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DECISION

INTING, J.:

Before the Court is a Petition for Review on Certiorari® filed by Forest
Hills Golf and Country Club, Inc. (FHGCCI) assailing the Decision® dated

On official business but lett a concurring opinion.

On official business.

' QOn leave.

*** On leave.

L' Rollo, pp. 19-55.

2 ]d at 57-64. The May 25, 2021 Decision in CA-G.R. SP No. 162961 was penned by Associate Justice
Ruben Reynaldo G. Roxas and concurred in by Associate Justices Ramon A. Cruz and Bonifacio S.
Pascua of the Special Twelfth Division, Court of Appeals, Manila.
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Decision ‘ 2 G.R. No. 256634

May 25, 2021 of the Court of Appeals (CA) in CA-G.R. SP No. 162961. The
CA affirmed with modification the Decision® dated July 23, 2019, of the

Securities and Exchange Commission (SEC) En Banc in SEC En Banc Case
No. 06-14-334.

{

The A ntecedengs

FHGCCI is a domestic corporation that was registered with the SEC on
June 29, 1995.% On August 6, 2013, FHGCCI filed an application for the
approval of its Amended By-Laws with the SEC’s Company Registration and
Monitoring Department (SEC-CRMD).” Some of the pertinent amendments
are as follows:

Number  Provision
Article VI, Section 6.7 Section 6.7 ELIGIBILITY TO VOTE. Subject
to the suspension of voting rights during the first
five (5) years from the formal turn over of the
project by the developer to [FHGCCI], only
bona fide individual Regular Members and the
duly designated and accepted nominees of
juridical entities as defined under Article 1T
hereof, all of whom shall be in good standing,
shall have the right to vote at any meeting of the
_ members.
Article VI, Section 6.9 Section 6.9 QUORUM Except in those cases
where the law otherwise provides, the presence
in person or by!proxy of at least a majority of
the Regular Members in good standing shall
constitute a quorum for the transaction of
business. In the. absence of a quorum, the
presiding officer at such meeting or the
Secretary thereof, or & majority of the voting
members attendmg or represented at the
meeting, may adjourn such meeting; provided,
however, that the said meeting shall be
automatically reset to the fifth (5™) business day
1mmc>d1alelv following without any further need
tor notice.’
Article XVI, Section 16.3 | Section 16.3 AMENDMENT. The provisions of

‘ ’ these By-Laws may be amended or repealed by

Id. at 95-108. The July 23, 2019 Decision in SEC En Banc Case No. 06-14-334 was signed by
Chairperson Emilio B. Aquino and Comnissioners Antonietz F. Ibe, Ephyro Luis B. Amatong, Javey
Paul D. Francisco, and Kelvin Lester . Lee of the Securities and Exchange Commission En Banc, Pasay

" City. .

4 Id at95. ' B

* Id at 58, 96-97. ' “

Id. at 172, Amended By-Laws. (Underlinmg in the original) The quo‘reu provision in the CA Decision,

the Amended By-Laws itself is slightly different, i7 at 8. °

1d at 173. (Underlining in the original) |



Decision 3 G.R. No. 256634

a majority vote of the Board of Directors and of
all Regular members in good standing at a
regular or special meeting called for the
purpose.®

In a meeting with FHGCCI on October 22, 2013, the SEC-CRMD
denied the proposed amendments for being contrary to Section 6 of
Batas Pambansa Blg. 68,° or “The Corporation Code of the Philippines”
(Corporation Code). Section 6 states that “no share may be deprived of voting
rights except those classified and issued as ‘preferred’ or ‘redeemable’ shares,
unless otherwise provided in this Code.”

In a letter dated November 5, 2013, FHGCCI asked the SEC-CRMD to
reconsider its ruling on the ground that it is a non-stock corporation and that

it is allowed to limit the voting rights of its members under Section 89 of the
Corporation Code.!

In response, the SEC-CRMD issued a Letter-Order'! dated May 2, 2014,
maintaining that FHGCCI is a stock corporation and that it is prohibited from
restricting the voting rights of its shareholders.!? Thus, FHGCCI filed a
Memorandum Appeal with the SEC.En Banc."

The Ruling of the SEC En Banc

The SEC En Banc denied the Appeal in its Decision'* dated July 23,
2019, the fallo of which states: v

WHEREFORE, premises considered, the Memorandum on Appeal
is hereby DENIED. The Letter-Order of the CRMD dated 2 May 2014 is
‘hereby AFFIRMED.

