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FIRST PHILIPPINE HOLDINGS CORPORATION, PETITIONER, VS.
TRANS MIDDLE EAST (PHILS.) EQUITIES INC., RESPONDENT.




D E C I S I O N

CHICO-NAZARIO, J.:

This Petition for Review under Rule 45 of the Rules of Court seeks to reverse and set
aside the 22 February 2007 Resolution[1] of the Sandiganbayan, Fifth Division in
Civil Case No. 0035 granting respondent Trans Middle East (Phils.) Equities Inc.'s
(TMEE's) Motion to Dismiss on the ground of prescription, petitioner First Philippine
Holdings Corporation's (FPHC's) Complaint-in-Intervention, and its 6 September
2007 Resolution denying petitioner's motion for reconsideration.

FPHC, formerly known as Meralco Securities Corporation, which was incorporated in
30 June 1961 by Filipino entrepreneurs led by Eugenio Lopez, Sr., is a holding
company engaged in power generation and distribution, property development and
manufacturing.[2] FPHC's controlling interest is owned by the Lopez family. TMEE, on
the other hand, is also a domestic corporation, allegedly owned by Benjamin
(Kokoy) Romualdez.

On 24 May 1984, FPHC allegedly sold its 6,299,179 shares of common stock in
Philippine Commercial International Bank (PCIB), now Equitable-PCI Bank, to TMEE.

The 6,299,179 shares of common stock in PCIB are part of the sequestered
properties that were allegedly illegally amassed by Benjamin Romualdez during the
twenty-year reign of former President Ferdinand E. Marcos, and are among the
purported ill-gotten wealth sought to be recovered by the Presidential Commission
on Good Government (PCGG) via a civil case docketed as Civil Case No. 0035 before
the Sandiganbayan.

According to FPHC, said shares were obtained by TMEE through fraud and acts
contrary to law, morals, good customs and public policy.[3] Such being the case,
their acquisition is either voidable or void or unenforceable.

On 28 December 1988, claiming ownership of said shares as well as the
corresponding rights appurtenant to ownership, FPHC filed before the
Sandiganbayan its "Motion for Leave to Intervene and to Admit Complaint in
Intervention" in Civil Case No. 0035. Although the Sandiganbayan denied FPHC's
motion for intervention, this Court on 1 February 1996, in First Philippine Holdings
Corporation v. Sandiganbayan,[4] reversed the Sandiganbayan and ruled that FPHC
had the legal right to intervene in Civil Case No. 0035 and directed the said court to
admit the proposed Complaint- in-Intervention of FPHC.



On 27 June 2006, TMEE filed a Motion to Dismiss the Complaint-in-Intervention of
FPHC on the ground, among other things, that the action of FPHC had already
prescribed. TMEE argued that under Article 1391 of the Civil Code, FPHC only had
four years from 24 May 1984, the date of the sale or until 24 May 1988 within which
to annul the validity of the sale transaction on the ground of fraud. Since FPHC filed
the Complaint-in-Intervention only on 28 December 1988, it meant that the action
was seven months late from the prescriptive period.

FPHC disagreed. It maintained that the counting of four (4) years should commence
from the time the intimidation or the defect of consent ceased, i.e., when former
President Ferdinand E. Marcos was deposed and left the country on 24 February
1986, and not from 24 May 1984. It argued that before 24 February 1986, the
Lopez family could not have asserted their ownership over the contested shares.
FPHC then concluded that when it assailed the questioned sale on 24 May 1988, the
same was filed within the four-year prescriptive period.

On 22 February 2007, the Sandiganbayan ruled in TMEE's favor by granting its
motion to dismiss. The Sandiganbayan, citing Philippine Free Press, Inc. v. Court of
Appeals,[5] found no credible reason why FPHC could not institute the complaint to
annul the sale of the disputed shares of stock, simply for the alleged fear
engendered by the Marcos rule since, in 1984 when the sale was consummated,
martial rule was already lifted; and that, in the same year, protests against the then
president were already mounting and boisterous. The Sandiganbayan opined that
since FPHC's effort to recover the PCIB shares would have to be addressed by the
court, the element of fear would have been neutralized since the judiciary did not
lack gallant magistrates who refused to be cowed into silence by the dictator. The
Sandiganbayan likewise found suspect FPHC's late pursuit of the recovery of the
subject shares taking, in fact, two years after the late dictator was deposed.

FPHC filed a motion for reconsideration. In support thereof, FPHC maintained that
the sale of the PCIB shares was void ab initio, since the said transaction was
allegedly approved by the dummy board and signed by the dummy officers of FPHC.
Since the subject sale contract was null and void, the action for the declaration of its
nullity was imprescriptible.

