appeals] correctly pointed out, the presene case stenumed
from the procese filed by the respondents against the petitioner’s free pateue
application. In resolving this protest, the DENR, through the Burcau of
Lands, had to resolve the issuc of idenriry of the lot claimed by both partics.
[Onn one hand, chis issue of identity of the land requires a technical
dercemination by the Burcau of Lands, as the administrative agency with
dircer control over the disposition and management of lands of the public
domain. The DENR, on the other hand, in the cxercise of its jurisdiction
o manage and dispose of public lands, mwost likewise determine  the
applicant’s cnritlenmene {or lack of i) to a free patent. ... Thus, it is the
DENIR which dewrmines the respective rights of rival daimants o

765, 4d. av 419,

700. Bagutin, 655 SCRA at 419-20.
767. 4.

768, 4d. av 424.
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alicnable and disposable public lands: courts have no jurisdiction to wmtrode
on matters properly falling within the powers of the DENR Scerctary and
the Dircctor of Lands, unless grave abuse of discretion exists.

After the DENR assumed jurisdiction over Lot 322, pussuant o it
mandate, the RTC must defer the exercise of its jurisdiction on related
issucs on the same matter properly within its jurisdiction, such as the
distinet cause of action for reformation of contracts involving the same
property. Note that the contracts refer to che same property, identificd as
‘Lot 322, — which the DENR Regional Office, DENR Scerctary[,] and
the [Court of Appeals] found o actually perrain to Lot 258, When an
administrative ageney or body is couferred quasi-judicial functions, all
controversics relating to the subjecr matter pertaining to its specialization
are decimed 1o be mcluded within its jurisdiction since the law docs not
sancrion a splic of jurisdiction|.]

Unider the doctrivee of peitary jurisdiveion, courts st vefiain fronr deteriining o
comtrorersy fmvedeing o guestion nfiely Js witlin the furisdiction of the adminiserative
tiibunal prior fo it vesolurion by the latter, twheve the question dewands the exerclse
of sound adurimiserative disererion vequiving the special kooledge, expericnee anid
sepvdees of the aduiistrarive pibuoal o detennine techivical and fvavicare warters of

fret —

[ recent years, it has been the jurisprudendal weend to apply [the doctrine
of primary jurisdiction] ro cases involving macers that demand the special
competence of administrative agencics, [lt may occur that the Court has
jurisdiction to take comizance of a particular case, which mecans thar the
marrer involved s also judicial in chacacter. Tlowever, if the case is such
that its  determination  requires  the  expertise,  specialized  skills and
knowledge of the proper adiministrative bodics because technical matrers or
incricate questions of faces are involved, then relief must ficse be obained in
an administrative proceeding before a remedy will be supplicd by the courts
cven though the matter 15 within the proper judsdiction of a court. This is
the doctrine of prinuary jurisdiction.] o applics ‘where a claim is originaily
cogizable i the cowirs, and comics inco play whenever coforcement of the
claim requires the resolution of dssues wefich, wnder @ reputarory schiese, e
been placed witltin the special coniperence of an adurinizstrarive body, fie suelr case the
judicial process 1 suspended peading seferval of sucl issues v the administrarive body
for its ven.”

The application of the doctrine of primary jursdiction, howcever, does not
call for the dismissal of the case below. [t need only be suspended undl after
the maccers within the competence of [the Lands Managemicnt Burcau] are
theeshed out and determined. Thereby, the principal purpose behind the
doctrine of primary juddsdiction is salucarily served.

The resolution of conflicting claims of ownership over real property is
within the regular courts” arca of competence and, concededly, this issue is
judicial in character. However, regular courts would have no power to
conclusively resolve this issuc of ownership given the public characrer of the
land, since under C.A. No. 141, in relation to Exceutive Order [(E.C3)]
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No. 192, the disposition and management of public lands fall within the
cxclusive jurisdiction of the Dircctor of Lands, subject to revicw by the
DENR Sceretary.

While the powers given to the DENR, thirough the Burcau of Lands, to
alicnate and  dispose of public land do not divest regular courts of
jurisdiction over pessessery actions instituted by occupants or applicants (to
protect their respective  possessions and  occupations), the respondents”
complaint-in-intervention does not simply raise the issuc of possession —
whether de jure or de frero — Lot likewise raised the issue of owncership as
basis to recover possession.  Particulady, e cospondenrs praved  for
declaraton of ownership of Lot 322, [ncluctably, the RTC would have o
defer irs ruling on the respondents’ reivimdicarery action pending  final
dercomination by the DENR, through the Lands Management Burcau, of
the respondents’ entitdement to a free patent, following the doctrine of

primacy jurisdiction. ™

Notice that the discussion on the application of the doctrine of pdor
resort is indistinguishable in its application with the doctrine of judicial non-
interference.

(1) Confusing the Docurine of Exhaustion with the Doctrine of Prior
Resont

The doctrine of exhaustion of administrative remedies is often confused with
the doctrine of pror resort, because of the “prior resort” language that the
Sapreme Court uses in many of its decisions applying the doctrine of
exhaustion.

To illustrate this point, we will use the 2004 decision in Estrada v. Court
of Appeals,77° which originated as a taxpayers’ injunction suit filed with the
RTC of (Mongape City against lessees of municipal whatt properties, the
Subic Mayor, and the Regional Director of DENR, grounded on the
allegation that the leased premises will be used to operate a “cement plant
[which] is a nuisance becavse it will cause pollution, endanger the health, life
and limb of the residents and deprive them of the full use and enjoyment of
their properties.”77! The respondents sought the dismissal of the suit on the
grounds that it stated no cause of action, that the RTC had no jurisdiction
over the subject matter thereof, and that there was failure to exhaust
administrative  remedies within the Executive department (although no
action was then pending with the DENR}).772

700 fd. at 424-30 (cophasis supplicd).

770. Estrada v. Court of Appeals, 442 SCRA 117 (2004).
77144 ac 119,

772 44 ac 120,
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With the issue before the Supreme Court being whether it was error for
the trial court to have refused to dismiss the case, it ruled thae the doctrine of
exhaustion of administrative remedies as the basis for dismissing the suic
before the RTC, but used “pror resort” language to support such ruling,
thus —

The principal issuc that needs o be resolved is whether or not the instant
case falls under the exceptional cases where prior cesoct to admimstrative
agencies need not be made before going to court.

We answer in the negative,

The doctrine of exhaustion of adiministrative remedics requires that resorr be
fivst uraide with tie administrative authrorivies in the resolution of a controversy
falling under their juddsdiction betore the same may be clevated to a court
of justice for revicw, 1 a remedy within the administeative machinery is still
available, with a procedure pucsuane o law for an administrative officer two
decide the controversy, a party should ficst exhavst such remedy before
going o court, A prematuce invocation of a court’s intervention cenders
the complaine without cause of action and dismissible on such ground.

The reason for this is that prior availiment of administrative cemedy entails
lesser expenses and provides for a specdicr disposition of controversics,
Comity and convenicnce alse impel coures of justice to shy away from a
dispuce untl the system of administracive redress las been completed and
complicd with,77?

The use of the “prior resort” language in Esrrada shows that the Supreme
Court has tended to contuse the doctrine of exiiastion of administrative reinedics
with the docteine of prior resort, and vet the doctrines are distince and apart.
The doctrine of exlraustion gaes into the petitioner’s cause of action and not
within the issue of the lack of judsdiction on the part of the wial court
whereas, the docrine of prior resorr does not go into either the issue of cause of
action of the petitioner nor of the jurisdiction of the tdal court {for it applies
when indeed both requisites are present), and merely should go into the
exercise of judicial discretion of whether the trial court determines it prudent
to seek the specialized knowledge of the administrative agency involved in
the administrative process concerned.

Indeed, Estrada goes into an issue of whether the tdal court could
assume proper jurisdiction over the case, based on the allegation that the
issue fell within the odginal quasi-judicial junsdiction of the DENR, thus —

The matter of determining  whether there is .. pollutdon of e
coviromneint that requires control, if not prohibition, of the operation of a
business  cstablishiment 15 essentially  addressed o the  Environmicatal
Management Burcau [ ] of the DENR which, by virtue of Scetion 16 of
[E.OY] No. 1o2, serics of 1987 has assumied the powers and functions of the

773 4d. ac 126-27 {emphasis supplicd).
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defunce National Pollution Control Commission created under [[RLA] No.
3031, Under said [E.C3 ], a Pollution Adjudication Board (PAB} under che
Office of the DENIX Scerctary now assumcs the powers and functions of
the National Pollution Control Conunission with respect to adjudication of
pollution cascs.

As a general rule, the adjudication of pollution cascs generally pertains to
the [PAB]. except in cases where the special law provides for another
forum, 774

The more appropriate doctrine to apply in Esfrada would have been the
doctrine of exclusive adminisirative jurisdiction, since the issue raised cherein
where within the orginal and exclusive judsdiction of the PAB of the
DENR.

The “prior resort” language of Estrada in defining the doctdne of
exhaustion of administrative remedies were again used by the Supreme
Court in its subsequent decision in Mosea! already discussed above, where the
Suprenie Court held that “[tlhe doctrine of exhaustion of administrative
remedies requires that resorr be first made to the adiministrative auchorities in
cases falling under their jurisdiction to allow them to carry out their
functions and discharge their responsibilities within the specialized areas of
their competence,” 775

The problem with applying such version of the doctrine of exhaustion is
the fact that in Moredd, “resort |was] fist made to the administrative
authorties, "7 before the Morcals filed the civil action. The bertter language
was to use the “failure to exhavse available administrative renmedies”™ within
the DENR and the Executive |d]epartment, or at least use the language of
the doctrine of judicial non-interference wich administrative proceedings.

It must be reiterated that the doctrine of prior resort operates outside of the
systent of judicial review, under the premise chat the administrative agency is
bereft of quasi-judicial powers and that the justiciable controversy falls
within the original and exclusive judsdiction of courts of law. Unlike the
application of the docrine of exhanstion of administrative remedies, which goes
into the cause of action of a petitioner or a complainant, the application of
the doctrine of prior vesort presumes that indeed the petitioner comes ta court
with a complete cause of action and thae the tdal court hearing the case has
assunied proper judsdiction over both the parties and the issues involved, but
that an issue of fact critical to deciding the case on the matter requires an
adininistrative agency to exercise its purely administrative powers.

774. 0d. at 131-32 (citing Laguna Lake Developmene Authority v. Court of Appeals
231 SCRA 202 (1594)).

775, Moreal, 470 SCRA at s12.

770, 4.
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(1) Comparison of the Doctrine of Prior Reesort with the Other Species
of the Doctrine of Primary Jurisdiction

Unlike the docteine of exelusive aduministrative jurisdiction which goes into the
heart of the issue of proper jurdsdiction ar first instance, the doctrine of prior reson
merely involves the issue of judical propricty — of whether it would be
appropriate for the trial court in ruling upon the issues brought before it, o
include in the merits of the case a resolution of administrative matters that
are not within its competence and which under the existing legislative set-up
are ta be decided instead by an administrative body in the exercise of its
administrative powers,

Where the doctiine of exclusive administrative jurisdietion operates onlv in
relation to the exercise by administrative agencies of their gquasi-judicial
functions, the docrrine of prior resort operates only within the exercise by the
adminiserative agencies of ctheir regulatory powers777 Where the proper
invocation of the doctrine of excdusive administrarive jurisdiciion or the doctrine of
judiciad interference would brng abouat che disinissal of the action pending
before a court of law, which is deemed bereft of original jurisdiction to hear
that particular justiciable controversy or bereft of the power of judicial
review in the particular case; proper invocation of the docrefie of prior resort
does not bring about any dismissal of che petition — since chere is a
complete cause of action, only that suspension of the proceedings is proper
so that reference of technical matters to the appropriate administrative body
may be had for the proper guidance of the trial court in the formulation of
its final decision on the merts of the case.

Consequently, the refusal of the wial court to apply the doctrne of prior
resort may be deemed to be an “abuse of discretion amounting to lack of
jurdsdiction” and is correctible only by way of petition for certiorar. 77"

In essence, the doctrine of prior resort requires of the regular courts, in the
exercise of their andisputed jurisdiction over a controversy, to take “a
posture  of Cjudicial restmint’ in the fact of adimninistrative  agency
competence,”" 7 which is essentially addressed to the sound discretion of the
courts, and the failure to apply it cannot work to deprive the trial court of
jursdiction over the controversy and would not render its decision or
determination void.

Finally, the applicacion of the docreine of prior resort vields to the same
exceptions as those applicable to the doctrine of exlraustion of administrarive
remedy, and would not apply in areas where the judges of regular courts are
deented to possess capability to decide on the issues given and do not require

777. Stmetet Conpnatsrications, fne, 208 SCIRA at 678,
778, RULES OF CIVIL PROCEDURE, rule 65, § 1.
779. AQUINQ, siprd note 641,
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the competency or expertise of the administrative agency which has been
granted control and supervision on the macter.

C. Proffered Reselutions of e Jurisdictional Conflicts in Corporare antd Sccurities
Cuases

The Authors will now proceed to determine how the various applications of
the doctdne of primary judsdiction may be applicable to corporate cases
being tded by RTC Special Commercial Courts under Section 5 of P.D.
No. goz-A. as well as securities cases under the SR.C.

1. Evelution of the SEC’s Nature as an Administrative Agency

Prior to the enactnient of the SRC. the Supreme Court in Abejo v, De I
Criz, ™ provided a vivid illuseration of the full range of regulatory,
investigatory, quasi-legislative, and quasi-judicial powers vested with the
SEC, along with the various schemes applying the doctrine of primary
jurisdiction.

