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VILLARAMA,JR,, J..

Assailed in this petition for review on certiorari under Rule 45 are the Decision[1] dated June 30, 2009 and
Resolution[2] dated September 29, 2009 of the Court of Appeals (CA) in CA-GR. SP No. 93342 which affirmed
the Decision[3] dated October 27, 2004 and Resolution[4] dated December 8, 2005 of the Board of Trustees of
respondent Government Service Insurance System (GSIS).

Respondent GSIS is a socia insurance institution created under Commonwesalth Act No. 186,[5] tasked with
providing and administering a pension fund for government employees and managing the General Insurance
Fund.

On March 19, 1981, the GSIS Board of Trustees (GSIS Board) approved the proposed GSIS Provident Fund Plan
(Plan) to provide supplementary benefits to GSIS employees upon their retirement, disability or separation from
the service, and payment of definite amounts to their beneficiaries in the event of death. It likewise adopted the
“Provident Fund Rules and Regulations’ (PFRR) which became effective on April 1, 1981.[6]

Under the Plan, employees who are members of the Provident Fund (Fund) contribute through salary deduction a
sum equivalent to five percent (5%) of their monthly salary while respondent’s monthly contribution is fixed at
45% of each member's monthly salary. A Committee of Trustees (Committee) appointed by respondent
administers the Fund by investing it “in a prudent manner to ensure the preservation of the Fund capital and the
adequacy of itsearnings.”[7]

Out of the earnings realized by the Fund, twenty percent (20%) of the proportionate earnings of respondent’s
contributions is deducted and credited to a General Reserve Fund (GRF) and the remainder is credited to the
accounts of the members in proportion to the amounts standing to their credit at the beginning of each quarter.
Upon retirement, members are entitled to withdraw the entire amount of their contributions and proportionate
share of the accumulated earnings thereon, and 100% of respondent’s contributions with its proportionate
earnings.[8]

On March 30, 2001, petitioner GERSIP Association, Inc.[9] (GERSIP), composed of retired GSIS employees and
officers, wrote the President and General Manager of respondent requesting the liquidation and partition of the
GRF. In his letter-reply[10] dated August 14, 2001, then President and General Manager Winston F. Garcia
explained that there exists a trust relation rather than co-ownership with respect to the Fund. He stressed that the
PFRR authorizes a reduction of 20% earnings for the GRF, not atotal liquidation of the fund itself. Moreover, the
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GREF, being an integral part of the Fund, must be maintained as a general policy to serve its purpose of providing
supplementary benefits to retired, separated and disabled GSIS employees and, in the event of death, payment of
definite amounts to their beneficiaries.

Petitioners initially filed a civil suit before the Regional Trial Court (RTC) of Quezon City (Civil Case No.
Q-01-45533) but on motion of respondent said case was dismissed on the ground that it is the GSIS Board which
has jurisdiction over the controversy.[11]

On October 30, 2002, petitioners filed a Petition[12] with the GSIS Board alleging that they have not been paid
their portion of the GRF upon their retirement, to which they are entitled as “co-owners’ of the Fund. They thus
prayed for ajudgment: (1) ordering respondent to render and/or submit a report of accounting of the Fund and the
GRF and to furnish copies thereof to petitioners, pursuant to Section 5, Article VIII of the PFRR; (2) directing
respondent to partition, settle, release and pay to the members of petitioner GERSIP their proportionate share of
the GRF, or their corresponding share of the accumulated earnings thereon, and in addition, 100% of
respondent’ s contributions to the Fund, plus the proportionate earnings thereon, all with interests at the legal rate
computed from the retirement dates of each individual member until fully paid, conformably with Section 1(b),
Article V of the PFRR; and (3) holding respondent liable for reasonable attorney’ s fees equivalent to 15% of the
total amount claimed, appearance fee of P3,000 per appearance and cost of suit.

In its Answer,[13] respondent asserted that petitioners as retiring members of the Fund were entitled only to the
benefits provided in Section 1(b), Article V of the PFRR and that their claim is not covered by Section 8(a) to (d),
Article IV which enumerates the purposes for which the GRF is alocated. Respondent further contended that
thereisno legal basisfor petitioners' theory that they are co-owners and not just beneficiaries of the Fund.

