G.R. No. L-19255. January 18, 1968 (Case Brief / Digest)

### Title:
Philippine American Life Insurance Company v. The Auditor General

### Facts:

The case centers around the dispute regarding the applicability of the Margin Law (Republic
Act 2609) to the remittances of premium payments by the Philippine American Life
Insurance Company (Philamlife) to its foreign reinsurer, the American International
Reinsurance Company (Airco), after the enactment of the Margin Law on July 16, 1959.
Philamlife and Airco had a reinsurance treaty agreement initiated on January 1, 1950,
stipulating conditions under which Philamlife would cede life insurance policies to Airco
beyond its maximum retention limits. Despite the agreement predating the Margin Law, the
Central Bank of the Philippines imposed a margin fee on Philamlife’s remittances to Airco
post-July 16, 1959, leading to Philamlife’s claim for a refund citing the agreement as a pre-
existing obligation exempt from the margin fee under Section 3 of the Margin Law. The
claim was initially accepted by the Central Bank’s Monetary Board but was later contested
by its auditor, culminating in the Philamlife’s petition for review after the Auditor General
supported the denial of the refund.

### Issues:

1. Whether the remittances of premiums by Philamlife to Airco under their reinsurance
treaty, post-July 16, 1959, are exempt from the margin fee as per Section 3 of the Republic
Act 2609 (Margin Law).

2. Whether the imposition of the margin fee on said remittances violates the non-impairment
clause of contractual obligations.

### Court’s Decision:

1. The Supreme Court denied Philamlife’s petition, holding that the remittances for
reinsurance premiums to Airco effected after the approval of the Margin Law on July 16,
1959, do not qualify for exemption under Section 3 of the Margin Law. The Court clarified
the distinction between a reinsurance treaty, being a framework agreement, and actual
reinsurance policies or cessions that create specific financial obligations. It reasoned that
the obligation to pay premiums—hence applicable fees—arises upon actual reinsurance of
policies post-Law enactment, not merely by virtue of the treaty.

2. On the allegation of impairment of contractual obligations, the Court held that laws
existing at the time of contract formation become implicit parts of the agreement and that
future legislations, particularly those encompassing economic policies for public welfare
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(like the Margin Law), do not violate the non-impairment clause provided they are
reasonable and not arbitrary exercises of the State’s police power.

### Doctrine:

The Decision reiterates the principle that future legislations enacted as reasonable exercises
of the State’s police power, aimed at addressing economic policies or public welfare, can
affect existing contractual obligations without violating the non-impairment clause of the
Constitution. It also delineates the difference between a reinsurance treaty as an agreement
and actual reinsurance policies or cessions as creating enforceable obligations subject to
new laws.

### Class Notes:

- **Pre-existing Obligations:** Contracts established before the enactment of new laws are
bound by the conditions present within the legal framework at the time of their creation,
subject to reasonable future legislations enacted for public welfare.

- **Non-impairment Clause:** Constitutional protections against the impairment of
contracts accommodate the State’s authority to enact reasonable regulations for public
good, even if those regulations affect existing agreements.

- **Police Power and Economic Regulation:** The State’s police power includes the
authority to enact economic policies and regulations aimed at maintaining currency
stability, economic welfare, and to avert crises, under which contracts made before such
policies may still be subject to new requirements and fees.

### Historical Background:

This case reflects the balancing act between upholding contractual freedoms and
accommodating necessary government interventions in economic policies. The Margin Law,
conceived amid concerns over dwindling international reserves, illustrates how state
interventions in economic affairs, even when affecting pre-existing contracts, are justified
within the ambit of ensuring national economic stability and public welfare.
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