In that 1984 decision, the Abejos requested the corporate secretary of the
Pocket Bell Philippines, Inc. to register and transfer to their names a total
196,000 shares in the corporation’s STB, to cancel the surrendered
certificates of stock, and to issue the corresponding new certificares of stock
in their names. ™' The corporate secretary, the son of the emstwhile majoricy
stockholders. the Bragas, refused to comply with the request on the assertion
that the Bragas had pre-emptive rights over the Abejo shares and chat
Virginia Braga never transferred her 63,000 shares but had lost the stock
certificates representing those shares. 72

O one hand, the Abejos brought suit with the SEC, one for wandwiins,
to compel the corporate secretary to comply with his “ministerial duty” to
register the shares in the names of the Abejos and issue new certificates in
their names; and one for injunction, to enjoin the Bragas fron: dishursing or
disposing funds and assets of Pocket Bell and from performing such other
acts pertaining to the functions of corporate officers.?3

On the other hand, the Bragas brought a suit with the RTC seeking the
annulinent of sale of the disputed shares made by the Bragas to the Abejos, 74
Eventually, an odginal petition for certforari was filed with the Supreme

780. Abgjo v, De la Cruz, 149 SCRA 654 (1087).
781 4. at 657,

782, k.

783, 4. auH57-50.

784, 4d. at 656-60.
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Court to determine which tribunal had proper jurisdiction over the issues
raised between the parties 7S

Pursuant to the provisions of Sectlon 5 of P.[D). No. go2-A, the ponenciu
of former Chief Justice Claudio Techankee, St. applied the principles behind
the doctrine of exclusive administrative jurisdiciion when ic held that —

1. The SEC ruling upholding its primary and excdusive jurisdiction over
the dispute is corrccty premised on, and fully supported by, the applicable
provisions of P.[2, No. go2-A which rcorganized the SEC with additional
powers ‘in line wich the governument's policy of cncouraging invesunents,
both domestic and forcign, and more active public participation in che
affairs of private corporations and caterprises through which desicable
activitics may be pucsued for the promotion of cconomic developent,
and, o promote a wider and more meaningtul cquitable discribucion of
wealth[.]

2. Basically and indubitably, the dispute at bar, as held by the SEC, is an
wntracorporate dispure thar has adsen between and among the prncipal
stockholders of the corporation Pocker Bell due to the cefusal of the
corporate  seerctary, backed up by his parents as costwhile  majoricy
sharcholders, to perforni his ‘ministerial duty’ to record the transfers of the
corporation’s controlling {$6%) shares of stock, covered by duly endorsed
certificaces of stock, in favor of Telectronics as the purchaser thercof,

The claims of the Bragas, which they assert in their complaine in the
[RTC), prayving for rescission and annulment of che sale made by the
Abcjos in favor of Telectronics on the ground that they had an alleged
pertfected  pre-cmptive  dght over the Abgjos’ shares as well as for
annulment of sale to Telectronics of Virginia Braga's shares covered by
street certificates duly endorsed by her in blaok, may in oo way deprive the
SEC of its prmary and exclusive jurisdiction to grane or not the wric of
[#utedumus] ordering the registration of che shaces so transferred. The
Bragas® contention that the question of ordering the recording of the
transfers ultimacely hinges on che question of ownership or right thereto
over the shares notwithstanding, the judsdiction over the dispute is cleatly
vested in the SCC.7M

The Abefo decision also applied the principles of the docrrine of fudicial
non-iterference when it ruled that

[sJuch a dispute and case cleady fall within the original and excusive
jurisdiction of the SEC w decide, under Scction 5 of P.D. No. go2-A,
above-quoted, The restraining order issued by che [RTC] restrainiong
Telectronics agenes and  representatives from enforcing their resolution

785, 4d. au 660-61T.
786, Abcje, 149 SCRA at 662-64.
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constituting themselves as the new set of officers of Pocket Bell and from
assuming control of the corporation and discharging their functions patently
cncroached upon the SECTs exclusive jurisdiction over such specialized
corporate controversies calling for its special competence. As stressed by the
Solicitor General on behalf of the SEC, the Court has licld that ‘Nowhere
dous the law [P.D. No. goz-A] empower any Court of First [nstance [(now
RTCY to interfere with the orders of the Comumission,” and consequently
fany ruling by the tial court on the issuc of ownership of the shares of
stock is not binding on the [SECT for want of jurisdiction, ™7

The Abefo decision also incorporated inte corporate law judsprudence
the application of the doctine of primary jurisdiction first invoked in
Pambufan Sur Unired Mine Workers, thus —

6. In the [1gsos]. the Court taking comizance of the move to vest
jurisdiction in administrative commissions and boards the power to resolve
spectalized  disputes in the ficld of labor (a5 in corporations, public
cransportation],] and public udlitics) ruled thar Congress in requiting the
[ndustrial Court’s itervention in the resolution of labor-management
controversics likely to cause strikes or lockours meant such jurisdiction two
be excusive, although it did not so expressly state in the law, The Court
held that under che

‘sense-making and expeditions doctrine of primary jucisdiction ... the
courts cannot or will not determine a controversy involving a question
which is within the judsdiction of an administracive tribunal, where
the question demands the exercise of sound administrative discretion
requitiiyg the speaial knowdedge, expericnee, and services of the adiministrative
tribunial fo dererine rechinical and ineicare maerers of fuct, and o aniforadty of
rafing ix cssenrial o comply nith the purposes of dhe reandatory sranute
adininistered.

[ this cra of dogred court dockers, the need for specialized administrative
boards or conunissions with the special konowledge, cxpedence and
capability to hear and detcomine prompdy disputes on rechnical marcers or
esscntially facrual matters, sulyject to judicial review in case of grave abuse
of discretion, has become well nigh indispensable. Thus, in 1984, the Court
noted that ‘between the power lodged in an adminiscrative body and a
court, the uvnmistakable tend has been to refer it o the former.
‘Tncreasingly, this Court has been conunitted o the view thao voless che
law speaks clearly and uncquivocably, the choice should fall on [an
administrative agency.]” 7

What is quite telling in the Abejo decision was Chief Justice Techankee’s
tormal invocation of the SEC's quasi-legislative power under the
Corporation Caode, as well as the “absolute jurisdiction, supervision[,] and

787, d. ac 664-65.
788, L. av 66g-70 (citing Paubufan Sur Uiired Mine Workers, g4 Phil. at o41).
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conerol” language of Section 3 of P.D. Neo. goz2-A to further bolster the
SEC's primary jurisdiction over intra-corporate disputes, thus —

7. Thus, the Corporation Code {B.P. 178) cnacted on [1 May] 1980
specifically vests the SEC with the [rule-making] power in the discharge of
its task of implementing the provisions of the Code and particulady charres
it with the duty of preventing fraod and abuses on the part of controlling
stackholders, dircctors[,] and officers. as follows:

The dispute between the contending pactics for conteol of the corporation
manifesdy falls wichin the primary and exclusive jurisdiction of the SEC in
whom the law has ceserved such jurisdiction as an administrative agency of
spectal comperence o deal promptly and cxpeditiously therewith,

As the Court stressed in Urddonr Glass & Conrainer Corploration], “Lhis granr of
jurisdiceion fin Seerion 5§ st be vlewed in the Holit of the narare and functions of
the SEC under the Tnw, Sectfon 3 of [P.I).] No. goz-A confers upon the futrer
“hsolute Jurisdicion, supervision, and conrvol over oll corporations, partnerships or
dssociarions, who are grantees of prinsary franelise and for license or peanit fssued by
the povernietit ro operdte in the Piilippines[]" The priveipal favetion of the SEC
is the suprensision amd coutrod over corporarions, partierships[)] and associutions with
the cond @i wiens thar investasenr in these earitics way be encouraged and prorecred,
and their activities parsed for the promorion of cconomic developtient.

s i aid of i office thar the adjsdicarive power of the SEC muse be exerdsed.
Thus the L expliciely specificd and delitiited drs jurisdiction o mairers Tnerinsieatly
cosprected ek the vegularion of corporations, pavrnerships|)] and assocarions aud
those  dealivg avith the inrermad affaive of sucli corporations, partierships[,] or

associations.” Y

The disquisitions in Abeje and the companion cases that it cited and
discussed, show that based on the history and peculiar language of P.D. No.
002-A, all martters pertaining to corporations, partnerships and associations
are placed under “exclusionary parameters” within both the regulatory and
adjadicative powers of the SEC. Since only the original and exclusive
jurdsdiction over corporate cases under Section $ thereof have been formally
transferred to the RTC Special Commiercial Courts, then the renmaining
doctrine established in Afejo on the remaining “absolute jurisdiction,
supervision[,] and conerol” over private corporations remain with the SEC.

2. Criminal Proceedings versus SEC Investigatory Powers

COne of the areas that has demonstrated a metamorphosis in how the
Supreme Court has applied the varicus aspects of the doerriie of primary
jurisdiction in corporate and securities laws, is the effect of the passage of the

786 fd. ac 670-71 (ciphasis supplicd).
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SR.C on the application of the SEC’s crminal investigatory powers vis-a-vis
civil and criminal proceedings that fall wichin the jurisdictions of the RTCs.

a. From Sauvedra, Jr. to Fabia

We begin our review by comparing the pre-SRC Sauredra, fr. decision wich
the post-SRC twin Fabiu decisions.

In Sauvedia, Jr. v. Departient of Justice,79° the petitioners filed with the
regular courts an action for damages over disputed stock sale agreenent, and
thereafter, the respondents filed a separate case with the SEC praving for the
rescission of the sale agreement for petitioners’ failure to comply with his
coneractual undertakings. ™' Speaking through former Associate Justice Josue
N. Bellosillo, quoting Sauvedra, Jr. v. Securities wind Exchange Conission, 72
the Sapreme Court held that since

the dispute at bar is an intra-corporate dispute that has arisen between and
amouny the principal stockholders of the corporation duc to the refusal of
the defendants (now petitioners) o fully comply with whae has been
covenated by the partics ... [then] [plussvane o [P.D.] No, go2-A, ...
pacticularly Sceton s (b} thereof, the prmary and exclusive jurisdiction
over the present case propetly belongs to the SEC, ™1

The first Sauredra, Jr. decision applied the doctrine of excusive aduifnisirative
jurisdiction to resolve the issue of which tribunal had ordginal and exclusive
judsdiction over the controversy, and it was found chat the SEC, under
Section 5 (b) of P.ID. No. goz-A, had original and exclusive jurisdiction, to
the exclusion of the regular wial courts, to decide on issues governing
ownership and rescission over shares of stock.

[t was during the pendency of the SEC proceedings in the first Saavedra,
Jr. case, that a criminal case for pegury against the petitioner was filed with
the provincial prosecutor alleging that peditioner perjured himself when he
declared in the venfication of the coniplaint filed with the regular courts that
he was the President of the compuany. 74

The Supremie Court also applied the doerrine of exchisive administrative
jurisdiction to rule that the provincial prosecutor was without authority to
determine probable cause when the issues of ownership and rescission over
the disputed shares of stock were still being detenmnined by the SEC, thus —

7o0. Saavedra, Jr. v, Departmene of Justice, 220 SCRA 438 (1993) [hercinafier
Saaredra, Jrov. DO

701, 4. at 440.

7o2. Saavedra, Jr. v, Sccuritics and Exchange Commission, 159 SCRA $7 (1988)
[hereinatter Sadiedia, Jri SEC).

703, Saarcdia, Jrovs DO 226 SCRA at 442 (Sauredra, fro v, SEC, 159 SCRA at 60).

7. dd. ac q41.
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Under the doctrine of primary jurisdiction, courts cammot and will not
determine a controversy  involving a  question  which is within  the
jurisdiction of an administrative tribunal having been so placed within irs
special competence under a regulatory scheme. In such instances the
judicial process is suspended pending reterral to the admunistrative body for
its vicw on the matter in dispute.

Comscquenty, it the courts cannot cesolve a question which is within the
legal competence of an administrative body pdor to the resoludon of that
question by dhe administrative  wibunal, especially where the question
demands the exercise of sound administrative  discretion requiting e
special knowledge, experience[,] and services of the administrative agency
to ascertain technical and intricate macers of fact, and a uniformicy of
ruling is ¢ssendal o comply with che purposes of the regulatory statute
administered, mueh fess o the Provineial Proscouror arrogdre 1o hineself the
jurisdiceion vested sofely witlh the SEC.