FOREST HILLS is directed to amend its Articles of
Incorporation to indicate that it is a stock corporation, within a period not
exceeding one (1) year from receipt of this Decision.

Let a copy of this Decision be furnished the Company Registration
and Monitoring Department for information and appropriate action.

8 Jd at 191. (Underlining in the original)
®  Approved on May 1, 1980.

10 Rollo, pp. 9, 97.

It 1d at 126-128.

12 Id at 127-128.

B Id at 99,

4 Id at 95-108.




Decision 4 G.R. No. 256634
SO ORDERED." (Emphasis in the original)

The SEC En Banc declared that FHGCCI is a stock corporation. First,
the SEC En Banc observed that FHGCCI’s Articles of Incorporation provides
that it is a “non-profit stock corporation,” which goes against legal principle
and common sense. Second, it noted that FHGCCI issues shares of stock and
was, therefore, authorized to distribute profits to its members because the
power to declare dividends is inherent in a common share. Third, it added that
the provision in FHGCCI’s Articles of Incorporation that the corporation is
not allowed to distribute dividends to its member is not determinative as to
whether it is a stock or non-stock corporation. The SEC En Banc noted that
aside from having access to the club facilities, the shareholders of FHGCCI
receive ownership interest over its assets. Thus, it concluded that FHGCCI’s
shareholders have an inchoate right to the assets of the corporation. Fourth,
the SEC En Banc opined that FHGCCI's shares are investments as they
appreciate or depreciate in value. The monetary value and property rights
attached to a golf and country club shares are fundamental to the existence of
the corporation. Finally, the SEC En Banc concluded that FHGCCI s structure
is a circumvention of the law.!°

FHGCCI thus filed a Petition for Review under Rule 43!7 of the Rules
of Court with the CA. '

The Ruling of the CA

The CA affirmed the ruling of the- SEC En Banc with modification in
its Decision!® dated May 235, 2021, to wit:

WHEREFORE, the instant petition is DENIED. The 23 July 2019
Decision of the Securities and Exchange Commission is AFFIRMED
WITH MODIFICATION as follows:

WHEREFORE, premi_ses considered, the
Memorandum on Appeal is hercby DENIED. The

Letter-Order of the CRMD dated 2 May 2014 is hereby
AFFIRMED.

FOREST HILLS is directed to amend its Articles of
Incorporation by deleting any and all provisions
inconsistent with it being a stock corporation, within a
period not exceeding one (1) year from receipt of this

13 Id. at 108. (Underlining in the original)

16 Jd. at 104-108.
7 Id. at 66-94.
18 Id. at7-14.



Decision 5 G.R. No. 256634

Decision.

Let a copy of this Decision be furnished the
Company Registration and Monitoring Department for
information and appropriate action.

SO ORDERED.
Costs against petitioner.

SO ORDERED." (Emphasis in the original)

First, the CA clarified that the issue of whether FHGCCI is a stock or
non-stock corporation was not squarely raised in previous proceedings

involving FHGCCI. Therefore, any statement regarding this matter is obiter
dictum.®

Second, the CA shared the observation of the SEC En Banc that
FHGCCI declared in its Articles of Incorporation that it is a stock
corporation.?! ‘

Third, it is undisputed that FHGCCI issues transferable certificates of
stock to interested parties. Once a stock is issued, the shareholder has access
to the club’s facilities. The value of the share shall increase or decrease
depending on the market forces. FHGCCT’s assets shall be distributed to its
members upon its dissolution. Thus, contrary to FHGCCI’s declaration that it
is non-profit, the CA agreed with the SEC En Banc that FHGCCI is engaged
in profit-making because the shares were issued not merely to set up the
management and control of the corporation. The CA found no reason to
disturb the findings of the SEC En Banc.”

Fourth, the CA concurred with the view of the SEC En Banc that
non-profit stock corporations cannot be allowed to exist as a stock corporation
which is necessarily established for profit.?®

Finally, the CA ruled that the SEC En Banc’s directive to FHGCCI to
amend its Articles of Incorporation is superfluous. Instead, FHGCCI must
delete the provisions in its Articles of Incorporation that are inconsistent with
its nature as a stock corporation.**

9 Jd at 13—14.
2 Id at11.

2V Id at 12,

2 Jd at 12-13.
2 Jd. at 13,

% Id
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FHGCCI filed the instant Petition before the Court to question the
foregoing rulings of the CA.