On October 27, 2004, the GSIS Board denied the petition for lack of merit. It held that the execution of the Trust
Agreement[14] between respondent and the Committee is a clear indication that the parties intended to establish
an express trust, not a co-ownership, with respondent as Trustor, the Committee as Trustee of the Fund and the
members as Beneficiaries. As to the GRF, the Board said that it answers only for the contingent claims mentioned
in Section 8, Article IV and there is no requirement in the PFRR for the accounting and partition of GRF.[15]

When their motion for reconsideration was denied by the GSIS Board, petitioners filed a petition for review in the
CA under Rule 43 of the 1997 Rules of Civil Procedure, as amended.

By Decision dated June 30, 2009, the CA affirmed the ruling of the GSIS Board. Petitioners motion for
reconsideration was likewise denied.

Hence, this petition arguing that:
1
The GSIS Provident fund is not a“trust” but a co-ownership.
2)
The Reserve Fund of the GSIS Provident Fund is not required by law; there is no necessity for it.
3
Partial partition of the Reserve Fund is not inconsistent with maintaining the GSIS Provident Fund.
4)

The petitioners, as members of the Provident Fund, are legally entitled to accounting and audit of the Fund.[16]
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Petitioners assert that since the GSIS Provident Fund is an employee fringe benefit package incorporated in the
collective bargaining agreements (CBA), the members own not only their personal contributions to the Fund but
also 100% of GSIS management contributions remitted in their names and for their benefit, plus al the earnings
of both personal contributions and the earnings of the management contribution, 20% of which is allotted by
respondent to the GRF. Upon the remittance by respondent of its contributions to the Fund, the same ceased to be
part of management funds but becomes part of the equity of the members for whom they were remitted as a
contractual obligation.

As to the GRF, petitioners contend that unlike modern insurance companies, there is no law or rule requiring the
GSIS Provident Fund to maintain a Reserve Fund. Hence, upon their retirement, members are entitled also to that
part of earnings from respondent’ s contributions which are remitted to the GRF, or at least the remaining balance
thereof pertaining to the share of each member.

Petitioners further argue that the Trust Agreement cited by the respondent is a misnomer. They point out that such
contract was entered only between the respondent and the first trustees, and it merely defined the latter's
functions in running the affairs of the Fund. As a contractual obligation of the respondent under the CBA, its
contributions to the Fund become part of the equity of the member in whose name it was remitted. Respondent
thus has no legal title to the funds and it has no basis to impose any condition on how to avail of the Fund
benefits, or to refuse its accounting and audit.

Resolution of the present controversy hinges on the determination of the nature of the funds contributed and its
accumulated earnings under the Plan.

A provident fund is a type of retirement plan where both the employer and employee make fixed contributions.
Out of the accumulated fund and its earnings, employees receive benefits upon their retirement, separation from
service or disability.

The GSIS Provident Fund was established through Resolution No. 201 of the GSIS Board. The GSIS Board
likewise adopted a set of rules and regulations (PFRR) to govern the membership, fund contributions and
investment, payment of benefits and the trustees.

On July 23, 1981, a Trust Agreement[17] was executed between respondent and the Committee. The latter was
tasked to administer, manage and invest the Fund, out of which it shall pay the benefits due to members or their
beneficiaries in accordance with the policies, rules and regulations approved by respondent. The Agreement
likewise explicitly declares:

SECTION 2. - The COMMITTEE OF TRUSTEES shall hold title and manage the FUND in trust for the
exclusive benefit of the members and their beneficiaries as provided for in the PLAN. No part of the FUND
shall be used for, or diverted to any purpose or purposes other than for the exclusive benefits of such members
and their beneficiaries].][18] (Emphasis supplied.)

Respondent’ s contention that it had thereby created an express trust was upheld by the GSIS Board and the CA.
The appellate court further ruled that the rules on co-ownership do not apply and there is nothing in the PFRR that
alows the distribution of the GRF in proportion to the members' share therein.

We sustain the rulings of the GSIS Board and CA.

Trust is the legal relationship between one person having an equitable ownership in property and another person
owning the legal title to such property, the equitable ownership of the former entitling him to the performance of
certain duties and the exercise of certain powers by the latter.[19] A trust fund refers to money or property set
aside as atrust for the benefit of another and held by a trustee.[20] Under the Civil Code, trusts are classified as
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either express or implied. An express trust is created by the intention of the trustor or of the parties, while an
implied trust comes into being by operation of law.[21]

There is no doubt that respondent intended to establish a trust fund from the employees contributions (5% of
monthly salary) and its own contributions (45% of each member’s monthly salary and all unremitted Employees
Welfare contributions). We cannot accept petitioners' submission that respondent could not impose terms and
conditions on the availment of benefits from the Fund on the ground that members already own respondent’s
contributions from the moment such was remitted to their account. Petitioners assertion that the Plan was a
purely contractual obligation on the part of respondent is likewise mistaken.