Considering chat it was definicely seoded in Saavedia, Jr. v. SEC that the
issucs of ownership and automatic rescission are intra-cocporate in nature,
cthen the Provincial Prosceutor, clearly, has no authority whatsocver 1o rule
o the same, In fact i we were o uphold the validity of the DOJ
Resolutions brought before us, as respondents suggest, we would be
sanctioning a flagrane usurpation or preemption of dac primary  and
exclusive jurisdiction which SEC already cnjoys. ™3

As can be gleaned from the aforequoted portions of the second Suavedia,
Jr. decision, the Supreme Court applied the doctrine of judicial non-
interference or the doctrine of prior resort, almost in the context of a
prejudicial question, i.e., the prosecutorial arm of the government in a
criminal proceeding would have no authority to decide upon probable cause
which would require making a finding on corporate matters that were
within the pdmary and original jurisdiction of the SEC to decide. It should
be noted that the second Swavedra, Jr. applied the doctrine of prmary
jursdiction in an area that does not fall wichin the exercise by the SEC of its
quasi-judicial jurdsdiction under Section 5 of P.D. No. goz-A, for the
Supreme Court has already raled in Presidential Anvi-Dolfar Sulring Task Force,
that the area of prosecution is not serictly a quasi-judicial function, thus —

The Court sees nothing in the atorequoted provisions ... that will reveal a
legislative  intendmene o confer it with  quasi—judicial  responsibilitics
relative to offcnses punished by [P.I2] No. 1883, [s undertaking, as we
said, is simply, to determine whether or not probable cavse oxists 1o
wartant the filing of charges with the proper court, meaning tw say, to
conduct an inguiry preliminary o a judicial recourse, and to reconuncnd
action ‘of appropriate authoritics[.]” 1t is not unlike a fiscal’s office that
conducts a preliminary investigation o dewermine whether or noc peisia fucie

705, fd. ac 442-43 (cophasis supplicd).
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evidenee exists to justify haling the respondent to court, and yet, while it
makes that determination, it cannot be said to be acting as a quasi-court,
For it is the courts, ultimately, that pass judgment on the accused, not the
fiscal 74"

With the Subsection 5.2 of the SRC transferring the corporate cases
under Section 5 of P.D. No. goz-A to the RTC Special Commercial
Courts, the Fabiu decisions cane out, both penned by Justice Bellosillo, and
both recognizing the applicability of the doctrine of primary jursdiction
only when the SEC had primary and exclusive jurisdiction over the
corporate cases governed by Section 5 of P.D. No. goz-A.

In the 2001 case of Fabiv v. Courr of Appeals,”™7 the fonmer President,
director, and stockholder of the company, was charged before the regular
courts with the crime of estafa for failure to make proper accounting of his
advances from the the Maridme Trining Center of che Philippines
{(MTCP).7" The accused sought to dismiss the cminal proceedings with the
trial court on the ground that the real issues involved intra-corporate disputes
which fell within the ecdginal and exclusive jurisdiction of the SEC. 7
Remarkably, in his posendia, Justice Belosillo sustained the application of che
docrine of primary judsdiction, on the premise that a criminal proceeding
for estafa was to an intra-corporate dispute proceeding, thus —

Indeed, the charge against petitioner is for cstafa, an offense punishable
under [tlhe [RPC), and prosceution for the offense is presenty before the
regular courts. [However ... juddsdiction is determined nor from the law
upon which the cause of action is based, nor the type of procecdings
inmtiated, bot rather, it s gleaned from the allegatons stated in the
complaint. 1t is evidene from che complaine thac the aces charged are in the
nature of an intra-cocporate dispute as they involve fraud commiwed by
victue of the office assumed by peddooner as President, Director, and
stockholder in MTCP, and conuniwed against the MTCP corporation.
This suthicicady removes the action from che jurisdiction of dhe repular
courts, and transposcs it into an intra-corporate controversy within the
jurisdiction of the SEC. The fact that a complaine for cstafa, a felony
punishable under the RPC, has been filed against peticioner does not
negate and nullify the intm-corporate natuce of the cause of action, nor
doces it transform the controversy from intra-corporate to a criminal one, 3¢

A close reading of the aforequoted portion of the Fabiu decision would

indicate that Justice Bellosillo was invoking the docmine  of exdusive
adwinistrative jurisdicrion by using language to that effect —

7o0. Presidenitial Ami-Doflar Salting “Liask Foree, 171 SCIRA ar 363.
707. Fabia v, Court of Appeals, 363 SCRA 427 (2001).

708, Id. at 429.

704, 4d. ac 430,

Boo. fd. at 433.
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Fowever, .. jurisdiction is determined not from the law upon which the
cause of action is based, nor the type of proceedings initiaced, but rather, it
is gleaned from the allegations stated in the complaine. 1t is evident from
the complaing that the aces charged are in the nature of an intra-corporate
dispute as they involve fraod conumitted by virtue of the office assumed by
petitioner  as President,  Director, and  stockholder in MTCP, and
committed against the MTCP corporation. ™!

In truth, however, what was being applied by the Court was the docrifne
of fudicial non-interference in the sense that although the crimiinal case of estafa
properly fell within the crminal jurisdiction of the regular courts,
nonetheless, there were prejudicial questions that had to be resolved that fell
within the pdmary and original judsdiction of the SEC under Section 5 (b)
of P.D. No. goz-A, which at the time for the Fabio decision fell within the
original and exclusive jurisdiction of the RTC Special Conmumercial Courts,
thus —

The doctrine of primary jurisdiction cxhorts us to refer the instant case o
the SEC for its resoludon of the macter in dispute. However, it should be
noted thac .. [t]he [SRCIL has amcnded [P.D.] go2-A, and wansferred the
jurisdiction of the SEC over intra-corporate cases to the courts of gencral
jurisdiction or the appropriate [RTCs]. To transter the prosent case to the
SEC would only resule in a circuitous administracion of justice, Thus, the
[RTC] of Manila should dismiss [the criminal case] without prcjudice w
the filing of the proper action which shall then be afiled off o the
appropriate branch of the court pursuant to A M. No. 00-11-03-5C. 02

Evencvally, MTCP filed o mation for clarification of the firse Fabia
decision on the ground that it had the effect of dismissing the criminal case
against  the  accused  President and  compelling  the  filing of an
admiinistrative/civil action with the RTC Special Commercial Courts, thus,
in the 2002 decision of Fabian v. Cowrr of Appeals™od —

MTCP stresses thae [the crimunal case] remaing o be a criminal proceeding
and may not be converted into an administrative action. It reasons thae the
substance of the assailed Decision of the Court of Appceals that there is
probable cause o indict peritioner for the crime of cstafy was after all not
reversed by the Decision of this Court of 20 August 2001 as ouly the
proceduoral aspect was modificd. 94

In his comment in the second Fabie decision, the petitioner-accused
Hemani N. Fabia invoked the ruling in Sawredra, Jr. to sustain the dismissal
of the cominal case against hinm, chus —

Bor. fd.

Boz. Id.

803. Fabia v. Court of Appeals, 388 SCRA 574 (2002).
Bod. Il at s70.



850 ATENEO LAW JOURNAL [VOL. 60:652

[Fabia] concedes that che dismissal of the criminal action is without
prejudice to the filing of an intra-corporate/civil case for violation of [P.D.
No.] go2-A as amended by [the SRC] betore the RTC which currendy
exercises jurisdiction  over  corporate matters,  However, invoking  the
doctrine of primary jurisdiction, petitioner reasons that his corporate/civil
prosccution must first be resolved before the criminal action could be filed.
Citing [Saaredre, fr.]. petitioner argues that under the doctrine of primary
jurisdiction the public prosccutor in the instant case has no authority to rule
i a preliminacy investigation on a criminal charge arising from an intra-
corporate dispute absent prior resolution of the SEC on the marer,
Petitioner notes thao [Saaredie, fr.] docs not deprive the public prosceutors
of their jurisdiction to detenminge the propricty of fling criminal cases, bue
niceely calls for a deforment of the excrcise of such croiminal jurisdiction
pending prior determination by che pertinene administrative agencey of the
issues invelved in the case. Petitioner coutends that a vicolation of the
doctrine of primacy jurisdiction is judsdictional in nature and is not
rendered moot by [the SR8

Subsequently in the second Fabiu decision {which effectively overhauled
the first Fabiu decision), the proposition was put forth clearly —

Reespondenr further cdaumns thae [the SRC] rendered the docrine of primary
jurisdiction moot and academic since the ratonale behind the prior eeferral
of intra-corporate  controversics o the then SEC before the public
prosecutor could act on them for purposes of cruminal prosccution, [i.c.,] to
implore  the  special  knowledge,  cxperience[,] and  services of  the
administrative agency o ascertain wehnical and intricate matcers, we lougeer
stands sinee the newly enacted Lae vecognizes thar the seonlar courts note fuve the
fegal conperentce ro decide inra-corporate dispures, 300

Justice Bellosillo, knowing fully well the central role of the doctrine of
primary jurisdiction in the Sauredra, Jr. decisions and after reiterating a clear
discussion of the sanie doctrine in the second Fabiv decision, held —

Fowever, as correctly obscrved by respondent MTCP, the rationale behind
the prior referral of intra-corporate controversics to the SCEC before the
public prosceutor could act on them for purposes of criminal prosccution
loses significance since the newly conacted law recognizes thae che specially
desigmated RTC branches now have che legal comperence o decide intra-
corporate disputes.?o?

Instead, what Justice Bellosillo did in his pencneia in the second Fabia
decision was to sustain the proper jurisdiction of regular courts to proceed
independently with estafa and other fraudulent criminal proceedings against
corporate officers, that is by invoking the power of the SEC, to conduct
special investigation on frandulent practices, thus —

Bos. . ar s77.
8o, Id. at $78 (cmphasis supplicd).
Bo7. dd. at 585,
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The criminal case for estafa currenty pending betore the RTC can then
mdependenty and simultancously proceed with a civil/intra-corporate case
to be filed with the [RTC Special Conunercial Courts] vested with special
jurisdiction pursuant to [the SRC). ... Howerer, while [Section] 5 of [P.12.]
No. poz-A was aended by [Sccrion] 5.2 of [the SRC), there is mo repead of
[Seceion] 6 theveof declariing thare prosecationn under the Decree, o any Aer, Lap,
rides[[] and reeularions enforced and adwinistered by the SEC shall be nithour
prejudice to any ability for vioketion of aiy provision of the [RPC].

From the torcgoing, it could be concluded chat the Gaudulenr devices,
schemes[,] or representations which, originally, the PED of e SEC would
exclusively investigate and proscoute, are those in violaton of any law or
rules and reguladons adininistered and enforced by the SEC and shall be
without prejudice to any liability for violaton of any provision of the
[RPC]. Hence, if the fravdulent act is punished under the [RPC], like
cstafa under [Article] 3135, the responsible persen may be criminally
prosecuted betore the regular courts in addition to proceedings before the
branches of the RTC designated by chis Couct to wy and decide intra-
COLPOLALL CONLTOVCTSICS,

I light of the amendiment brought about by [the SRC), the doctrine of
primary jurisdiction no longer precludes the simultancous filing of the
criminal case with the corporate/civil case, Yo%

What becomes quite peculiar with the second Fobie decision was that
after an elaborate discussion of the doctrine of primary jurisdiction, Justice
Bellosillo decreed that it no longer was applicable in the field of corporate
litigation, thus —

[n cases involving specialized disputes, che practice has been o refer the
saime (o an administrative agency of special comperence in observance of
the docorine of pamary jurisdiction, The Couort has matiocinawd that it
cannor or will not determine a controversy involving a question which is
within the jurisdiction of the administrative oibunal prioc to the resolution
of that question by the administrative oribunal, where the question demands
the exercise of sound administrative  discretion  requiring  the  special
knowledge, experience[,] and services of the administrative oibunal o
determine technical and intricate matters of fact, and a uniformicy of ruling
15 ossendal o comply with the premises of the  regulatory  statute
administered. The objective of the doctrne of primary jurisdiction is o
guide a court in detenmining whether it should refrain from exercising its
jurisdiction undl after an administrative agency has deteomined  some
quastion or sonie aspect of some question adsing in the proceeding before
the court. Lo applics where claim is orignally cognizable in dw courts and
coimes into play whenever enforcement of the claim requires che resolution

Bo8. I, at $83-84 (cmphasis supplicd).
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of 1ssucs which., under a regulatory schieme, has been placed within the
special competence of an administrative body: in such case, the judicial
process is suspended pending referral of such issues to the administrative
body for its view.

Hotverer, as correetly observed by respotders MECP, the rationale belrivd tie prior
referval of intra-corpordre conrroressies o the SEC before the public prosecaror could
act ot them for purposes of crininal prosecurion foses sionificanice sinee the neady
etered lane recognizes thar the speciafly desionated R'EC branelres none have the
legal conuperence ro decide inrm-corporate dispures. o9

The aforequoted pronouncement in the second Fabia decision is
completely at odds with the Supreme Court’s holdings that only designated
RTC Special Commniercial Courts exercise the special corporate judsdiction
under Section 5 of P.D. No. goz-A, and that it is still the SEC that is vested
with regulatory powers 1o undertake a preliminary investigation over
corporate and securities fraud.

With due respece, it is the Authors” position that the error that may have
been commicted in the twin Fabie decisions was mistaking che doctrine of
primary jurisdiction to apply only in the concept of conflice of original
jurisdictions between the SEC and the RTCs (i.e., the doctrine of exclusive
adiministrative jurisdiction), and not recognizing applicability of the doctrine
of judicial non-interference with administrative processes.

Thus, in the first Fabia decision, it was wrong to apply the doctrine of
promary jurisdiction to compel that a crminal acton for estafa against a
company president musr be dismissed and compel the agerieved parties to
invoke the orginal and exclusive jursdiction of the SEC on intra-corporate
disputes under Section 5 (&) of P.D). No. goz-A, for the proper procedure
was to suspend the proceedings with che tdal court, and by invoking of the
doctrine of prior resorr, the issue of prejudicial question involved in the
corporate aspect of the intra-corporate dispute to be ruled upon by the SEC
in the exercise of its regulatory powers.

In the second Fabiu decision, it was wrong to have dismissed proper
application of the doctrine of primary jurisdiction and dilute the helding in
Suawedra, Jr., when in fact what was involved was not an issue of concurrent
jurisdiction but the application of the doctrine of judicial non-interference in
the sense that regular courts cannot proceed with a criminal case involving
officers or directors of a corporation for a crimme punished under the RPC,
unless pursuant to probable cause having been found by the SEC pursuant to
Section 6 of P.ID. No. goz-A and affirmied by Subsection 53.1 of the SRC.