FHGCCI's Arguments

First, petitioner explains that a stock corporation must have capital
stock divided into shares and must be authorized to distribute to holders of
such shares, dividends or allotments of the surplus profits on the basis of the
shares held. If one of these requisites is absent, then it is a non-stock
corporation. Petitioner contends that since it is not authorized to distribute
dividends under its Articles of Incorporation, it cannot be considered a stock
corporation. The mere fact that it has shares of stock is insufficient to establish
that it is a stock corporation because neither the Corporation Code nor
Republic Act No. 11232,% or the “Revised Corporation Code of the
Philippines” (Revised Corporation Code), prohibit a non-stock corporation
from issuing shares to its members.?

Second, petitioner avers that the mere presence of profit does not
destroy the character of a non-stock corporation as such. Moreover, the access
of petitioner’s members to its facilities is consistent with its primary purpose
and that any increase in the value of their shares is not tantamount to dividends,
which are declared out of the unrestricted retained earnings of a corporation,
and not through the sale of shares of stock. As to the distribution of the assets
of petitioner to its members upon its dissolution, this is expressly allowed
under the Corporation Code.?’

Finally, petitioner submits that a non-stock corporation cannot be
converted into a stock corporation by merely amending its Articles of
Incorporation and By-Laws. Further, petitioner points out that the CA did not
identify the provisions in its Articles of Incorporation that are supposedly
inconsistent with stock corporations. Also, the directive of the CA will not
only violate the right of petitioner’s members to form associations for
purposes that are not contrary to law under Article III, Section 8 of the 1987

Constitution,”® but also impair the obligation of petitioner to its members
under its Articles of Incorporation and By-Laws.?

25

Approved on February 20, 2019.

% Rollo, pp. 31-36.

7 Id at36-43.

2 Sec. 8. The right of the people, including those employed in the public and. _private sectors, to form

unions, associations, or societies for purposes not conirary to law shall not be abridged.
% Rollo, pp. 43-46.
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SEC-CRMD s Arguments

Respondent filed its Comment®® pursuant to the Resolution?! of the
Court dated September 29, 2021.

First, respondent points out that the Petition failed to show special and
important reasons warranting the exercise of the Court’s discretionary
appellate jurisdiction. The factual findings of the SEC En Banc that were
affirmed by the CA are entitled to great respect, if not finality, by the courts
considering the special knowledge and expertise of the SEC over matters
- falling within its jurisdiction.*?

Second, respondent maintains that the CA is correct that petitioner is a
stock corporation. Its own Articles of Incorporation provide that it is a stock
corporation. Petitioner also has capital stock divided into shares. The authority
to declare dividends is inherent in a common share, though corporations may
stipulate that no dividends will be declared or paid. Notably, petitioner has a
Board of Directors instead of a Board of Trustees.*?

Third, though petitioner’s Articles of Incorporation prohibits the
distribution of dividends, it is engaged in a business for profit because the sale
of its proprietary certificates together with the issuance of common shares
entitles the investor to profit from it.>*

Finally, respondent claims that the directive to amend petitioner’s
Articles of Incorporation is consistent with the legal mandate of the SEC under
Republic Act No. 8799, or “The Securities Regulation Code,” to regulate
corporations and ensure that they comply with pertinent laws.»

The Issue

The issue is whether the CA is correct in ruling that petitioner is a stock
corporation.

30 Jd at318-355.
U Jd at 307.

2 Id at 325-330.
3 Id at331-336.
M Id. at 337-344.
3 Id. at 345-350.
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The Ruling of the Court
The Petition is meritorious.

Preliminarily, it must be noted that the present case arose from the
proceedings before the SEC on the amendment of FHGCCI’s By-Laws. The
SEC-CRMD correctly held that as a general rule, courts must accord great
weight to the findings of the SEC as it undoubtedly has the expertise over
matters within its jurisdiction. However, the rule is not ironclad and judicial
interference is allowed in several well-recognized exceptions, to wit:
(1) whenever the factual findings of the administrative agency or tribunal are
not supported by evidence; (2) where the findings are vitiated by fraud,
imposition, or collusion; (3) where the procedure which led to the factual
findings is irregular; (4) when palpable errors are committed; or (5) when a
grave abuse of discretion, arbitrariness, or capriciousness is manifest.*®

In the present case, the Court deems it proper to review the rulings of
the SEC En Banc and the CA because their conclusions were palpably
erroneous for lacking support in evidence and for being contrary to the
relevant laws and jurisprudence, as further discussed below.

