G.R. No. L-45302. July 24, 1990 (Case Brief / Digest)

### Title:
Latchme Motoomull & Manuel Lacson vs. Joffre Dela Paz, et al.

### Facts:

The case involves the internal disunity among stockholders of Sarkara Trading Corporation,
which was incorporated on September 7, 1973. The discord started over a resolution (No.
27, then amended by No. 33) by the corporation’s Board of Directors increasing the share
capital and allocating unissued shares to existing shareholders, which was allegedly
approved in a special meeting. However, this allocation was executed without the requisite
approval from the Securities and Exchange Commission (SEC), leading to disputes over the
legality of shares used by Motoomull and Lacson in subsequent board elections.

Despite the disputes and procedural complexities involving the SEC and the amendments
made to the company’s share structure, the primary conflict escalated during the annual
stockholders’ meeting held on September 11 and 14, 1974. Miscommunication or perhaps
strategic maneuvering saw Motoomull and Lacson leverage additional shares they
subscribed to, significantly influencing the election of board members despite the
controversy surrounding these shares’ legality.

This internal dispute led to the filing of a civil case and a complaint with the SEC by
aggrieved shareholders, culminating in the SEC ruling against the legality of the additional
shares used by Motoomull and Lacson, affecting the board elections’ outcome. The case was
escalated to the Court of Appeals, which denied a preliminary injunction and lifted a
previous restraining order, prompting the case’s elevation to the Supreme Court.

### [ssues:

1. Whether the shares issued to Motoomull and Lacson without the requisite SEC approval
were legal.

2. Whether these shares could legally be utilized in corporate elections.

3. Interpretation of the legal ability of courts or bodies to stay the execution of decisions
pending appeal.

### Court’s Decision:

The Supreme Court affirmed the SEC’s and Court of Appeals’ decisions, holding that the
shares issued to Motoomull and Lacson were void under Section 38 of the Securities Act due
to non-compliance with the requirement for SEC approval before issuance. Consequently,
these shares could not be utilized in the elections. The decision also reinforced the
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interpretation that staying the execution of decisions pending appeal is primarily within the
jurisdiction of the officer or body rendering the initial decision, not the appellate court.

### Doctrine:
The case reiterates the doctrine that shares issued without requisite regulatory approval are
void and cannot confer legitimate rights, including voting rights in corporate elections.

### Class Notes:

The elements central to this case are:

1. **Regulatory Compliance**: Corporations must comply with regulatory requirements for
share issuance, emphasizing the importance of SEC approval before such actions.

2. **Shareholder Rights and Corporate Governance**: The dispute underscores the
significance of safeguarding shareholder rights and the need for transparency and fairness
in corporate governance, particularly regarding voting rights and board elections.

3. *Procedural Posture in Appeals**: The case outlines the procedural considerations when
appealing decisions from regulatory bodies, reinforcing the principle that immediate
execution of such bodies’ decisions is generally upheld.

### Historical Background:

This case reflects the legal and regulatory framework governing corporate governance and
securities in the Philippines in the 1970s, highlighting the emphasis on regulatory oversight
and shareholder rights within corporate entities. The rulings demonstrate the judiciary’s
role in upholding legal principles over corporate operations and shareholder activities,
especially concerning equity and fairness in internal corporate governance practices.
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