Bog. I, at $85 (cmphasis supplicd).
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b, Criminial Prosccutioir for Securivies Fraud

The application of the doctrine of prmary jurnsdiction in securities law is
exemplified by three relatively contemporary decisions of the Supreme
Court.

In Buviera v, Paglinawan,© criminal complaints were filed against
corporate  officers directly with the DOJ for alleged violation of the
provisions of the SRC.8"" The DOJ dismissed the complaint for being
prematare, holding that under the provisions of the SRC, the initial
complaint should first be filed with the SEC which shall investigate the
existence of probable cause and if there such, would file che complaines with
the DOJA2 In affimning the action of dismissal of the DOYJ, the Supreme
Court invoked the application of the principles under the doctriiie of prinary
jurisdiction, thus —

The Court of Appeals held chae under the above provision, a criminal
complaint for violation of any law or rule administered by e SEC must
first be filed with che lateer, [f the [SEC) finds that there s probable cause,
chen i should refer the case to the DOL Since pettoner failed o comply
with the foregoing procedural requircimene, the DQOYJ did not grave abuse
its discredion in dismissing his complaine in 1.S. 2004-229.

A criminal charge for violation of the [SRC] is a specialized dispute,
Flence, it muost first be reforred to an administrative agency of special
competence, [Le.] the SEC. Under the decuine of primary jurisdiction.
courts will not determine a controversy involving a question within the
jurisdiction of the administrative tibonal, where the question demands the
cxercise  of sound  administrative  discretion  requiring the  specialized
knowledge and expertise of said  administracive  tibunal to  determine
technical and intricate matters of fact, The [SRC] is a special law, 1is
cnforcement is pacticularly vested in the SEC. Hence, all complaines for any
violadon of the code and its implementing rules and cegulations should be
filed with the SEC, Where the complaine is criminal in natore, the SCEC
shall indorse the complaint to the DO for preliminary investigation and
prosccution as provided in Section $3.1 carlier quoted.,

We thus agree with the Court of Appeals that petdoner conumitted a facal
procedural lapse when he filed his cominal complaint directly with the
DOJ. Verily, no grave abuse of discretion can be ascribed o the DOJ in
dismissing petitioner’s complaine.®'

The Buviera tuling was reiterated in Direrport Resources, where among
other things, the Supreme Court was to decide whether the criminal offenses

810. Bavicra v. Paglinawan, s15 SCRA 170 (2007).
Brr. &l ac 176,

812, 4. ac 179-80.

B13.4d. ac 182-83.
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commiitted by the corporate officers under the Revised Securities Act had
prescribed with the filing of the crminal complaint only 12 years after the
alleged commission thereof*'4 The Court, relying upon its ruling in Baviera,
held thar the filing of the complaint with the SEC which tdggered the
investigation of the charges was equivalent to a preliminary investigation that
had the effect of interrupting the prescrption period,*'s thus —

[Bawier] puts into perspective the natore of the investigation undertaken by
cthe SEC, which is a requisite before a criminal case may be referred o the
DO, The Court declared that dc is imperative that the criminal prosccution
be initared before the SEC, the administrative ageney with the special
competence.

[ndubitably, the prescription period is interrupted by conmunencing the
procecdings for the prosccution of the accused. In criminal cases, this is
accomplished by initiating the preliminary investigation., The prosccution
of offenscs punishable vader the Revised Sccuritics Act and dhe [SRCY is
initiated by che filing of a complaine with che SEC or by an investigation
conducted by the SEC moru proprio. OGuly atter a finding of probable causc
is made by che SEC can the DO instgate 2 preliminary investigation,
Thus, the investigation that was commenced by the SEC in 19035, soon
after it discovered the questionable acts of the respondents, cffectively
interrupted the proseripuon pedod. Given the narure and purpose of the
investigation conducted by the SEC, which is cquivalent to the preliminary
investigation conducted by the DOJ in crminal cases, such investigation
would surcly interrupt the prescription period.™'®

Bath Baviers and Imrerport Resonrces demmonstrate that even when the
tribunal, such as D], is vested by law with jurisdiction to conduct a legal
proceeding, and granting it has the competence to conduct such proceeding,
nevertheless, when it comes to special laws, which vest competence to
undertake preliminary matters, such as investigadon to detenmine the
existenice of probable cause, the aibunal should defer to the mandated
competence of the administrative agency; otherwise, such tribunal is deemed
to be acting in grave abuse of discretion even when it proceeds upon a
manier consisted with its jurisdiction. The non-adherence by a presiding
judge of a regular court of law of the doctrine of judicial non-interference or
the doctrine of pror resort, would consttute grave abuse of discretion,
amounting to lack of jurisdiction.

In contrast would be che ruling in Rosario v, Co,M7 where the issue to be
resolved was whether o criminal case involving the prosecation of corporate

B14. Intemport, 567 SCIRRA ar 409.

Brs.fd acg4r1.

BI6n Al at 415-16.

817. Rosario v. Co, 563 SCIRRA 239 (2008).
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officers who signed the company check under B.P. 22 or the Bouncing
Checks Law,»* should be suspended with the filing of a rehabilitation
proceeding with the SEC and the appointnient of a management conunitree,
which, under P.D. No. 9o2-A should have the effect of suspending all
“claims™ againse the company, and which prevented the making good of the
checks upon which the crininal complaine was filed. ™ Aside from ruling
that the stay order effect under P.D. No. 9o2-A could not cover crimminal
cases, which did not constitute “clainis” under said decree, the Supreme
Court held that the doctine of prdmary jurisdiction could not work to
dislodge a court of law fron the exercise of its judicial powers, thus —

[t must be cmphasized ac this poine thae as far as the criminal aspece of the
case is concerned, the provisions of [Scction] 6 () of P.D. No. yoz-A
should net interfere with the prosccution of a case for vielation of B.P. 22,
cven i restitution, reparation[,] or indemmification could be ordered,
because an absuedity would resule, 1., one who has engaged in criminal
conduct could cscape punishinent by the mere filing of a petition for
relabilitation by the corporation of which he is an officer. Ar any rare,
should the court deem ic fit to award indemnification. such award would
not fall under the category of a claim under [Section] 6 (¢} of P.ID. No.
go2-A, cousidering that it s alrcady one for monctary or pecuniacy
comsideration. Only o this excent can the order of suspension be
considered obligatory vpon any court, tribunal, branchi,] or body where
there are pending acrdons for claimis against che distressed corporation.

The trend is towards vesting administrative bodies like the SEC with the
power to adjudicate macrers coming under their pardculac specialization, w
cisure a more knowledgeable solution of the problems sulsmitted to them.
This would also relicve the regular courts of a substantial number of cases
that would atherwise swell their alrcady clogeed dockets. But as expedicnt
as this policy may be, it should not deprive the courts of justice of their
power to decide criminal cases. Otherwise, the creeping take-over by the
administrative agencies of the judicial power vested in the courts would
render the judiciary victvally impotent in the discharge of the ducics
assimed to it by the Constitution, ¢

3. Intra-Corporate Disputes vis-d-vis the SEC's Regulatory Adjudicative
Functions

The Authors now proceed to determine the proper application of the
various aspects of the doctrine of pomary jurdsdiction in corporate cases

under Section 5 of P.ID. No. goz-A under the original and exclusive

818. An Act Penalizing the Making or Drawing and Issuance of a Check Without
Sufficient Funds or Credit and for Ocher Purposes [Bouncing Checks Law],
Batas Pambansa Bilang 22 (1979).

814, Rosarie, 563 SCIRRA ar 246.

820, Al at 252-53.



856 ATENEO LAW JOURNAL [VOL. 60:652

judsdiction of the RTC Special Commercial Courts, or other justiciable
controversies within the general judsdiction of the regular RTCs, in relation
to the SEC's affimied primary jursdiction to exercise its regulatory powers
under Sections 3 and 6 of P.[}. No. goz-A, those in the Corporation Code,
and those affirmed in the SRC.

d. Questioning the Proper Registrarion of « Corporation

A post-SRC example of che applicabilicy of the doctrine of prior resort in
corporate law, is the 2002 decision in G & S Trausport Corporation v, Court of
Appeals,® where an action was filed with the regular courts to rescind the
bidding process conducted by the Manila International Airport Aathority for
coupon taxi services at the Ninoy Aquino International Airport, alleging that
the winning bidder falsified its articles of incorporation with the SEC.*2? In
his poneircia, Justice Bellosillo, alluding to the doctrine of privieary jurisdiction but
using docrrine of exfraustion of adwiinistrative remedies language, ruled chat the
court action “is premature and consequently fails to state a cause of
action, ™3 thus —

[t goes without saying that the action [ ] is premature and conscquently fails
to state a cause of action, The allegations of the complaine therein focused
on the irregularity in the process of obtaining corporate personality, chat is,
the alleged falsification of the [Articles of [ncorporation] of 2000 [Transport
Corporation], and  the misdeed in sccurng a certificate of  public
convenicncee for operating taxi services when 2000 [Transport Corporation)]
was allegedly a dununy corporation for two [ | Korcan nationals. Cleadly, in
the absence of any finding of icrcgularity from the appropdate goverunent
agencics tasked to deal with these concerns, which ac all the tmes relevane
to the cvil case would be che [SEC] [Scetion 6 (13, P.D. No. goz-A] and
the Land Transportation Franchising and Regulatory Board, courts must
defer to the presumption dae these agencics had performed cheir functions
regulady. The ultnuate facts upon which depends the complaine [ ] would
e marrers which fall within the techoical comperence of goverimene
agencics over which courts could not prematuccly rule upon and cucer
relicf as prayed for in the complaine].]*#4

The aforequoted portions of the G & S Transporr Corporation decision
applied the docrrine of judicial non-interforence on the aspect that hoelds that
regular courts of law are mandated to uphold in their decisions the acts,
orders, or decisions of administrative agencies in the perfomance of their
regulatory functions.

821.G & S Transport Corporation v. Court of Appeals, 382 SCIRA 262 (2002).
B2z Id. ag 264,

823, 4d. ac 281.

824, A



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 857

. Seeking the Rewedy of Revocation of the Reofstration of the Corporation fi.c.,
Revocation of Priviary Franchise)

The 2003 decision in Gale v, Eflice  Agro-Indusivial - Corporation ™33
demonstrates how the doctrdne of judicial non-interference has been invoked
by the Sapremie Court to prevent court of law from granting reliefs thar fall
within the junsdiction of the regular courts.

In the case, spouses Manuel and Alicia Gala had organized two family
corporations (Ellice and Margo) and distributed the shareholdings thereof
with their children as part of their estate planning, since the corporations
became registered owners of the spouses’ large parcels of land.*** Before
Manuel Gala’s death, he was able to distribute over a period his
shareholdings to the other members of che family. 27 Year later, rivalry over
the management of the company and the disposition and custody of
corporate properties resulted in a majorey group taking control of the Board
and Management and sought rescission of the disposition by Alicia Gala of
several properties of the fanily corporations.®®* Eventually, the majority
group filed with the SEC an intra-corporate case seeking from the Alicia
Gala group accounting of corporate affuis and inspection of company
records.®2? The Alicia Gala group in turn filed their own case with the SEC
against the najority group to nullify the election as directors and officers, and
the return of properties to the corporation allegedly held by the majorty
stockholders *¢ In a joint resolution of both cases, the SEC en baire ruled
essentially against the Alicia Gala group and directing them monetary
obligations to bath comorations for corporate properties which were
disposed for their personal benefirs.*?!

Despite serdous allegations of corporate misdemeanor by the Alicia Gala
group in their appeal, the Court of Appeals affimned the decision of the
SEC.**2 In their petition for cerfforari for review, the Alicia Gala group
sought a ruling from the Supreine Court to effectively set aside the corporate
personalities of the two family corporations to sustain the theory that the
corporate properties were actually conjugal properties of Manuel and Alicia
Gala 3

825. Gala v, Ellice Apro-Industrial Corporation, 418 SCRA 431 (2003).
B26. £l at 436,

B27. 0l ac436-37.

B28. Al ac 438-30.

B2y, &

B30, fd. at 4345-40.

B3, Gala, 418 SCIRA at 440.

B3z, 4d. at 435-36.

B33, 4d. ac 441.



858 ATENEO LAW JOURNAL [VOL. 60:652

In the ponencia of Justice Ynares-Santiago, she invoked under the aegis of
the SRC the doctrine of priveary jurisdiction in its various species-applications.