The crux of the controversy in the case is whether petitioner is a stock
or non-stock corporation. The classes of corporation, namely, stock and
non-stock, are defined in Section 3 of the Corporation Code:

SECTION 3. Classes of Corporations. — Corporations formed or organized
under this Code may be stock or non-stock corporations. Corporations
which have capital stock divided into shares and are authorized to distribute
to the holders of such shares dividends or allotments of the surplus profits
on the basis of the shares held are stock corporations. All other private
corporations are non-stock corporations.

The Revised Corporation Code, which took effect on February 23,
2019,% retained the foregoing definition.38

36 Ateneo De Manila University v. Court of Appeals, 229 Phil. 128, 133 (1986) [Per J. Gutierrez, Jr., Second

Division]. See also Department of Finance-Revenue Integrity Protection Service v. Ventura, 935 Phil.
347,359, 361 (2023) [Per J. Leonen, Second Division].

Ago Realty & Development Corp. v. Dr. Ago, 865 Phil. 797, 816 (2019).

Sec. 3. Classes of Corporations. — Corporations formed or organized under this Code may be stock or
nonstock corporations. Stock corporations are those which have capital stock divided into shares and are
authorized to distribute to the holders of such shares, dividends, or allotments of the surplus profits on
the basis of the shares held. All other corporations are nonstock corporations.

oW
Q

0



Decision 9 G.R. No. 256634

Under Section 3 of the Corporation Code and the Revised Corporation
Code, two requisites must concur before a corporation can be classified as a

stock corporation, i.e., first, it has capital stock divided into shares, and second,

it is authorized to distribute to the holders of such shares dividends or
allotments of the surplus profits on the basis of the shares held.* The use of
the word “and” in Section 3 suggests that the two requisites are cumulative,
rather than alternative.®’ If only one requisite is present, the corporation
cannot be properly classified as a stock corporation.*!

Thus, the Court held in Collector of Internal Revenue v. Club Filipino,
Inc. de Cebu™ that the respondent therein is a non-stock corporation despite
having capital stock that are divided into shares:

Moreover, for a stock corporation to exist, two requisites must be
complied with, to wit: (1) a capital stock divided into shares and (2) an
authority to distribute to the holders of such shares, dividends or allotments
of the surplus profits on the basis of the shares held (sec. 3, Act No. 1459).43
In the case at bar, while the respondent Club’s, capital stock is divided into
shares, nowhere in its articles of incorporation or by-laws could be found
an authority for the distribution of its dividends or surplus profits. Strictly
Speaking, it cannot, therefore, be considered a stock corporation, within the
contemplation of the corporation law.* (FEmphasis supplied)

The Court is constrained by the provisions of Section 3 of the
Corporation Code and the Revised Corporation Code.* To reiterate, a stock
corporation must not only have capital shares but must also be authorized to

3 Republic v. City of Parafiaque, 691 Phil. 476, 484 (2012) [Per J. Mendoza, Third Division].
W See Mohammad v. Sec. Guevarra, 951 Phil. 925, 934 (2024) [Per.J. Singh, En Banc).

U Republic v. City of Paraiiaque, 691 Phil. 476, 484 (2012) [Per J. Mendoza, Third Division].
42 115 Phil 310 (1962) [Per I. Paredes, n Banc).

B ACTNO. 1459 (1906), or “The Corporation Law,” sec. 3 states:

SECTION 3. Corporations may be public or private. Public corporations are those formed or organized

for the government of a portion of the state. Private corporations are those formed for some private

purpose, benefit, aim, or end, as distinguished from public corporations, which have for their purpose
the general good and welfare. Private corporations are divided into stock corporations and nonstock
corporations. Corporations which have a capital stock divided into shares and are authorized to distribute
to the holders of such shares dividends or allotments of the surplus profits on the basis of the shares held
are stock corporations. All other private corporations are nonstock corporations.

U Collectar of Internal Revenue v. Club Filipino, Inc. de Cebu, 115 Phil. 310, 314-315 (1962) [Per J.