FPHC alternatively argued that even if the case were dismissible on the ground of
prescription, the rule was that the facts demonstrating the lapse of the prescriptive
period must be apparent in the complaint. Since its complaint-in-intervention did not
show that there were averments that would demonstrate the lapse of the
prescriptive period, FPHC insisted that trial should be had before the resolution of
the issue of prescription and whether the governing board of FPHC was so
circumstanced that it was impossible for it to successfully institute an action during
the Marcos regime.

According to FPHC, even assuming that Article 1391 of the Civil Code applied, the
four-year prescriptive period should be reckoned from 26 February 1986, when
former President Ferdinand E. Marcos was deposed from power and left the country,
for it was only from that date onwards that the cause of vitiation of consent, i.e.,
intimidation, violence and threats, ceased.

In its Resolution dated 6 September 2007, the Sandiganbayan denied FPHC's motion
for reconsideration stressing anew that the subject sale was not void ab initio, but



merely voidable.

Hence, the instant petition.

A contract is void if one of the essential requisites of contracts under Article 1318 of
the New Civil Code is lacking. Article 1318 provides:

Art. 1318. There is no contract unless the following requisites concur:



(1) Consent of the contracting parties;



(2) Object certain which is the subject matter of the contract;



(3) Cause of the obligation which is established.



All these elements must be present to constitute a valid contract. Consent is
essential to the existence of a contract; and where it is wanting, the contract is non-
existent. In a contract of sale, its perfection is consummated at the moment there is
a meeting of the minds upon the thing that is the object of the contract and upon
the price. Consent is manifested by the meeting of the offer and the acceptance of
the thing and the cause, which are to constitute the contract. To enter into a valid
contract of sale, the parties must have the capacity to do so. Every person is
presumed to be capacitated to enter into a contract until satisfactory proof to the
contrary is presented.[6] The burden of proof is on the individual asserting a lack of
capacity to contract, and this burden has been characterized as requiring for its
satisfaction clear and convincing evidence.




While a corporation is a juridical person, it cannot act except through its board of
directors as a collective body, which is vested with the power and responsibility to
decide whether the corporation should enter into a contract that will bind the
corporation, subject to the articles of incorporation, by-laws, or relevant provisions
of law.[7] This grant to the board of all corporate powers is explicit under Section 23
of the Corporation Code, stating: "All corporate powers shall be exercised, and all
corporate business shall be conducted by the board of directors."

In the case under consideration, the dispute centers on the element of consent,
which FPHC claimed to be lacking since the supposed board of directors that
composed the FPHC was allegedly a "dummy board" of Benjamin Romualdez, the
members of which were allegedly installed after the management and control of
FPHC were supposedly fraudulently wrested from its true owners. The
Sandiganbayan, however, differed. It stood pat in its ruling that the consent by the
board of directors, who had the legal capacity to enter into said contract with a third
person, was duly obtained. This Court finds no reason to diverge from the
disquisition of the anti-graft court on this matter:




With respect to the insistence of FPHC that the Sale of Shares of Stock
and Escrow Agreement executed on May 24, 1984 is void since it was
approved by a dummy board that had no capacity to give consent, it
must be stressed that one of the requisites of a valid contract under



Article 1318 of the Civil Code is consent and the capacity of the parties to
give consent. The legal capacity of the parties is an essential element for
the existence of consent. There is no effective consent in law without the
capacity to give such consent. In other words, legal consent presupposes
capacity. Thus, there is said to be no consent, and consequently, no
contract when the agreement is entered into by one in behalf of another
who has never given him authorization therefore unless he has by law a
right to represent the latter.

Under Section 23 of B.P. 68, otherwise known as the Corporation Code of
the Philippines, a corporation can act only through its board of directors.
The law is settled that contracts between a corporation and third persons
must be made by or under the authority of its board of directors and not
by its stockholders. FPHC, for its part, was represented by its board that
had the legal right to act on behalf of the corporation and gave its
approval and consent to the Sale of Shares of Stock and Escrow
Agreement entered into on May 24, 1984. From that standpoint therefore
it is clear that the essential element of consent for the existence of a
valid contract was complied with in the transaction in question.