First, on petitioners” contention that the purposes for which Ellice and
Margo were organized should be declared illegal and contrary to public
policy. in that the spouses Gala merely used the corporations as tools to
circumvent land reform laws and to avoid estate taxes,** the Supreme Court
applied the principles the doctrine of judicial non-interference in the same
manner as it is applied under the doctrine of prior resort, when it held —

At the outser, the Court holds thar petitioners’ contentions impugning the
legality of the purposes for which Ellice and Margo were organized,
amount to collateral actacks which ace prohibited in dhis jurisdiction,

[n the case ar bar, a perusal of the Articles of lncorporation of Cllice and
Margo shows no sign of the allegedly illegal pucposes that petitioners are
complaining of. I is well to wore thar, i a corporation’s purpose, s stdreid in thie
Articles of Incorporation, is lawful, thea the SEC s no authority o fingaire
iwhether the corporarion has purposes other Hian those stated, and manduinus aidfl lie
o compel it 1o issue the certificare of incorporation,

Assuming there aas even o grain of el fo the petitioners” daims reeaiding the
legality of it ave alleged 1o be the corporarions’ tone purposes, we are stll preduded
frone granging thens relief. W cannor addvess lere thelr concerns regarding
eiveuntvention of fund veforns havs, for e docerine of prisary jurisdiceion precdades o
court frome diropating oo itself the aurfiority o resolve o comrroversy the jurisdicrion
over aetch gy inirially fodged aeieh e administiacive body of special comperence.
Sinee prinary jurisdiction over any violaton of Scction 13 of [IVA.] No.
3844 that may have been commirtred is vested in the [RDARAB], then it is
with said adminiscrative agency that the petitioners st firse plead cheir
casg M3

Second, on the petitioners’ contention that the corporations were
operated not in compliance with corporate formalities, the Sapreme Court
applied the doctrine of judicial non-interference in the same manner as it is
applied under the doctrine of exhaustion of administrative remnedies, when it

held —

The petitioners” allegation thac Cllice and Margo were run without any of
the typical corporate formalitics, even if oo, would not meric the grane of
any of the relief ser forth in theic prayer. We cannot disregard the corporate
entitics of Cllice and Margro on this ground. Ar wwost, suelr allegations, if

B34, il
83s. 4d. at 442-43 (cmphasis supplicd).

836 &d. at 443 (cmphasis supplicd}.
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In essentially ruling that courts of law, and even the Supreine Court
itself, cannot arrogate unto themselves the exercise of processes which are
essentially within the regulatory powers of the SEC, the decision cites
Section 144 of the Corporation Caode, Section 6 (i) of P.D. No. goz2-A, and
Sections 5 (d} and ({f} of the SRC. Cleatly, therefore, under the aegis of the
SRC, Gale acknowledges the continued application of the daoctrine of
judicial non-interference with respect to SEC’s purely regulatory powers.

. Registrarion and Mondroring of the Stock wird Transfor Book

The 2008 decision in  Provident  Diternutional  Resowrces  Corporation
demonstrates, albeic in oblique language, recognition by Supreme Court that
the SEC continues to retain a limited aspect of quasi-judicial powers under
the banner of administrative adjudicatory powers under Section 3 of P.D.
No. goz-A M7

In that case, the corporation Provident International Resources
Corporation (PIRC) was registered with the SEC by the Marcelo group, as
its incorporators, stockholders, and orginal directors.®® Subsequently, the
Asistio group came to the scene and alleged chat the Marcele group acted
merely as their nominees, and alleged before the SEC that

[t]he Marcelo group ... exceured a waiver of pre-cimptive righe, blank deeds
of assipment, and blank decds of traonsfer: endorsed in blank  their
respective stock  certificates over all of dhe oustanding  capital stock
registered in their names; and completed the blank deeds in 2002 to offect
transfers to the Asistio group,*™

The background facts in  Provident Internationad  Resonrces Corporation
indicate that in Aprl 1048, SEC’s Supervision and Monitoring Department
issued a show cause letter to PIRC for its supposed failure to register its
STB; that on o6 August 2002, SEC’s the Company Registration and
Monitoring  Departnient (CRMD}  issued 2 certification  stating  chat
verification made on the available records of PIRC showed failure to register
its STB; that on 07 August 200z, the Asistio group registered PIRC’s STB;
that subsequently, upon a formal request of PIRC's assistant corporate
secretary from the SEC, he was able to present the 197y-registered STB
bearing the SEC-stamp and the signature of the officer-in-charge of book
registration.

In October 200z, the Asistio group filed in the RTC a complaint against
the Marcelo group, seeking the trial court to enjoin the Marcelo group from

837. Providenr futeriarfonal Resources Corporarion, s34 SCRA at s42.
838, &l

B30, 4.

B40. fd. at $42-43.
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acting as directors of PIRC, from physically holding office ac PIRC’s office,
and from twking custody of PIRC's corporate records.®' Then, on 30
Qctober 200z, the SEC CRMD issued a letter recalling che certification it
had issued on 06 August 2002 and canceling the Asistio-registered STB.*+2 A
hearing was held by the SEC with both groups, and in February 2003, the
hearing officer ruled che authenticiey of the 1979 STB and affirming the
recall of the certification it issued for the Asistio-STB.* The Asistio group
appealed to the SEC Board of Commissioners claiming that the issue of
which of the two STBs are valid is intra—corporate in nature, and it was the
RTC, not the SEC, that had proper jurisdiction. ™+

In its assailed order, the SEC denied the appeal, ratiocinating that the
determination of which of the STBs are valid calls for regulatory, not
judicial, power and is therefore within its exclusive jurisdiction®s The
Asistio group elevated the case to the Court of Appeals, who reversed the
SEC ruling, holding that the issue is intra-coporate and thus subject to the
jurisdiction of the RTC: and which prompted the Marcelo group to bring
the muatter up to the Supreme Court on a petition for cerfiorar. 4%

In their petition, the Marcelo group contend that the issue was not an
intra-corporate dispute, but one that calls for the exercise of the SEC’s
regulatory power over corporations.®? Petitioners maintain that the recall
and cancelladon of the 200z-registered STB does not conflice with the
proceedings in the civil case so as to violate the sub judice rule *® The Asistio
group counter that in resolving the question of which of the two STBs are
valid, the issues of falsificacion by corporate officers of corporate records and
the acquisition of shares by the Asistio group, must first be settled — marters
which are inherently intra-corporate and that whether the 200z2-registered
STB should be recalled is a mere consequence of the real controversies that
should be heard by the RTC .3

To resolve the issue of judsdiction, the Supreme Court enumerated the
powers of the SEC found in Section 3 of the SRC, and ruled —

From the above, it can be said dhae the SECTs regulatory authority over
private corporations cacompasses a wide margin of accas, touching nearly

B4I. 4d. at 543.

Baz. il

843. Provident firertiational Resourees Comporarion, 554 SCRA at 543,
844, did.

Bas. 0l at s43-44.

B4t . ac 544.

Ba7. &l

848, &l

849. Providenr futeriarfonal Resources Corporarion, s34 SCRA at s45.



2016] PHILIPPINE CORPORATE LITIGATION PRACTICE 861

all of a corporation’s concerns. This authority more vividly springs trom the
tact that a corporation owces its existence to the concession of its corporate
franchise from the state. Under its cegulatory responsibilities, the SEC may
pass upon applications for, or may suspend or revoke (after due notice and
hearing), certificates of registration of corporations, partuerships[,] and
associations ... . compel legal and  regulatory  compliances:  conduct
inspections; and impose fines or other penaldes for violations of the [SIRC],
as well as implementing coles and dicectives of the SEC, such as may be
warranted, 3¢

The ponencia of former Associate Justice Leonardo A. Quisumbing, then
invoked che administrative adjudicatory powers of the SEC to rule that it
had proper junsdiction, and not the RTC, to rule on the authenticity of
PIRC's STB, thus —

Considering that the SEC, after duc notice and hearing, has the cegularory
power to revoke the corporate franchise — from which a corporation owces
its legal existence — the SCC must likewise have the lesser power of
merely recalling and canceling a STD chat was coroncously registered,

Going o the particular facts of dhe instane case, we find thar the SEC has
the primary competence and means o dewenmine and veedfy whedher the
sulject 1979 STB prescated by the incombent assistant corporate scoretary
was indeed auchentic, and duly registered by the SEC as cady as Seprember
1g79. As the administrative ageney cesponsible for the registration and
monitoring of STBs, it is the body cognizant of the STB registration
procedures, and in possession of the pertinent files, records[,] and specimen
signiatures of authodzed officers celating to i registration of STBs, The
cvaluation of whether a STB was authorized by the SEC primarily requires
an cxamination of the STB iself and the SEC files. This function
necessarily belongs to the SEC as part of is regulatory  jurdsdiction.
Contrary to the allegations of respondents, the issues involved in this case
can be resolved withour going o the intra-corporate  controversics
brouglit up by respondents.

As the regulatory body, it is the SECs dury 1o cusure that there 15 only one
set of STB for cach corporation. The determination of whether or not the
1g7g-registered STB is valid and of whether to cancel and revoke the [6
August] 2002 certification and the registration of the 2002 STD oo the
ground that there alecady 15 an existing ST is implicdly and nccessarily
within the regulatory jurisdiction of the SEC.38!

In Providenr Ivernational Resources Corporation, therefore, the Supreme
Court began to delineate post-SR.C from the quasi-judicial powers of the
SEC under Section 3 of P.ID. No. go2-A, from those which are inherently in
the exercise of its regubarory adjudicative funetions under Sections 3 and 6 of
P.ID. No. goz-A. The aforequoted portion of the Provident Iirernational

850, Il at 540,
Bs1. Ld. at 547.
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Resources Corporation decision indicates clearly that the doctrine of judicial
non-interference was being applied to resolve the issues raised.

d. RTC Powers Under Section 6, Versus SEC Powers Under Sections 7 and 6,
of P.D. No. goz-A

An important issue that had to be resolved with the passage of the SRC was
how much had the provisions of Section 6 of P.D. No. goz-A that expand
the powers of RTC Special Commeercial Courts over corporate cases under

Section 5 impinged over the “absolute jurdsdiction, supervision[,] and
control” power of the SEC. under Section 3 of the decree.

To properly elucidate on this issue, recall the pre-SRC decision in A &
A Continenital - Commodivies Plilippines,  Inc. w. Sceuritics  aind  Exclrange
Conmmission (A & A Continesial),*s2 where the issue presented before the
Supreme Court was whether the SEC had jurisdiction to hear and decide on
a conmiplaint that sought to recover from the corporation sums of money
constituting losses sustained by the plintff from comumedities contracts
entered into with the company engaged in commodites brokerage
business*s* In additon, the complaint sought the revocaton of the
certificate of registration of the company with the SEC for alleged fraudulent
dealings 34

In A & A Conrivental, apart from affinning the doctrine chat the
allegations of altimate facts constituting fraud in the complaine is sufficient to
vest jurisdiction with the SEC under Section 3 {a) of P.DD. No. go2-A, the
Supreme Court held that the SEC also had proper jurisdiction to rule on the
relief seeking the revacation of the certificate of registration of the company,
thus —

On the action o revoke the certificate of repistration of petitioner, there is
no doubt thar the SEC has judsdiction over the same. Scection 6 (i) of
[P.I2.] No. go2-A clearly provides that the SEC shall possess the power to
suspend  or revoke, after proper notice and hearing, che franchise or
certificate of registration of corporations, partnerships[,] or associations.*ss

If the complaine in A & A Contitienral were to be filed roday with the
RTC Special Commercial Courts, while undoubtedly the tral court would
have proper jurisdiction to hear and decide on the recovery of suns of
money against the company, would it have power to grant the prayer for
suspension or revocation of its certificate of registration pursuant to its power

852.A & A Coatnental Commodities Philippines, loc. v. Sceurities and Exchange
Conunission, 225 SCRA 341 (1903).

Bs3.4d. at 143,
854, did.
Bss. &, at 344.
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under Section 6 {i) of P.D. No. go2-A? The most reasonable answer to that
would be in the negative, for the power of control and supervision over
corporations organized under the Corporation Code, including the power to
suspend or revoke their franchise remains within the regulatory powers of
the SEC, under Section 3 and 6 (I} of P.ID. No. go2-A as confirmed under
Stihseerioni 5.1 (m) of the SRC, apart from the fact that such power has always
been an original power granted to the SEC under Section 121 of the
Corporation Code coverng involuntary dissolution of corporations.

The Supreme Court’s decision in Beruardo, Sr. v. Courr of Appealstst
should also be reexamined. There, the Court had the occasion to discuss the
inherent connection between corporate fraud cases under Section 5 (a), in
relations to the “absolute jurisdiction. supervision[,] and conuel” power of
the SEC. under Section 3 of P.D. No. goz-A, and the ancillary power of the
SEC to authorize the establishnient of commodity exchanges under Section
6 (g) of P.DD. No. goz-A. In Bemardo, Sr., a complaint was filed with the
regular RTC to recover from a corporation, authonzed by the SEC to
engage in future conumodity trading, the losses sustained by the complainant
alleged arising through insidious deception and misrepresentation employed
upon them so that complainant will engage in conunedity futures trading. In
sustaining that the marter fell within the SEC's original and exclusive
jurisdiction under Section 5 (2) of P.ID. No. 9o2-A, the Supreme Court held

In light of the foregoing, we find no ditficulty in ruling that the subject
mareer of pettioner’s amcnded complaine or cheir causes of action therein
fell squarcly within the exclusive jurisdiction of the [SEC] for, in the first
place, it involved, ac bottom, the supcrvisory powers of the SEC over the
conduct of the business of commodiry futures. Secion 3 of P IX No. goz-A
expressly  prowides  thar the Comunission shall ave  absolure jurisdicrion,
supertision[,] and conerol over it corporarions, ... [which] are the grancees of
primary franchise and/or a liccuse or permit issued by the rovernment to
opcrate in the Philippines,” and paragraph () of Secrfon 6 thereof vests aponr thie
SEC the power o authorize the establistmnenr and opevation of futer alia,
comnodity exchanges, Furthermore, under Scerdon 7 of P.D. No, 178
{(Revised Sccurities Act), the SEC is authorized o promulgare, subject o
the approval of the Monctary Board, roles and  regulations for the
registration and regulation of commodity futures contraces and licensing of
futures comumission merchanes, futres brokers, foor brokers[,] and pool
opcrators, Pursuant thereto and o Section 3 of P.D. No. go2-A, as
anmended, the SEC promulgated on 15 December 1987 the Revised Rules
and Regulations on Commodity Futures Trading.?s7

If the complaine in Bernarde, S, were filed today with the RTC Special
Commercial Courts, with the additional prayer that the authorty of the

836, Bernardo, Se. v, Court of Appeals, 203 SCRA 660 (19060).
837, 4d. at 674 (cphasis supplicd).
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corporation to engage in commodity future wading be terminared, would
the trial court have the right to effect sach termination of an SEC-granted
authority, on the ground that the power under Section 6 (g} of P.D. No.
902-A had been transferred to the RTC Special Commniercial Courts? Such
an outlandish legal proposition is belied by the fact that the SEC’s regulatory
power under Section 6 {j) over exchanges has been affirmed to continue to
be possessed by SEC under Subsection 5.1 (e} of the SRC ta “|s|upervise,
monitor, suspend[,] or take over the activities of exchanges, clearing
agencies[,] and another SROs,” as well as under Section 11, where the
power to regulate commodity futures trading is expressly retained with the
SEC #s¥

The foregoing discussions emphasizes that only such powers granted
under Section 6 are deemed to have been assumed by RTC Special
Commercial Courts only to the extent of exercising full jurisdiction over the
corporate cases falling under Section 5, of P.D. No. goz-A; but that the
regulatory powers of the SEC, including the regulatory adjudicatory
functions under Section 3 and 6 of P.I3. Ne. goz-A. remain intact with such
adiministrative agency.