Paredes, En Banc].

There are previous cases involving golf clubs that are non-stock corporations but have shares of stock:

In Valley Golf & Country Club, Inc. v Vda. de Caram, 603 Phil 219, 235 (2009) [Per I. Tinga,
Second Division], the Court observed that “[e]ven though Valley Golf is a non-stock corporation, as
evinced by the fact that it is not authorized to distribute to the holder of its shares dividends or allotments
of the surplus profits on the basis of shares held, the Golf Share has an assigned value reflected on the
certificate of membership itself.”

And in Calatagan Golf Club, Inc. v. Clemente, Jr, 603 Phil 295, 307-308 (2009) [Per J. Tinga,
Second Division], the Court held that “[a] non-stock corporation like Calatagan is not exempt from that
obligation in its treatment of its members. The obligation of a corporation to treat every person honestly
and in good faith extends even to its shareholders or members, even if the latter find themselves
contractually bound to perform certain obligations to the corporation. A certificate of stock cannot be a
charter of dehumanization.”

45

7



Decision 10 G.R. No. 256634

distribute dividends to the holders of these shares. Failure to satisfy both
requisites means that a corporation is non-stock if it does not distribute any
part of its income to its members,*® even though it issues shares of stock to its
members.*” Whether non-stock corporaticns, especially golf or country clubs,
should be prohibited from having shares of stock to ensure consistency with
its intended purpose is best raised before the legislature and not before the
judiciary.

It is undisputed that petitioner has capital stock divided into shares.
Hence, there is no question as to the presence of the first requisite for
petitioner to be considered a stock corporation. What is contentious is the
presence of the second requisite.

A stock corporation must be authorized to distribute dividends or
allotments of surplus profits to its stockholders. In contrast, under Section 87

of the Corporation Code, which was substantially retained in Section 86* of -

the Revised Corporation Code, a non-stock corporation is “one where no part
of its income is distributable as dividends to its members, trustees, or
officers[.]” Further, a non-stock corporation must be for charitable, religious,
educational, professional, cultural, fraternal, literary, scientific, social, civic
service, or similar purposes, like trade, industry, agricultural and like
chambers, or any combination thereof.*

Republicv. City of Parafiaque, 691 Phil. 476, 484 (2012) [Per J. Mendoza, Third Division].
Collector of Internal Revenue v. Club Filipino, Inc. de Cebu, 115 Phil. 310, 314-315 (1962 [Per .
Paredes, £r Banc).
4% Corp. CODE, sec. 87 states:
Sec. 87. Definition. — For the purposes of this Code, a non-stock corperation is one where no part of its
income is distributable as dividends to its members, trustees, or officers, subject to the provisions of this
Code on dissolution: Provided, That any profit which a non-stock corporation may obtain as an incident
to its operations shall, whenever necessary or proper, be used for the furtherance of the purpose or
purposes for which the corporation was organized, subject to the provisions of this Title.
The provisions goveming stock corporation, when pertinent, shall be applicable to non-stock
corporations, except as may be covered by specific provisions of this Title.
4 REev. CORP. CODE, sec. 86 states:
Sec. 86. Definition. — For purposes of this Code and subject to its provisions on dissolution, a nonstock
corporation is one where no part of its income is distributable as dividends to its members, trustees, or
officers: Provided, That any profit which a nonstock corporation may obtain incidental to its operations
shall, whenever necessary or proper, be used for the furtherance of the purpose or purposes for which
the corporation was organized, subjeci to the provisions of this Title.
The provisions governing stock corporations, when pertinent, shall be applicable to nonstock
corporations, except as may be covered by specific provisions of this Title.
30 Corr. CODE, sec. 88 states: ,
Sec. 88. Puyposes. — Non-stock corporations may be formed or organized for charitable, religious,
educational, professional, cultural, fraternal, literary, scientific, social, civic service, or similar purposes,
like trade, industry, agricultural and like chambers, or any combination thereof, subject to the special
provisions of this Title governing particular classes of non-stock corporations.
REV. CORP. CODE, sec. 87 similarly states:
Sec. 87. Purposes. — Nonstock corporations may be formed or organized for charitable, religious,
educational, professional, cultural, fraternal, literary, scientific, social, civic service, or similar purposes,
like trade, industry, agricultural and like chambers, or any combination thereof, subject to the special
provisions of this Title governing particular classes of nonstock corporations.