Republic Act No. 8291, otherwise known as “ The Government Service Insurance System Act of 1997,” mandated
respondent to maintain a provident fund subject to rules and regulations it may adopt. Thus:

SECTION 41. Powers and Functions of the GSIS. — The GSIS shall exercise the following powers and
functions:

XXXX

(s) to maintain a provident fund, which consists of contributions made by both the GSIS and its officials and
employees and their earnings, for the payment of benefits to such officials and employees or their heirs under
such terms and conditions as it may prescribe; (Emphasis supplied.)

In Development Bank of the Philippines v. Commission on Audit,[22] this Court recognized DBFP' s establishment
of atrust fund to cover the retirement benefits of certain employees. We noted that as the trustor, DBP vested in
the trustees legal title over the Fund as well as control over the investment of the money and assets of the Fund.
The Trust Agreement therein also stated that the principal and income must be used to satisfy al of the liabilities
to the beneficiary officials and employees under the Gratuity Plan.[23]

Here, petitioners as beneficiaries of the Fund contend that they became co-owners of the entire Fund including
respondent’s contributions and its accumulated earnings. On this premise, they demand a proportionate share in
the GRF which was deducted from the earnings on respondents’ contributions.

Under the PFRR, however, the GRF is alocated for specific purposes and not intended for distribution to
members. Section 8,[24] Article IV thus provides:

Section 8. Earnings. At the beginning of each quarter, the earnings realized by the Fund in the previous quarter
just ended shall be credited to the accounts of the members in proportion to the amounts standing to their credit
as of the beginning of the same quarter after deducting therefrom twenty per cent (20%) of the proportionate
earnings of the System’'s contributions, which deduction shall be credited to a General Reserve Fund.
Whenever circumstances warrant, however, the Committee may reduce the percentage to be credited to the
General Reserve Fund for any given quarter; provided that in no case shall such percentage be lower than five
per cent (5%) of the proportionate earnings of the System’s contributions for the quarter. When and as long as
the total amount in the General Reserve Fund is equivalent to at least ten per cent (10%) of the total assets of
the Fund, the Committee may authorize all the earnings for any given quarter to be credited to the members.

The General Reserve Fund shall be used for the following purposes:

(a) To cover the deficiency, if any, between the amount standing to the credit of a member who dies or is
separated from the service due to permanent and total disability, and the amount due him under Article V

Section 4[25];
(b) To make up for any investment losses and write-offs of bad debts, in accordance with policies to be
promulgated by the Board,
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(c) To pay the benefits of separated employeesin accordance with Article 1V, Section 3[26]; and

(d) For other purposes as may be approved by the Board, provided that such purposes is consistent with Article
IV, Section 4[27].

It isclear that while respondent’ s monthly contributions are credited to the account of each member, and the same
were received by petitioners upon their retirement, they were entitled to only a proportionate share of the earnings
thereon. The benefits of retiring members of the Fund are covered by Section 1(b), Article V which states:

(b) Retirement. In the event the separation from the System is due to retirement under existing laws, such as
P.D. 1146, R.A. 660 or R.A. 1616, irrespective of the length of membership to the Fund, the retiree shall be
entitled to withdraw the entire amount of his contributions to the Fund, as well as the corresponding
proportionate share of the accumulated earnings thereon, and in addition, 100% of the System’s contributions,
plus the proportionate earnings thereon.

We find nothing illegal or anomalous in the creation of the GRF to address certain contingencies and ensure the
Fund’'s continuing viability. Petitioners’ right to receive retirement benefits under the Plan was subject to
well-defined rules and regulations that were made known to and accepted by them when they applied for
membership in the Fund.

Petitioners have the right to demand for an accounting of the Fund including the GRF. Under Section 5,[28]
Article VIII of the PFRR, the Committee is required to prepare an annual report showing the income and expenses
and the financial condition of the Fund as of the end of each calendar year. Said report shall be submitted to the
GSIS Board and shall be available to members. There is, however, no alegation or evidence that the Committee
failed to comply with the submission of such annual report, or that such report was not made available to
members.

WHEREFORE, the petition is DENIED. The Decision dated June 30, 2009 and Resolution dated September 29,
2009 of the Court of Appealsin CA-G.R. SP No. 93342 are hereby AFFIRMED.

No pronouncement as to costs.

SO ORDERED.

Sereno, C.J.,, (Chairperson), Leonardo-De Castro, Bersamin, and Reyes, JJ., concur.
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