More importantly, if the A & A Inferiational and the Beniurdo, Sr. cases
were to be resolved by the Supreme Court post-SR.C passage, the proper
application of the various aspects of the doctrine of primary jurisdiction
would result in judgment that will respect the prmary judsdiction of the
SEC to resolve the regulatory aspects of controvemies involving private
corporations on matters that are being litigated within the original and
exclusive jurdsdiction of RTC Special Commercial Courts for corporate
cases covered under Section 5 of P.ID. No. goz-A.

4. Binding Effect of SEC's Ruling and Prior Action on the Courts of Law

An example where the doctrne of binding effect apon the courts of
administrative  rulings and findings was properly applied in post-SRC
decision in  Vesagas,® where in order to resolve the merits of the
controversies, it had to be decided whether the allegation that the sports club
was duly incorporated and registered with the SEC had to be resolved. In
that decision, the Supreme Court held chat

[i]c ouglic to be remembered that the question of whether the club was
indeed regastered and issued a certification or not 15 one which necessirates
a factoal inguiry, On this score, the finding of the [SEC), as the
administrative apency  tasked  with[,] among others[,] the function of
registering and  administering corporations, s given grear weight and

838, &d. Sev also Tolentino v. Court of Appeals, 280 SCRA 226 (1997).
B30, Vesaaus, 371 SCRA at 508,
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accorded high respect. We therefore have no reason to distuch thus faceoal

finding relating to the clul’s registration and incorporation.

Another example, would be the decision in Inglesiv Evangelica Merodista
En Las Klas Filipinas (IEMELIF) {Corporation Sole}, Ine. v. Lazare (Lazare),M
which applied the doctine of binding effect of the SEC's rulings and
findings upon the court, which really is an aspect of the doctrine of judicial
non-interference. In Lazaro, the Supreme Court affimned the decision of the
Court of Appeals which held as lawful the conversion of a sole corporation
into a religious aggregate corporation without need of dissolution and by
simply amending its articles of incorporation, based on the finding thac the
appellate court’s decision relied among others on the fact that the SEC had
ruled on the legality of such a mode, holding —

Buesides, as the [Court of Appeals] noted, the IEMELIF worked our the
amendmient of its articles of incorporation upon the initiative and advice of
the SEC. The latter’s interpretation and application of the Corporation
Code is cnritled to respect and recognition, barring any divergence from
applicable laws, Considering its experience and specialized capabilitics in
the arca of corporation law, the SEC’s prior action on the IEMELIF issue

should be accorded grear weighe, 7462

5. In Coorporate Rehabilitation Proceedings

Prior to the passage of the SRC, Nestté Pldlippines, Inc. v, Uniwide Sales,
Ine 8 demonstrated a proper application of the doctrine of exclusive
administrative jurisdiction in the corporate rehabilitation proceedings.

In Nestlé Philippines, Inc., the issue before the Sapreme Court was
whether the Court of Appeals could be compelled to terminate the
rehabilitation plan approved by the SEC and tenmninate the rehabilication
proceedings on the ground that supervening facts has arisen showing that the
corporate debtor can no longer be rehabilitated under the terms of the
approved rehabilitation plan.* In denving the petition, the Supreme Court
relied on the application of the doctrine of primary administracive
jurisdiction, holding that

It 15 not for this Court o intrude, at this stage of the rehabilitaton
proceedings, into the primary administeative judsdiction of the SEC on a
mareer requiring its technical expertise. Pending a decision of the SEC on
SEC Ly Bane Case No. 12-09-183 and SEC Ev Bane Case No. 01-10-143,

BOO. £, at $14.

861. Inglesia Evangelica Metodista En Las [slas Filipinas (IEMELIF) {Corporation
Solc), Inc. v. Lazaro, 624 SCRA 224 (2010).

Bz, 4. at 233-314.
863. Nestle Philippines, lnc. v. Uniwide Sales, Inc., 634 SCRA 232 (2010).
864, Il ac 230,
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which both scek to resolve the issue of whether the rehabilitation
procecedings i this case should be terminated. we are constrained to dismiss
this petition for prematuricy.

[n light of supervening events that have cmerged from the time the SEC
approved the [Sceond Amendment to the Rehabilitation Plan (SARP)] on
23 December 2002 and from the time the present petition was filed on 3
November 2006, any dewermination by his Court as to whether che SARP
should be revoked and the rehabilitation proceedings terminated, would be
premature.

Undecniably, supervening events have substandally changed che facrual
backdrop of this case. The Court thus defers o the competence and
expertise of the SEC o decermine whedher, given the supervening cvents
in this case, the SARP is no longer capable of implementation and whether
the rehabilitatdon case should be terminated as a consequence.,

Under the docteine of primary administeative jurisdiction, courts will not
determine a controversy where the issues for cesolution demand  the
exercise of sound administrative discretion requiring the special knowledge,
expericnce, and  services of the  administrative  tribunal to  deterinine
technical and intricate marcers of fact.

[n other words, if a case is such thac iy derermination requires the
expertise, specialized training, and knowledge of an administrative body,
reliet must first be obtained in an administrative proceeding before resort to
the court is had cven if the matter may well be within the latter’s proper
jurisdiction.

The objective of the doctrine of primary jurisdiction is to guide the court
in decermining whether ic should refrain from exercising its jurisdiction
untl after an adininistrative agency has detcomined some question or sonic

aspeet of some question acising in the proceeding before the court, ™S

What was involved in Nesilé Plulippines, Inc. was the exercise by the
Court of Appeals, and subsequently the Suprenie Court, of the power of
judicial review based on an alleged abuse of authority on the part of the
SEC. and therefore the proper doctrine cthat was applied was in fact the
doctrine of judicial non-interference of administrative processes in the same
sense as the doctrine of exhaustion of administrative remedies. Under the
post-SR.C stage, the doctrine of primary jurisdiction can no longer be
invoked being all matters pertaining to corporate rehabilitation now are
within the original and exclusive judsdiction of the RTC  Special
Commercial Courts, including the effect of dissolution of the corporate
debtor, as a consequence of the final detennination thac it cannot be
successfully rehabilitated.

865, . ac 239-40.
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D Appellute Processes_from Orders, Rudings, and Decisions of the SEC

The last two paragraphs of Section 6 of P.D. No. goz-A, provide for
remedies of appeal and review of decisions, rulings, or orders of the SEC,
thus —

Scetion 6.

In the exercise of the foregoing authority and jurisdiction of the [SEC],
hearings shall be conducted by che [SEC] or by a Commissioner or by such
other bodics, boards, conuniteees[,] and/or any officers as may be created or
designaced by the [SEC] for the purpose. The decision, ruling[,] or order of
such Commissioner, bodics, boards, conunittees and/or officer may be
appealed o the [SEC] sitting e baoie within [30] days after reecipr by the
appellant of notice of such decision, ruling[,] or order. The [SEC] shall
promulgate rules or procedures to govern the proceedings, hcacings[,] and
appeals of cases falling within its jurisdiction,

The aggricved pacty may appeal the order, decision[,] or ruling of the
[SCEC] sitting e bane o the Supreme Coucr by petition for review in

accordance with the pertinent provisions of the Rules of Coure 6%

The last paragraph of Section 6 was amended by the Judiciary
Reorganization Act of 1980,*7 providing that decisions of the SEC are
appealable to the Court of Appeals, instead of the Supreme Court.

I. Section 6 of P.ID. No. 9o2-A Remains Jurdsdictional Provision In Seeking
Reelief from SEC Orders, Rulings, and Decisions

The aforequoted paragraphs of Section 6 remain important statutory bases for
determining the proper appellate process that may be pumued by an
agereved party from orders, rulings, or decisions of the SEC, whether in the
exercise of its remaining quasi-judicial powers, as well as the exercise of its
regulatory adjudicative powers, and relevant in resolving issues of judicial
review of SEC orders, rulings, and decision based on the following
considerations: (1) that Section 6 remains unrepealed under the SRC; (2)
that the Supreme Court recognized in Fabiu, that the SEC has not been
divested of its powers under Section 6; and (3) finally, that Section 6 remains
relevant to the exercise by SEC of its regidarory adjudicative finerions.

2. Section 6 Provides an Administrative Remedy for Parties Who Feel
Aggrieved by the Orders, Rulings, or Decisions of the SEC

866.P.[D. No. go2-A, § 4.

567. An Act Reorganizing the Judiciary, Appropdating Funds Thercfor, and for
Other Purposes [The Judiciary Reorganizarion Act of 1g80], Batas Pambansa
Bilang 129, § 9 (3).
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The directive under the penultimate paragraph of Section 6 thac the
“decision, ruling[,] or order of such Conmissioner, bodies, boards,
commiiteees[,] and/or officer may be appealed to the |SEC| sitting en bane
within [30] days after receipt by the appellant of notice of such decision,
ruling[,] or order,” has been ruled by the Supreme Court in the 20006
decision in Hoig Kong & Shaughai Banking  Corporation, Lid, v, G.G.
Sportswear Manufactnving Corporation®™ to constitute an administrative remedy
within the SEC, for the proper application of the doctrine of exhaustion of
admiinistrative remedies, thus —

The doctrine of exhaustion of administrative remedics is o cornerstone of
our judicial systein, The thruse of the rule on exhaustion of adininistrative
remedics is thao the courts must allow the adiministrative agencics o carry
our their funcrions and discharge cheir responsibilitics within the specialized
arcas of their respective competence.

‘In this case, pettioner was actoally not without remedy to cocreet what it
peteeived and supposed was an erroncous assumption of jurisdiction by the
SEC, without having recourse immediately o the Court of Appeals. Unider
Secrion 6 () of P.L. No. goz-A, ir Tas beewr expressly provided thar ‘the decision,
rfing,] or order of anry such Commnissioner, bodics, boards, connnitrees and for
officer sty be appealed fo the Condssion sicting en bane witliin [30] days afrer
receipt by the appellare of wotice of such dedsion, wulingl)] or order” Such
procedure being available, could have been resorted to by petitioner which,
however, it chose o forego. Furthermeore, by taking op the mateer widy the
SEC, it could sull have obrained an ingjunction which it similarly souglht
from the appellate court via its petition for cerroraid because the said body
has been cmpowcered by Scction 6 (a) of P.D. No. go2-A ‘re issue
prelinsinary or permsaient injunerions, whetlier probibitory or smaindarery, i all cises
Qo aeleich it T jusisdiction.” ™%

3. Legal Short-Circuiting of Appellate Process from the Decisions of RTC
Special Conunercial Courts

It should be noted, that Section 70 of the SRC now provides for the manner
of judicial review of orders of the SEC, thus — “Sec. 7o. Judicial Review of
Commission Orders. — Any person aggrieved by an order of the [SEC] may
appeal the order to the Court of Appeals by petition for review in
accordunce with the pertinent provisions of the Rules of Court.”

It is reasonable to conclude chat Section 70 of the SRC, which has
modified the appellate process contained in Section 6 of P.ID. No. goz-A,

8o8. Hong Kong & Shanghai Banking Corporation, Led. v, GG, Sportswear
Manufacturing Corporation, 489 SCRA 578 (2006).

866, fid. at $87 (cmphasis supplied} (citing Union Bank of the Philippines, 200 SCRA a
198).
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and its existence in the SRC, in the light of Subsection 5.2 which transferred
original and exclusive jurisdiction over corporate cases under Section 5§ of
P.D. No. goz-A to the RTC Special Commercial Courts, has the following
sigmificant legal consequences.

First, Section 70 is a recogmition that the SEC retains certain quasi-
judicial functions, at the wery least in the form of its regularory adjudicarive
finctions under Sections 3 and 6 of P.D. No. goz2-A, the Corporation Code,
and those provided for under the SRC itself; and

Second. the “orders” of the SEC that are subject of the appellate process
under Section 70 of the SRC., are those which emanate from resolutions.
rulings, or decisions of the SEC en hune.