47



Decision 11 G.R. No. 256634

In the present case, the primary purpose of petitioner under its Articles
of Incorporation is as follows:

To promote the social, recreational and athletic activities on a nhon-
profit basis among its members, the main objective and undertaking of
which will be the construction and maintenance of a golf course, tennis
courts, swimming pools, and other indoor and outdoor related sports and
recreational facilities.’!

The foregoing is consistent with the nature of a non-stock corporation
as it 1s not for profit but for social and recreational purposes. The Articles of
Incorporation of petitioner further provides as follows:

4. No profit shall inure to the benefit of any member. Hence, no
dividend shall at any time be declared and/or paid. Members shall be
entitled only to a pro-rata share of the assets of the Corporation at the time
of its dissolution or liquidation.*?

Considering that petitioner is expressly prohibited from declaring or
paying dividends to its members, it cannot be classified as a stock corporation.

Still, the SEC En Banc and the CA ruled that petitioner is a stock
corporation because it supposeéﬂy operates for profit notwithstanding the
above-quoted provision in its Articles of Incorporation. They also determined
that petitioner effectively distributes income to its members as the latter can
earn from the increase in the value of the shares and are entitled to a pro-rata
share in the assets of petitioner upon its dissolution.

The Court does not agree %VVi’[h the SEC Ern Banc and the CA.

The provision in petitioner’s Articles of Incorporation that grants its
members a pro-rafa share in the corporation’s assets upon its dissolution is
not contrary to the Corporation Code or the Revised Corporation Code, which
pertinently provide: -

Corporation Code Revised Corporation Code
SECTION 94. Rules of Distribution. — ; SECTION 93. Rules of Distribution. —
In case of dissolution of a non-stock | The assets of a nonstock corporation
corporation in accordance with the | undergoing the process of dissolution for
provisions of this Code, its assets shall | reasons other than those set forth in
be applied and distributed as follows: Section 139 of this Code shall be applied

St Rollo, p. 130.
2 Id at 134.
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1. All liabilities and obligations of the
corporation shall be paid, satisfied and
discharged, or adequate provision shall
be made therefor;

2. Assets held by the corporation upon a
condition requiring return, transfer or
conveyance, and which condition occurs
by reason of the dissolution, shall be
returned, transferred or conveyed in
accordance with such requirements;

3. Assets rteceived and held by the
corporation subject to  limitations
permitting their use only for charitable,
religious, benevolent, educational or
similar purposes, but not held upon a
condition requiring return, transfer or
conveyance by rcason of the dissolution,
shall be transferred or conveyed to one
or more corporations, societies Or
organizations cngaged in activities in the
Philippines substantially similar to those
of the dissolving corporation according
to a plan of distribution adopted pursuant
to this Chapter;

4. Assets other than those mentioned in
the preceding paragraphs, if any, shall
be distributed in accordance with the
provisions  of  the articles  of
incorporation or the by-laws, to the
extent that the articles of incorporation
or the by-laws, determine the
distributive rights of members, or any
class or classes of members, or provide
Jor distribution; and

5.In any other case, asscts may be
distributed to such persons, societies,
organizations or corporations, whether
or not organized for profit, as may be
specified in a plan of distribution
adopted pursuant to this Chapter.>

and distributed as follows:

(a) All habilities and obligations of the
corporation shall be paid, satisfied and
discharged, or adequate provision shall
be made therefor;

(b) Assets held by the corporation upon
a condition requiring return, transfer or
conveyance, and which condition occurs
by reason of the dissolution, shall be
returned, transferred or conveyed in
accordance with such requirements;

(c) Assets received and held by the
corporation subject to limitations
permitting their use only for charitable,
religious, benevolent, educational or
similar purposes, but not held upon a
condition requiring return, transfer or
conveyance by reason of the dissolution,
shall be transferred or conveyed to one
(1) or more corporations, societies or
organizations engaged in activities in the
Philippines substantially similar to those
of the dissolving corporation according
to a plan of distribution adopted pursuant
to this Chapter;

(d) Assets other than those mentioned in

the preceding paragraphs, if any, shall
be distributed in accordance with the
provisions  of  the  articles  of
incorporation or the bylaws, to the
extent that the articles of incorporation
or the bylaws determine the distributive
rights of members, or any class or
classes of members, or provide for
distribution; and

(¢)In any other case, assets may be
distributed to such persons, societies,
organizations or corporations, whether
or not organized for profit, as may be
specified in a plan of distribution
adopted pursuant to this Chapter.”*

Considering that the assets of non-stock corporations may be

distributed to its members upon its dissolution, then petitioner’s distribution

53
54

Emphasis supplied.
Emphasis supplied.

