G.R. No. L-20583. January 23, 1967 (Case Brief / Digest)

**Title:** Republic of the Philippines vs. Security Credit and Acceptance Corporation, et al.

**Facts:** The Security Credit and Acceptance Corporation (SCAC) was incorporated on
March 27, 1961. The day following its incorporation, the SCAC’s Board of Directors adopted
by-laws. By September of the same year, the Superintendent of Banks sought an opinion
regarding SCAC'’s status as a banking institution under the General Banking Act (Republic
Act No. 337), which was affirmed. Despite SCAC’s request for reconsideration, it was denied
in March 1962. Prior to this, SCAC had applied for the registration and licensing of its
securities under the Securities Act but was advised to comply with the General Banking Act
based on the opinion regarding its status as a banking institution. Following these events, a
search warrant was issued, and documents were seized from SCAC’s premises, revealing its
engagement in unauthorized banking operations.

In response to the examination findings, the Monetary Board declared SCAC to be
performing banking operations without the necessary compliance, leading to the Solicitor
General initiating quo warranto proceedings for dissolution with a prayer for a preliminary
injunction. Both parties eventually agreed on appointing the Superintendent of Banks as
receiver pendente lite.

Defendants admitted to most allegations but contested certain aspects including the validity
of legal opinions and the roles of certain individuals within the corporation. They
highlighted efforts to convert into a Security Savings and Mortgage Bank and cited a
declaratory relief action they had initiated.

**Issues:**

1. Whether SCAC engaged in banking operations without requisite authority under the
General Banking Act.

2. The legal merits of initiating quo warranto proceedings for SCAC’s dissolution and the
appointment of a receiver.

**Court’s Decision:**

The Supreme Court granted the writ of quo warranto, ordering SCAC’s dissolution based
upon:

- Admission of facts that SCAC had not obtained the necessary authorization for banking
operations, despite actively engaging in such activities.

- The unlawful nature of SCAC’s operations was considered a willful and substantial misuser
of corporate privileges, warranting dissolution for public interest.
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- The Court exercised its discretion in addressing the case directly due to the lack of factual
disputes and the significance of legal issues at hand, emphasizing the need for prompt
resolution.

**Doctrine:**

This decision underscores the principle that entities cannot engage in banking operations
without the necessary authority, as stipulated in the General Banking Act. The Court
reinforced the use of quo warranto proceedings as a legitimate remedy for addressing
unauthorized corporate actions that contravene statutory regulations, highlighting the
necessity of compliance with legal obligations for institutions engaging in financial
activities.

**Class Notes:**

- **General Banking Act (Republic Act No. 337)** stipulates the requirement for entities to
obtain authorization before engaging in banking operations.

- **Quo Warranto Proceedings:** A legal process to challenge the right of a corporation to
exist or operate based on unauthorized activities.

- **Key Statutory Provisions:**

- *¥*Section 2, RA 337**: Defines “banking institution” and outlines the necessity for
authorization.

- **Section 6, RA 337**: Prohibits entities from engaging in banking operations or
advertising as such without compliance.

- Application: The case illustrates the application of these provisions when an entity
performs banking functions without obtaining the required authority, leading to legal
actions including quo warranto and injunction for dissolution.

**Historical Background:**

This case exemplifies the stringent regulatory environment the Philippine banking sector
operates within, particularly during the early 1960s. It reflects the government’s efforts to
ensure financial stability and protect public interest by requiring entities to obtain proper
authorization before engaging in banking activities. The case is a reminder of the legal
boundaries set to regulate the operations of financial institutions and uphold the integrity of
the banking system.
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