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Title: Balinghasay v. Castillo, G.R. No. 184116, April 8, 2015

Facts:
The Medical Center Parañaque, Inc. (MCPI), founded in 1977, operates a hospital located on
Dr.  A.  Santos  Avenue,  Sucat,  Parañaque  City.  The  corporation  has  two  classes  of
shareholders: Class A and Class B. Petitioners are a combination of Class A shareholders
(some of whom were board directors) and Class B shareholders. The respondents were
minority stockholders holding Class B shares.

Before  1997,  MCPI  outsourced  its  ultrasound  services  to  independent  entities  under
concession contracts. When these contracts expired, the MCPI board decided in 1997 to
grant  the operation of  the ultrasound unit  to  a  group of  investors,  primarily  Ob-Gyne
doctors, who were also mostly board directors and Class A shareholders of MCPI. The group
raised PHP 850,000 to purchase an ultrasound machine. However, no formal contract was
initially enacted between MCPI and the investor group.

During board meetings on August 14, 1998, and February 5, 1999, decisions were made to
proceed with this arrangement; however, a majority of those present were also investors,
leading  to  legal  contentions  about  quorum  and  conflict  of  interest.  Subsequently,  a
Memorandum of Agreement (MOA) was signed, which stipulated that the machine’s income
was to be divided 60-40, later 55-45, between investors and MCPI, respectively.

Concerns regarding the propriety of the arrangement were raised by board member Flores
in October 1999 and February 2000, citing prejudicial implications for MCPI. Consequently,
respondents filed a derivative suit  in 2001 seeking annulment of  the MOA and profits
accounted.  Initially,  the Regional  Trial  Court  (RTC) dismissed the complaint,  accepting
MCPI’s implied ratification of the MOA as just and reasonable.  However,  the Court of
Appeals (CA) later reversed this judgment, prompting the petitioners to escalate the case to
the Supreme Court.

Issues:
1. Whether the MOA was valid considering the circumstances of its creation, the lack of
proper quorum, and absence of stockholder ratification.
2. Applicability of the “business judgment rule” and whether the CA erred in not considering
the intentions behind the MOA.
3. Legitimacy of CA’s imposition of attorney’s fees against the petitioners.

Court’s Decision:
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1. **MOA Validity**: The Supreme Court affirmed the CA’s decision finding the MOA invalid.
It was established that the board meetings where key decisions regarding the MOA were
made were not quorate without the participation of directors who were conflicted investors.
Furthermore, no ratification by a two-thirds vote of the outstanding shares was achieved at
any subsequent annual meetings, making the MOA improper.

2. **Business Judgment Rule**: The Court maintained that while business judgments by
boards are generally protected, they must be executed in good faith without conflicts of
interest.  Here,  the  board  acted  against  the  corporation’s  interest,  leveraging  insider
positions for personal gains without proper authorization.

3. **Attorney’s Fees**: It concurred with the CA’s award of PHP 200,000 in attorney’s fees
to the respondents, driven by the petitioner’s unjust behavior compelling respondents to
litigate.

Doctrine:
The case underscored the fiduciary duty of corporate directors to act without conflict of
interest and the critical need for transparency and ratification when interest conflicts arise
with  corporate  strategy.  It  also  implicitly  reaffirmed  that  derivative  suits  can  permit
shareholders to litigate in behalf of a corporation when directors’ actions are contrary to
corporate interests.

Class Notes:
–  **Fiduciary  Duties**:  Directors  must  prioritize  the  corporation’s  interests  over  their
conflicts.
– **Derivative Suits**: A mechanism for shareholders when boards are derelict, entitling the
corporation, rather than the shareholder, to be considered the real party-in-interest.
– **Business Judgment Rule**: Courts avoid second-guessing board decisions unless tainted
by bad faith or self-interest.

Historical Background:
This case highlights corporate governance challenges in Philippine healthcare institutions
where directors’  personal  investments  intersect  with institutional  operations.  The legal
scrutiny  that  followed reflects  an  iterative  process  of  corporate  governance  evolution,
spotlighting  the  judiciary’s  role  in  upholding  fiduciary  accountability  amidst  complex
corporate structures.