G.R. No. 256634




Decision 13 G.R. No. 256634

of its assets to its members upon its dissolution cannot be used to justify a
conclusion that petitioner is a stock corporation. Verily, Section 87 of the
Corporation Code and Section 86 of the Revised Corporation Code prohibit a
non-stock corporation from distributing its income as dividends to its
members, trustees, or officers, not the distribution of its remaining assets to
its members upon dissolution. The two cannot be lumped together as they
pertain to different matters and were clearly treated as discrete and distinct
transactions under the foregoing laws.

Although the distribution to stockholders of a corporation’s assets upon
dissolution has been commonly termed as “liquidating dividends,” the same
is a misnomer. In Wise & Co., Inc. v. Meer,> the Court explained that a
distribution in liquidation of the corporation’s assets, which is a return to the
stockholders of the value of their stock upon a surrender of their interest in
the corporation, is distinguishable from a dividend paid by a going concern
corporation out of corporate profits when declared by the directors in their
discretion, which is in the nature of a recurrent return upon the stock.
Dividends are declared by a corporation that is a going concern to its
stockholders, who do not lose their shares of stock in the process and may
look to future returns upon the same stock; in contrast, a distribution of assets
upon the corporation’s dissolution necessarily terminates or wipes out the
stockholdings of the stockholders, who lose all their interest in the dissolved
corporation.’® Dividends represent profits realized by the stockholders from
their shares, but in dissolution, the stockholders may either realize a gain or
suffer a loss, depending on the assets that they receive in relation to the value
of their shares.”” . '

Anent the shares of stock of petitioner, the potential profit that its
members may earn from the sale thereof is too speculative to be the basis for
ruling that petitioner operates for profit.°® There is no guarantee that the shares
of stock of petitioner may increase in value. Its' members may likewise lose
whatever they paid for these shares should it-decrease in value. Further, there
is no evidence showing that petitioner has actively pursued this supposed
profit-making scheme.

It should be emphasized that a corporation is presumed to have acted
within the powers granted to it,%” while its directors and corporate officers may
be reasonable presumed to have performed their duties and functions in

55 78 Phil. 655 (1947) [Per J. Hilado, Fn Banc].

% Id at 671-672. ‘

5T Id at 668—669.

58 See Collector of Internal Revenue v. Club Filipino, Inc. de Cebu, 115 Phil. 310, 314-315 (1962) [Per J.
Paredes, En Bancl.

5 University of Mindanao, Inc. v. Bangko Sentral ng Pilipinas, 776 Phil. 401, 433 (2016) {Per J. Leonen,
Second Division], citing Coleman v. Hotel de France Co., 29 Phil. 323 (1915) [Per J. Carson, En Banc).
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- accordance with the laws.%® It was therefore the burden of respondent to
establish that petitioner was operating for profit and was acting contrary to its
declared non-profit purpose for the social, recreational, and athletic activities
of its members. That petitioner is primarily being operated for its members to
profit from the sale of their stockholdings in the corporation or from the
distribution of the corporation’s assets upon dissolution is unsupported by any
evidence and appears to be nothing more than pure speculation.

Consequently, the Court cannot agree with the CA and the SEC £n Banc
that petitioner is a stock corporation, notwithstanding the statement in its
Articles of Incorporation that it is a “non profit stock corporation.”®! The
nature of petitioner as a stock or non-stock corporation is not determined by
the nomenclature or term used by its incorporators in characterizing it, but by
the applicable statutes vis-a-vis all the provisions in its Articles of
Incorporation and By-Laws, as well as evidence of its actual practice.%?
Petitioner is a non-stock corporation based on its purpose under its Articles
of Incorporation and the clear prohibition against the distribution of dividends
to its members, as well as the dearth of evidence establishing that it is
primarily engaged in profit-making for its members.