In fact, the Supremie Court. in Timeshares Realry Corporation v, Lao70
after noting chat an “an appeal from such judgmente, not being a natural righe
but a niere statutory privilege, must be perfected according to the mode and
within the period prescribed by the law and the rules; otherwise, the appeal
is forever barred, and the judgment becomes binding,™ 7' held thar Section
70 of the SRC is the law which governs a petitioner’s appeal from the orders
of the SEC e# bane, and it prescribes that such appeal be taken to the Count
of Appeals by a petition for review in accordance with the pertinent
provisions Rule 43 of the Rules of Court.

The appellate procedure provided for Rule 43 of the Rules of Court
provides that it is a remedy of appeal by petition for review from the orders,
rulings, or decisions of administrative agencies in the exercise of their “quasi-
judicial functions,” thus —

Section 1. Seope, This Rule shall apply to appeals from judgmncnts or final
orders of the Court of Tax Appeals aad frowr aieaids, judanents, final orders or
resofurions of or authorized by any guasi-judivial wpency fu the exercise of ifs yuasi-
judiciel funerions. Among these agencics are the Civil Service Conundssion,
Coentral Board of Assessmene Appeals, [SEC] ... .

[Scetdon] 3. Hhere 1o appeal. An appead under oy Rule iy be raken 1o the
Courr of Appeals within che period and in the manner herein provided,
whether the appeal involves quesdons of fact, of law, or mixed questions of
fact and law 72

Third, in the exercise of its remaining gitasi-judicial powers, the SEC stands
as a co-equal to the RTCs and therefore not subject to control by the latter
through any of their judicial processes.

870. Timeshares Realty Corporation v, Lao, s44 SCRA 2354 (2008).
871, 4. ac 260,
872. RULES OF CIVIL PROCEDURE, rule 43, §§ 1 & 3 (ciplasis supplicd).
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In the case of Presidential Anti-Dollar Salting Tusk Foree, the Supreme
Court laid down doctrine thas — “[a]s a rule, where legislation provides for
an appeal from decisions of certain administrative bodies to the Court of
Appeals, it means that such bodies are co-equal with cthe |RTCs], in terms of
rank and stature, and logically, beyond the control of the latter,”™73

Fourth, the appellate processes under Section 70 of the SRC may be
operated to provide a situation of a co-opting of the decisions of the RTC
Special Commercial Courts in corporate cases covered under Section § of
P.D. No. go2-A.

In recognition of the application of either the doctrine of judicial non-
interference  which would allow the SEC to exercise its regulatory
adjudicative functions over corporate issues that may fall within justiciable
controversies that are covered by corporate cases under Section 5 of P.D.
Neo. g9oz2-A, or the doctrine of prdor resort which would see the RTC
Special Commercial Courts referring o the SEC an aspect chat falls within
its regulatory powers, it is possible for the administrative order or ruling of
the SEC to end-up being reviewed through the appellate process route
under Section 70, and completely by-passing the original and exclusive
jurisdiction of the RTC Special Commercial Courts under Section 5 of P.D.
No. go2-A.

Such a scenario has been vetted by the Supreme Court in its 2003-
decision in Go ». Office of the Oumibudsinan,*? which although in the field of
Insurance Law, nevertheless provides a good comparson case, since both
Insurance Code and Corporation Code belong in the same specialized field
of conunercial “ransactions and concept” as differentated from  other
specialized fields that go into technology (telecommunications), science,
energy, and natural resources (e.g., coal mining, public udlites, among
others).

In Go, the review of cthe Supreme Court stemmed from the
Ombudsman’s resolution  dismissing  the charges against the Insurance
Commissioner  for alleged corrupt practices in  proceeding with the
adiministrative case brought before the Insurance Conunission (IC) to cancel
the certificates of registration of several insurance companies which refused
to pay insurance claims, when in fact there was already a civil case pending
before the regular courts to recover on the sanie insurance policies.*”s The
prmary issue raised was, “[cJan an administrative case pending before an
administrative  tobunal be pursued unabated and independently despite

873, Presidentiol Amti-Dollar Salving Task Fowee, 171 SCRA ar 360.
874. Go v, Oflice of the Ombuodsman, 413 SCRA 608 (2003).
875, fd. autd10-15.
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subsequent filing of a civil case in a regular court of justice wherein in baoth
cases, it involve the same parties and relatively invelve the same incidenc?”*7%

Go recognized thar ander the Insurance Code, the IC is vested with
regulatory powers and adjudicatory authority, thus —

Under its adjudicarory anthority, the [IC] has the orginal jurisdiction to
adjudicare and serde insurance claims and complaing where the amount
being claimed does not exeeed in any single claim one hundred thousand
pesos, as provided in Scction 416 of the Code ... concurrent with that of
the Meoopolitan Trial Courts, the Muonicipal Trial Courts and the
Municipal Circuit Teial Coures, In addition o such adjudicatory power,
the Commissioncr has the regultory authioriry to revoke or suspend the
certificate or authority of an insurance company upon finding the legal
grounds for such revocation or suspension under Scetions 241 and 247 of

the [nsurance Code 377

The Suprenme Court in Go held that the filing of actions in the regular
courts to recover on fire insurance claims (the amounts being bevond the
adjudicatory jurisdiction of the IC), was different from the administrative
case filed with the IC itself which “called upon to determine whether there
was unreasonable delay or withholding of the claims, as petitioner’s action is
one for the Revocation and/or Suspension of Licenses,"?" and stressed that

[tlhe jurisdiction of the [IC] 1 this case is one thar calls for the exercise of
its regulatory or mon-guasi-fudicial dury, [Le..] the authority to revoke or
suspend  an insurer’s  cortificate of  authority,  Aside from the
revocatiow/suspension of license, the [IC] alse has dhe diseretion o imposc
upon the crring insurance companics and ies directors, officers and agents,
fines and penaltics as set out in Scction 415 [of the Insurance Code] 379

Unfortunately, the doctrine of pdimary judsdiction was neither invoked
nor directly discussed in Go, bur the issue to be resolved essentially required
the determination of the applicability of the doctrine. Thus, on the issue of
whether the determination of the IC in the administrative proceedings
would unduly prejudice the claims of the petitioner in the civil action, the
Court held —

The findings of the twial court will not necessarily  foreclose  the
administrative case before the [1C], or vice versa. True, cthe partics are the
same, and both actions are predicated on the same ser of faces, and will
require identical evidence, But che dssucs to be resolved, the quantum of
cvidenee, the procedure to be followed[,] and che relicks to be adjudged by
these two bodics are difterent.

876, L. at 613 (cmphasis omiteed).

877, I,
878, Nl ac 622,
879. fd. at 622-23 (emphasis supplicd).

at Hz2r-22.
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Petitioner’s causes of acrion in Civil Case No. Q-9s5-23135 are predicared
on the insucer’s refusal to pay her fire insurance claims despite notice,
proofs of losses[,] and other suppocting documents, ... The matter of
whether or not there 1s unrcasonable delay or denial of the claims is merely
an incident to be resolved by the owial court, necessary o ascertain
petitioner's righe o claim damages, as prescribed by Scection 244 of the
Insurance Code.

On the other hand, the core, if not the sole bone of contention in
Adm[in]. Case No. RI}-1356, is the issue of whether or nor there was
unccasonable delay or denial of the cladms of peritioner, and if in the
affimative, whether or not thar would justify the suspeusion or revocation
of the insurer’s licenses.

Morccover, in Civil Case No. Q-g3-23135, petitioner must establish her
case by a prepoirdersinee of eridence, or simply put, such evidence that is
greater weight, or more convineing than chat which 1s oftered in opposition
to it. In Admfin]. Case No. RD-136, the degree of proof required of
petitioner to ostablish her claim is sedsrantial eridence, that a reasonable mind
mighe accepr as adequate to justify che conclusion,

[n addition, the procedure to be followed by the wial court is goverued by
the Rules of Court, while the Comumission has its own sct of rules and it is
not bound by the rigiditics of tweehmical cules of procedure. These two
bodics conduct independent means of ascertaining che uldmate facts of
their respective  cases that will served  as basis for their  rospective
decisions. ¥

A review of the Supreme Court’s reasoning in Go aforequoted stresses
precisely the difference in the functons being performed by the regular
courts and an administrative agency on the sanie area in adminiserative law,
and the issue is not concurrent jurisdiction, but precisely the application of
the doctrine of primary jurisdiction — that when the issue to be resolved in
the court proceedings lies primarily within the competence of the
admiinistrative agency vested with authority over the matter, and to allow a
uniformity of rulings coning from one forum (i.e., the administrative agency
tasked with supervision and control on the matter), it would be appropriace
for the regular court to suspend its proceedings to allow the administrative
agency, the IC in this case, to decide on the issue of the merit of the
insurance claims. Instead. the Court in Go held that —

If, for example, the wal court finds chat there was no varcasonable delay o
denial of her claims, ic does not avtomatically mean that there was in face
no such unrcasonable delay or dendal that would justify the revocation or
suspension of the licenses of the concerned insurance companies. [t only
means that petitioner failed o prove by preponderance of evidence that she
s cnrtled to damages. Soch finding would ot rescrain the [1C], in the
cxcrcise of s regulatory power, from making s own finding of

880, Go, 413 SCIRA at 623-24.
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unceasonable delay or denial as long as it 15 supported by substantial
cvidence,

While the possibility that these two bodies will come up with conflicting
resolutions on the same issuc is not far-fetched, the finding or conclusion of
onc would not necessarily be binding on the other given the difference in
the issues involved, the quantuimn of evidence required and the proceduce 1o
be followed !

Unfortunatey, such reasoning in Go flies in the face of the very rationale
enunciated by the Suprenie Court itself on the doctdne of pdmary
jurisdiction.

But wking our cue from Go, it means that purely administrative
controversies may be pursued independently of any civil proceedings with
the RTC, although they may involve the same parties, and sanie issues and
arise from the same transactions; but the resolution of the key corporate
issues before the Court of Appeals or the Supreme Court would then
constitute as binding rulings upon the parties which would adversely affect

or undermine the decisions and rulings before the RTC, especially if
contrary to the findings and determination of the SEC.

V. CONCLUSIONS AND RECOMMENDATIONS

From all the foregoing discussions, the Auathors draw the following
conclusions, and proffer the following reconunendations:

A. The SEC, as thie Agency Having Jurisdiction, Supervision, and Conrrol” over
Private Corporations, Retuins all its Adwinistrative Adjudicatory Potvers

The original intention under P.DD. No. goz2-A and the vadous amendments
thereto was to encompass within the SEC all the regulatory, quasi-legislative,
and  quasi-judicial  powers and muandates  relating  to  corporations,
partnerships, and association organized and registered under the Corporation
Code. In particular, there was recognition of the distinction between the
SEC’s administrative regulatory powers from those of essentially quasi-
judicial powers over corporate cases under Section 5 of P.D. No. goz-A.

The passage of the SRC had the effect, under Subsection 5.2 thereof, of
transferring the original and exclusive jursdiction of the SEC over Section 5
corporate cases under P.D. No. ¢o2-A to the RTC Special Commercial
Courts, but clearly with no intention of empowering such courts of general
jurisdiction of taking over the regulatory powers of the SEC: and chat in fact
the SRC, under Subsection 3.1 thereof, affirms the continued possession by
the SEC of all its powers and mandate to exercise all its administrative

881, . ac 625,
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regulatory powers under Sections 3 and 6 of P.D. No. goz-A, the
Corporation Code, and under the SRC itself.

Finally, Section 70 of the SRC, as it directs that all orders and decisions
of the SEC may be appealed to the Court of Appeals in accordance with
Section 43 of the Rules of Court, not only confirms the legal reality that the
SEC retains all its quasi-judicial functions outside of the corporate cases
covered under Section 5 of P.D. No. goz2-A; buat that all orders, rulings, and
decisions of the SEC, in the exercise of its remaining administrative
adjudicatory powers and its quasi-legislative powers under the Corporation
Code and the SRC, retain its characterstic as a quasi-judicial body co-equal
to the RTCs which cannot be controlled through judicial processes — and
thus proper judicial relief would be with the Court of Appeals or the
Supreme Court in the exercise of their power of judicial review.

The problem that usually arses, however, is the danger that the RTC
Special Commercial Court would encroach upon the remaining powers and
jurisdiction of the SEC and the possibility of totally disregarding the
expertise of the SEC on commercial matters that are placed under its
administrative supervision, as well as the specialized knowledge and skills on
commercial or corporate matters it has acquired throagh the vears that ic had
exercised its “absolute jurisdiction, supervision[,] and control” over private
corporations. In addition. the rranster to the RTC Special Comumercial
Courts of the orginal and exclusive jurisdiction over intra-corporate cases
from the SEC has had the effect of totally disregarding the acknowledged
dilemma of clogged and crowded dockets that the regular courts are
continuously experdencing,

This is where the proper application of the doctdne of primary
jurisdiction comes into play. By virtae of this doctdne, the RTCs, whether
acting as courts of general jurisdiction or as special conunercial courts, muase
always exercise judicial restraint in deciding upon corporate and securities
cases which require the prior exercise by the SEC of its regulatory powers
under the Corpornation Code or the SEC. At the very least, RTCs deciding
o1 corporate or securities cases ust invoke the technical skills and
adiministrative expertise of the SEC in order to amive at resolutions of issues
that are consistent with the policy development of the SEC. In additon,
such a process saves the courts” precious time, so that they do not have to
deal with muatters in which thac chey have neo expertise by allowing the
proper adininistrative agency, in this case the SEC, to resolve the matter at
the first instance.

