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I. INTRODUCTION 

A. Background 

Corporations, forming the backbone of modem day capitalism, require the 
constant input of capital in order to survive. Capital usually takes the form of 
either equity investment or credit. The factor that determines just how much 
a person would invest or lend to a corporation is the probability of gaining 
profit in the investment or loan. Creditors, to hedge thern:;elves from debtor 
insolvency, may require security on the loan. Secured creditors, in the 
present credit and seculity system of the Philippines, stand on a pedestal 
higher than unsecured creditors and shareholders. 

Businessmen prefer the as the vehicle for their enterprise 
because of various advantages like the corporation's strong legal_ personality, 
li!:nited liability for investors, free transferability of units of investment, and 
centralized management. Unlike unregistered associations, it also enjoys 
perpetual -succession under its corporate name; it has the capacity to contract 
obligations in its own name; and its stockholders generally have no personal 
liability beyond the value of their shares.' the corporate form also 
has disadvantages such as complicated and costly formation and maintenance, 
lack of personal element, abuse of corporate management, and increased tax 
liability. 2 Regardless of the disadvantages, modem econo{ruc . systems 
continue to be ruled by corporations. 

In order to protect both the interests of creditors and debtors, the relief 
of straight bankruptcy proceedingS, ·and recently, corporate rehabilitation, are 
made available to distressed corporations. The usual causes ofbusine$s failure 
are overcapitalization, where excess capital must be paid even though\ unused; 
a top-heavy capital structure where earnings cannot support the debt 
a change in public demand for the· company's products; dishonesty and 
incompetence of management;l large debt portfolios produced by "zil.erger 
madness;" potential mass tort liability; and the avoidance of collecl]ve 
bargaining agreements.4 

In rehabilitation, depreciation of collateral is unavoidable if such 
property is necessary for rehabilitation of the business. One of the grounds 
for applying for relief from stay is the lack of adequate protection that results 
from the continuous depreciation of the collateral, a concept arising out of 

!. CESAR L. VILLANUEVA, PHILIPPINE CORPORATE LAW 18-20 (1998). 

2. Id. at 20-21. 

3· Robert J Rosenberg, Beyond Yale Express: Corporate Reorganization and the 
Secured Creditor's Rights I?{Reclamaiion, 123 U. PA. L. REv. 510 (1975). 

4· Julia A. Goatley, Adequate Protedion arul Administrative Expernes: -Toward a 
Uniform System for Awarding Superpriorities, 88 MICH. L. REV. 2r68 (1990). 








































