‘Under Section 88 % of the Revised Corporation Code, which is
substantially the same as Section 89% of the Corporation Code, non-stock
corporations are allowed to limit the voting rights of its members. Therefore,
there is no reason to disallow the amendments to the By-Laws of petitioner
restricting the voting rights of its members as it is a non-stock corporation.
There being no other objection to the amendments apart from the erroneous
classification of petitioner as a stock corporaticn, it must be allowed.

8 Lee Hiong Wee v. Dee Ping Wee, 526 Phil. 739, 759 (2006) {Per J. Garcia, Second Division].

8 Rollo, p. 130. .
KNOW ALL MEN BY THESE PRESENTS:

THAT WE, who are of legal age, and a majority of whom are residents of the Philippines, have this
day voluntarily associated ourselves together for the purpose of forming a non-profit stock corporation
under the laws of the Republic of the Philippines.

See Begino v. ABS-CBN Corp., 758 Phil. 467, 479 (2015) [Per J. Perez, First Division]; Lao v. Court of
Appeals, 341 Phil. 230,244 (1997) [Per J. Panganiban, Third Division]; Japitana v. Hechanova, 90 Phil.
747,750 (1952) [Per J. Padilla, £n Banc]. ‘

Sec. 88. Right to Vote. — The right of the members of any class or classes to vote may be limited,
broadened, or denied to the extent specified in the articles of incorporation or the bylaws. Unless so
timited, broadened, or denied, each member, regardless of class, shall be entitled to one () vote.

Unless otherwise provided in the articles of incorporation or the by-laws, a member may vote by
Proxy, in accordance with the provisions of this Code. The bylaws may likewise authorize votin g through
remote communication and/or in absentia.

Sec. 89. Right fo Vote. — The right of the members of any class or classes to vote may be limited,
* broadened or denied to the extent specified in the articles of incorporation or the by-laws. Unless so
limited, broadened or denied, each member, regardless of class, shall be entitled to one vote.

Unless otherwise provided by the articles of incorporation or the by-laws, a member may vote by
proxy in accordance with the provisions of this Code.

Voting by mail or other similar means by members of non-stock corporations may be authorized by

the by-laws of non-stock corporativns with the approval of, and under such conditions which may be,
prescribed by, the Securities and Exchange Commission.
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Notably, petitioner only prayed in its Petition that the proposed
amendments to its By-Laws “be DECLARED valid insofar as it provides that
the voting rights shall be limited to Regular Members in good standing.”®®
However, the proposed amendments to the By-Laws of petitioner are not
limited to the voting rights of its members. ® The SEC nonetheless
disapproved all the amendments because it ruled that petitioner is a stock
corporation. As such, the Court deems it prudent to remand the case to the
SEC En Banc so that it may evaluate all the proposed amendments of
petitioner, bearing in mind that it is a non-stock corporation. For its part,
petitioner should consider amending its Articles of Incorporation to properly
reflect its classification as a non-stock corporation.

ACCORDINGLY, the Petition for Review on Certiorari is
GRANTED. The Decision dated May 25, 2021 of the Court of Appeals in
CA-G.R. SP No. 162961 is REVERSED and SET ASIDE. The case is
REMANDED to the Securities and Exchange Commission En Banc to
determine whether the proposed amendments of the By-Laws of petitioner
Forest Hills Golf and Country Club, Inc. are lawful in consideration of its
classification as a non-stock corporation and to approve it accordingly.

SO ORDERED.
/
PAUL/B. INTING
Associate Justice
WE CONCUR:

8 Rollo, p. 46.
%  For example, Section 2.2 of the Amended Ry-Laws, sec. 2.2 states:

Sec. 2.2 CLUB MEMBERSHIP. Membership in the Club is a privilege. A holder of share of stock
of the Club is not ipso facto a member of the Club. He must file an application for membership which
must be approved in accordance with the provisions hereof, and pay the Membership Activation Fee
under Section 13,7 hereof. The mere purchase of a share does not qualify a person for membership. Only
by the favorable action of the Board of Directors may a person be admitted to membership, subject to
the limitations provided in Section 2.4 hereof. For the avoidance of doubt, juridical entities are not
qualified to be members of the Club. Only natural persons may qualify for admission into membership
in the Club. /d. at 162. (Underlining in the original). See also Sections 2.1,2.3.2,2.3.5,2.5,4.1,7.2,77.3,
7.4,7.7,12.1,13.1,13.6, 13.7, 13.8, and 14.2. /d. at 161-192.
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