G.R. No. 135808. October 06, 2008 (Case Brief / Digest)

Title: Securities and Exchange Commission v. Interport Resources Corporation, et al.

Facts:

The case revolves around the alleged failure of Interport Resources Corporation (IRC) and
its board of directors to comply with the requirements for disclosing material information
under the Revised Securities Act. On 6 August 1994, the IRC Board approved a
Memorandum of Agreement with Ganda Holdings Berhad (GHB), which entailed IRC
acquiring all capital stock of Ganda Energy Holdings, Inc. (GEHI), in exchange for issuing
40.88 billion shares to GHB. Concurrently, IRC would acquire a significant stake in
Philippine Racing Club, Inc. (PRCI). This arrangement was publicized through a press
release sent on 8 August 1994.

The Securities and Exchange Commission (SEC) received reports alleging that IRC failed to
disclose negotiations with GHB timely and that some directors traded IRC shares using
insider information. The SEC demanded the submission of the Memorandum of Agreement
and an explanation from IRC. Subsequently, the SEC found IRC in violation of disclosure
rules and determined some officers and directors contravened sections on insider trading.
IRC and its directors filed motions challenging the SEC’s authority and procedures, leading
to the SEC forming a special investigating panel. This decision was contested, prompting a
petition filed by the respondents at the Court of Appeals, which led to an injunction against
the SEC, halting further action.

The Court of Appeals ruled against the SEC, finding that without implementing rules for the
concerned sections of the Revised Securities Act, proceedings against the respondents
violated their rights to due process and equal protection. The SEC’s petition for review to
the Supreme Court followed.

Issues:

1. Whether the absence of implementing rules nullifies Sections 8, 30, and 36 of the Revised
Securities Act.

2. The validity of the Court of Appeals’ injunction against the SEC preventing actions
against IRC and its directors.

3. The appropriateness of the procedural rules used by the SEC in its investigations against
IRC and its officers.

Court’s Decision:
The Supreme Court reversed the decision of the Court of Appeals, holding that the Revised
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Securities Act’s Sections 8, 30, and 36 did not require implementing rules to be effective
and binding. The lack of implementing rules cannot invalidate provisions of law when a
reasonable construction supporting the law is possible. Furthermore, the Court clarified the
investigation’s jurisdiction and procedures concerning the SEC and Presidential Decree No.
902-A. The case was deemed to merit review, correcting the Court of Appeals’ restrictions
on the SEC’s authority to investigate violations related to insider trading and disclosure
requirements.

Doctrine:

The decision reiterates that statutory provisions, unless explicitly requiring implementing
rules or found to be vague, are binding and effective upon enactment. It underscores the
principle that laws are presumed valid and enforceable, and the absence of implementing
rules does not render them inoperative.

Class Notes:

- The presumption of validity applies to all laws unless specifically declared otherwise.

- Sections of law not requiring explicit implementing rules to detail enforceability can still
be effective.

- Insider trading and disclosure of material information violations can be pursued by the
SEC under the Revised Securities Act without the need for implementing rules.

- Statutory requirements for disclosure and against insider trading are critical for the
protection of investors and the integrity of the securities market.

Historical Background:

The case highlights the legal and regulatory framework within the Philippines for protecting
investors and maintaining a transparent and fair securities market. It underscores the
evolving interpretation of securities law and the importance of ensuring that corporate
actions are conducted within the bounds of law, particularly in matters of material
information disclosure and preventing insider trading. The context reflects the broader
efforts to strengthen the securities market’s regulatory environment, enhancing investor
confidence and market stability.
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