B. Thie Structusal Framework of the Systenr of Judiciul Review Over Aets, Order,
Rudings, and Decisions of the SEC

There has evolved in Philippine administrative law jurisprudence the
“structural  processes of judicial review of administrative acts, orders,
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resolutions or decisions,” which in broad strokes follow the following
pattern:

(1) When there is no appellate process provided for by law of
final orders, rulings, and decisions of administrative bodies
to the courts of justice, the sanie are deenied to be final and
executory and have the effect of res judicura on the parties:
except that judicial review is allowed based upon an
allegation of grave abuse of discretion amounting to lack or
excess of jurisdiction.

() Even when proper appellate judicial review is allowed in
particular instances from the final orders, rulings, and
decisions of administrative agencies, assamption of proper
appellate or review junsdiction on the part of the courts of
law may only proceed when the following condition
precedents are presenc

(2} Administrative action has been fully completed and has
become final — in  other words, that all the
administrative  remedies  have  been  exhausted.
Ortherwise, it renders judicial review as premature; and

(by As a general proposition, orders, resolutions, or
decisions of administrative agencies that have reached
the point of finality. when supported by substantial
evidence, must be accorded the effect of res judicate.

{3} Ewen when a court of law has assumed proper jurisdiction to
exercise judicial review over final orders, resolutions, or
decisions of an administrative agency, the following rules
must nonetheless be observed:

(ay Findings of facts of administrative agencies niust be
accorded respect, if not finality;

(by The administrative interpretation that is placed upon
stacutory provisions must also be accorded great respect
as they proceed from a highly specialized agency which
by law and practice is possessed of expertise in the field:
and

(¢) In the process of judicial review, courts will generally
not interfere in executive and administrative maccers
which are addressed to the scund discretion of
administrative bodies, such as the grant of licenses,
permits, leases or approval, rejection or revocation of
the applications cherefore; exeept if an agency or official



876 ATENEO LAW JOURNAL [VOL. 60:652

concertied  Tas acted  wbitrarily and it grave abuse of
discretion.

C. Proper Applicarion of the Docteine of Priwiary Jurisdicrion

Analyses of leading Supreme Court decisions, pre- and post-SR.C, indicate
that the doctrine of primary jurisdiction has to be applied in three primary
levels of regulating the relationship of administrative agencies exercising
quasi-judicial powers and regulatory adjudicative functions vis-i-vis the
regular courts of law.

First, the doctriie of exclusive administrative furisdicrion applies only in
situations where a controversy between the parties is being litigated on the
wierits af fhe first fnstaiice — as contrasted from an an appellate proceedings or
the invecation of the power of judicial review — and applies only when an
administrative agency has been granted under clear statutory language with
original and  exclusive jurisdiction to hear a species of justiciable
controversies which nomnally would fall within the jurisdiction of regular
courts of justice.

The doctrine therefore has no application to instances when what is
being invoked are purely regulatory powers of the administrative agencies,
including the exercise of purely regulatory adjudicate funceions.

Under the carrent state of the SEC’s statutory powers, the doctrine can
be invoked only in areas covered by the Corporation Code, where quasi-
judicial powers have been vested with the SEC on justiciable controversies,
and which do not fall within the provisions of Section 5 of P.ID. No. goz-A,
thus: (a) regiscration with the SEC: (b) revocation of corporate charter: (¢
dissolution and liguidation of corporations outside of rehabilition
proceedings under the FRIA: and (d) deadlock constests involving close
COTPOTAtions.

Second, the doctrine of fudiciul non-fitterference with administrative processes
applies whether the issue involves the exercise of quasijudicial powers,
regulatory adjudicative powers, or purely regulatory powers of administrative
agencies, and they apply in the field of judicial review, whether it be in the
area of judicial appellate review or in the exercise by the court of law of
their power of judicial review proper.

The doctrine has been applied by the Supreme Court in three (3)
varying aspects:

(1) In the primary sense that judicial remedies available with the
regular courts should not be availed of when they would
amount to an intervention of an administrative agency,
which s exercising already its regulatory adjudicative
powers. In this sense, the doctrine has the same rationale
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and application as the doerriiee of exhaustion of administrarive
remedies;

2y In the sense that judicial relief cannot be availed of when
what is sought from the regular courts of law is to allow one
administrative  agency to intervene with the regulatory
powers of another regulatory agency: and

(3) In the sense that in the process of judicial review, regular
courts of justice which have assumed proper jurisdiction
over such controversies are bound to imiplement the
findings or resolutions of administrative agencies acting
purswant to their quasi-judicial powers. or are bound to
incorporate them in cheir final decisions insofar as they are
essential in the proper resolution on the meries of the issues
raised before the courts.

Third, the doctrine of privr resort applies in cases where the issue in
controversy is in the first fnstance falling with the original and exclusive
jurdsdiction of the regular courts of law — but that the exercise of judicial
prudence or restraint impels the trial court to suspend the proceedings and to
refer the case to the appropriate administrative agencies for resolution of an
important aspect or issue which is necessary for the resolution of the merts
of the case before the trial court.

In corporate law and securities law, the doctine has two levels of
application, thus —

(1) When it comes to the corporate cases under Section 5 of
P.D. No. gyoz-A, which have been properly filed with and
taken cogmizance of by the proper RTC  Special
Commercial Courts. In this case, whenever there is an
aspect or relief that can only be granted by the SEC in the
exercise of its regulatory powers, the trial court ought to
suspend the proceedings and refer to the SEC for its final
resolution  and  endorsement back to the RTC, a
determination of fact or resolution of issues that fall wichin
the SEC’s regulatory functions.

(z) In the preliminary investigation of corporate and/or
securties fraud and other offenses under the Corporation
Code and the SRC, which are filed directly with the DO,
the muatters should first be referred to the SEC for
determination of the existence of probable cause.



878 ATENEO LAW JOURNAL [VOL. 60:652

D Swrctural Processes of the Proper Exercise of the Judiciary's Power of Judicial
Review Over Adwinistrative Agenicics

The Authors’ review of the jurisprudence on the martter clearly indicates that
the doctrine of exhaustion, and the various applications of the doctrine of
primary jurisdiction, represents two levels in a doctdnal continuum which
cascade as follows:

(1) Pursaant to the legislative grant of quasi-judicial powers to
an administrative agency to exercise orginal and exclusive
jurisdiction over certain justiciable controversies that fall
within its regulatory powers, then:

{a} Such issues must be resolved in the first instance by the
administrative agency having jurdsdiction, under the
doctrine of exeusive adwiistrarive jurisdicrion; and

by That regular courts are without authority 1o exercise
judicial power over such issues based on the following
grounds:

(1) Regular courts have, either by express or
implied provision of law, been deprived of
original jurisdiction to hear and decide over said
issues which has been conferred by Congress to
a particular administrative agency; and

) Under che docrine of extaustion of adwinistrative
remedies,  the  regular  courts  are  without
authority to exercise their constitutional dght of
judicial review on the ground that there is no
final action, order, resolution, or decision as vet
fromy an adiministrative agency upon which
judicial review can be exercised.

(2) When an administrative agency has begun to exercise its
admiinistrative  adjudicatory  powers over a  justiciable
controversy, the matter cannot be brought before regular
courts even though the fornn of such reliefs fall within such
courts’ jurisdiction, based on the following rules:

(ay Under the docrrine of judicial now-inteference, in that regular
courts in respect to co-equal bodies have no right to
interfere in the on-going administrative processes that
have been exercised by administrative agencies in
discharging their quasi-judicial powers:

(by Under the docrrine of exlraustion of admifitistrative vemedics,
in that not having completed the administrative
processes that has properly been invoked to gain relief,
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the petitioner has no cause of action to invoke the
extraordinary judicial reliefs of certiorari, prohibition, or
Hidirdais.

{(¢) As an exception to the doerdires of exfraustion and priviary
jurisdiction, and under the principle of judicial review,
direct relief to the regular courts may be pursued when:

(1) When there is a violation of due process;

() When the issue involved is purely a legal
question;

(i} When the administrative action is  patently
illegal and amounts to lack or excess of
jurdsdiction;

(v} When cthere is estoppel on the part of the
administrative agency concerned;

(v} When there is irreparable injury to be sustained;

(vi) When to require exhaustion of administrative
reniedies would be unreasonable;

fvu) When it would amount to a nallification of a
clainy;

{viu) When the rule does not provide a
plain, speedy, and adequate remedy: or when
there are circumstances indicating the urgency
of judicial intervention: or unreasonable delav
would greadly prejudice the complainant; and

(ix} When the issue  of non-exhaustion of
adminiscrative  remedies has been rendered
100t

(3) Even when the administracive agency vested with onginal

and exclusive jurisdiction to hear and decide a particular
justiciable  controversy falling within the exercise of
administrative adjudicatory functions has rendered a final
resolution or decision, if administrative appellate remedies
are still available within the Executive department, the
agereved party is stll without aathordty to seek judicial
relief:

(ay Under the docrrine of exlraustion of admifitistrative remedics,
for the matter is brought to the regular courts where the
cause of action has not been completed: and/or

879
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(by Under the doctrivie of judicial ion-iitervention witli on-going
adwinistrative processes, for the courts must allow the
administrative process to completion out of respect to a
co-equal body.

{¢) As an exception, direct relief with the regular courts
may be pursued by way of judicial review based on the
same exceptions to the doctdne of exhaustion judicial
non-interference in proposition 2 {¢) above.

(4) Even when a justiclable controversy involving niatters
within the regulatory competence of an administrative
agency which is bereft of quasi-judicial powers are properly
filed with the regular courts, nonetheless, when the
resolution of the issues on the merdts requires or demands
the exercise of sound administrative discretion requirng the
special  knowledge,  experience, and  services of the
admiinistrative tribunal to detenmine technical and intricate
matters of fact, then:

(a} Under the docrine of prior resor, the tdal court should
suspend the proceedings and refer to the administrative
agency the resolution of a question of fact or condition,
on a matter that falls within the regulatory powers of the
adiministrative agency;

(by Under the docrrine of judicial won-interforence, the trial
court in deciding on the merits of the case is witheuat
authority to provide for a condition, like the issuance of
a license, that falls within the regulatory powers of the
adiministrative agency;

(¢) Under the doctrine of judicial non-finterference, it would be a
erave abuse of discretion to provide for a judgmient on
the ment on the justiciable controversy that includes
directing  the administrative agency to  eXerise a
regulatory power in a particular manner that impinges
on the exercise of discretion on the part of the
administrative agency.

(s) In all instances when the admninistrative processes has been
finally terminated:

(ay If no appellate judicial review is provided for by lLaw,
then the general rule is the findings of facts and the
decision of the administrative agencies are final and
binding on the courts of law, under the principle of
binding effect on thie courts of the findings and decisions of
adiministrative ageneies;
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(by If an appellate judicial review is provided for by lLaw,
then recourse to the appellate process with the regular
courts of law is allowed. Otherwise, failure to pursue
such appellate process makes the administrative rulings
final and binding on the parties;

(cy Even if no appellate judicial review is provided for by
law, recourse may still be pursued with the regular
courts under the system of judicial review of grave
abuses of discretion amounting to lack or excess of
judsdiction. But when there is no abuse of discretion
shown on the part of the administrative tobunal, the
decisions remain final and binding on the parties.

VI. EPILOGUE

The jurisdictional conflicts that have arisen over corporate and securities
cases between the SEC and RTC Special Commercial Courts, and which
have began to stream into decisions of the Supreme Court in the exercise of
its power of judicial review, impels the need to develop in our jurisdiction a
proper appreciation of the respect that must be accorded by che Judiciary to
the SEC as the primary administrative agency charged by law to exercise
adiministrative and regulatory powers over corporate and securities areas of
Philippine commercial law, as well as a delineation of the proper exercise of
the power of judicial review over such cases.

The Authors have taken the position that, unless proper jurisdictional
framework is developed by the Supreme Court relating to the proper
application of the docrrine of exfraustion of administrative remedics and the docrrine
of primary furisdiction, many of the appeals reaching the Supreme Court in
corporate and securities cases — as well as ather commercial law cases —
will have to deal with the issue of the application of either of the various
docoines  discussed  above, rather than appeals on the merts of che
CONtroversy.

The purpose of this Article is to offer a clear distinctive analysis that will
differenciate between the public policies and legal eftects of the varicus
doctrines in order to allow the Bench and the Bar to draw properly upon the
strengths of each of these two doctrines.

Finally, the proper delineation between the two doctrines is important
for the Bench, since the Supreme Court has ruled that when the doctrines
are not properly applied, then an adminiserative proceeding can be pumsued
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against the presiding judge based on “gross ignorance of the law.”™?* The
Authors hope that this Article adds to achieving such objectives.

882, In Tabuo v Lilagan, the trial judge ssued a widt of eeplevin covering shipmere
of forest products that were detained by adnuinistrative officers in charge wich
the coforcement of foresery Taws, In finding thac the trial judge showed gross
ignorance of the law, the administrative cesolution held —

Under the docorine of primacy  juddsdiction, courts  caunot  take
cognizance of cases pending before admindstrative agencics of special
competence, Note too, that the plaindff in the replevin suit who seeks
to recover the shipmene from the DENR had not exhavsted the
administrative remedies available to him., The prudent thing for the
respondent judge o have done was to dismiss the replevin suit
outriglit.
Tabao v, Lilagan, 304 SCRA 322, 331 (2001). See aise Dagudag v, Paderanga,
535 SCRA 217 (2008).