The mere allegation of FPHC that the persons who composed the Board
of Directors of FPHC that approved the contract were mere dummies of
the Marcos and Romualdez group does not make the said contract void.
If that allegation of vitiated consent be true so as to incapacitate the
Board from giving its consent freely, the defect if at all only renders the
contract voidable.[8]

Indeed, a reading of the allegations of FPHC's Complaint-in-Intervention and Petition
for Review unveils the recurrent and persistent asseveration that fraud or devious
financial schemes and techniques attended the change of control and management
of the corporation. It can be seen therefore that the supposed fraud employed by
Benjamin Romualdez and alleged cohorts on the Lopezes constitutes the root cause
of the alleged nullity of the sale of the PCIB shares, thus:




15. Defendants Benjamin (Kokoy) Romualdez and his wife Juliette Gomez
Romualdez, acting by themselves and/or in unlawful concert with
defendants Ferdinand E. Marcos and Imelda R. Marcos, and taking undue
advantage of their relationship, influence and connection with the latter
defendant spouse, engaged in devices, schemes and stategems to
unjustly enrich themselves at the expense either of plaintiff and the
Filipino people or their private individual victims. Thus -




They obtained, with the active collaboration of defendants Senen J.
Gabaldon, Mario D. Camacho, Mamerto Nepomuceno, Carlos J. Valdez,
Delia S. Tantuico, Cesar Zalamea, and Atty. Jose F. S. Benzon, Jr. and his
law partners, namely: Edilberto S. Narciso, jr. and Leonardo C. Cruz; Jose
S. Sandejas and his fellow senior managers of FMMC/FNI Holdings groups
such as Leonardo Gamboa, Vicente T. Mills, jr., Jose M. Mantecon,
Abelardo S. Termulo, Rex C. Drillon II and Kurt Bachmann, jr. - control of
the Manila Electric Company (Meralco), Pilipinas Shell Corporation and



the Philippine Commercial International Bank (PCI Bank) (formerly
Philippine Commercial and Industrial Bank) by employing devious
financial schemes and techniques (See Part V, par. 14(a) Second
Amended Complaint); formed the Meralco Froundation, Inc. (MFI) to gain
control of the Meralco group of companies upon the false commitment,
among others, to free Eugenio Lopez, Jr. from detention. (Part V, par.
14(d) Second Amended Complaint); effected, with the active
collaboration of, among others, defendants Edilberto S. Narciso, Jr., Jose
F. S. Bengzon, Jr., Jose Vicente E. Jimenez, Amando V. Faustino, Jr. and
Leonardo C. Cruz, the sale of share holdings of the First Philippine
Holdings Corporation in the Philippine Commercial and Industrial Bank
(PCIB) to Trans Middle East Philippine Equities, Inc., a front organization
of defendant Benjamin (Kokoy) Romualdez, in order to gain control of
PCIB with minimum, or negligible "cash-out" from said defendant. The
manner by which PCIB in effect funded the purchase of shares of its own
capital stock was done in violation of banking laws, rules and regulations
(Part V, par. 14(j) Second Amended Complaint); and at the onset of the
present administration and/or within the week following the February
1986 People's revolution, with the support, assistance and collaboration
of the aforenamed lawyers of the Bengzon Law Offices, cleverly hid
behind the veil of corporation entity, the ill-gotten wealth of defendant
Benjamin (kooky) Romualdez, including, among others, the 6,299,177
shares in PCIB registered in the names of Trans Middle East Philippines,
Equities, Inc. and defendant Edilberto S. Narciso, Jr. which they refused
to surrender to the PCGG (Part V, par. 14-q Second Amended Complaint)
despite defendant E. S. Narciso Jr.'s admission/disclosure that the
beneficial owner of said shares is defendant Benjamin (Kokoy)
Romualdez (Part V, par. 17-a Second Amended Complaint).[9]

31. The PCGG discovered and the plaintiff Republic of the Philippines
alleged that the sale of the PCIB shares of plaintiff-intervenor First
Philippine Holdings Corporation in the Philippine Commercial and
Industrial Bank (PCIB) to defendant-intervenor Trans Middle East (Phils.)
Equities, Inc. and defendant Edilberto S. narciso, Jr. was packaged and
financed by PCIB and the Philippine Commercial Capital, Inc. thru loans
extended to Southern Leyte Oil Mills, Inc. (SOLOIL, INC.) for and in
behalf of Trans Middle East (Phils.) Equities, Inc., in violation of banking
laws, rules and regulations; and was effected with the active
collaboration of, among others, defendants Edilberto S. Narciso, Jr., Jose
F. S. Bengzon, Jr., Jose Vicente E. Jimenez, Armando Faustino, Jr., and
Leonardo C. Cruz, by reason of which later discovery plaintiff had to
amend and accordingly filed its Second Amended Complaint dated
November 4, 1987 with this Court. Said sale, is therefore, void or
voidable on said ground, in addition to having been obtained
fraudulently with the connivance of defendant Kokoy Romualdez's
dummy directors and officers in plaintiff-intervenors' Board and Executive
Committee, in breach of their fiduciary obligations to plaintiff-intervenor
and its stockholders under the Corporation Code. x x x.[10]

Undoubtedly, the entirety of the allegations in the complaint-in-intervention makes
up a case of a voidable contract of sale - not a void one.


