DECISION 2 G.R. No. 188639

Factual Antecedents

Republic Act(R.A.) No. 8799, otherwise known as the Securities
Regulation Code(SRC), specifically Section 16 thereof, mandated the
Securities and Exchange Commissi¢BEC) to prescribe rules and
regulations governing the pre-needdustry. Pursuant thereto, the SEC
issued the correspondimMdew Rules on the Registration and Sale of Pre-
Need Plans(New Rules) to govern the pre-need industry prior to the
enactment of R.A. No. 9828therwise known as thHere-need Code of the
Philippines (Pre-Need Code) It required from the pre-need providers the
creation of trust funds as a requirement for registration.

As defined in Rule 1.9 of the NeRules, “ ‘Trust Fund’ means a fund
set up from planholders’ paymnts, separate and distinct from the paid-up
capital of a registered @meed company, estalblesd with a trustee under a
trust agreement approved by the SEQpdy for the benefits as provided in
the pre-need plan.”

Legacy, being a pre-need providerpmplied with the trust fund
requirement and entered into a tragreement with the Land Bank of the
Philippines(LBP).

In mid-2000, the industry collapddor a range of reasons. Legacy,
like the others, was unable to payatsigations to the planholders.

This resulted in Legacy being tkabject of a petition for involuntary
insolvency filed on February 18009 by private respondents in their
capacity as planholders. Through its nfi@stiation filed inthe RTC, Legacy
did not object to the proceedings. Aodimgly, it was declared insolvent by
the RTC in its Ordet,dated April 27, 2009. The trial court also ordered
Legacy to submit an inventory aofs assets and liabilities pursuant to

4 Issued by the Securities and Exchange Commissicsuant to Section 16 of the Securities Regulation
Code.Pre-Need Plans- No person shall sell or offer for sale to the public any pre-need plan except in
accordance with rules and regulatiavisich the Commission shall prescrils&uch rules shall regulate the

sale of pre-need plans by, among other things, requiring the registration of pre-need plans, licensing
persons involved in the sale of pre-need plans, requiring disclosures to prospective plan holders,
prescribing advertising guidelinegroviding for uniformaccounting system, reports and record keeping
with respect to such plans, imposing capital, bonding and other financial responsibility, and establishing
trust funds for the payment of benefits under such plans. (Emphasis ours)

5Rollo, pp. 63-64.
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&ctions fand @of £t bl @ ® otherwise kown as the hsolvency
Bw,the applicale Bnkup tcy law at that time.

O By Bothe B ordere d the B, bing the pre-need
industrys regulator,to sulmit the docum ents pertaining to Egacys assets
and liabities.

h its Bhifestation with #alua tion, dated June (&he B

opposed the inclusion of the trust fundn the inventory of corporate assets
on the ground that to do so would contavene the 8v R les which treated
trust funds as principally estabshed for the exlusive purpose of
guaranteeing the delivery of bnefits due to the planholders. t was of the
position that the inclusion of the trusfund in the insolvents estate and its
bing opened to claims  non-planhold ers would contravene the purpose
for its estabshment.

@ June Adespite the opposition of the B, Judge higo
ordered the insolvency gsignee, er T Bhdoa Assignee)o tak
possession of the trust fund. Judge higo viewed the trust fund as kgacys
corporate assets and, for said reason,included it in the insolvents estate.
fus:

HRFOR , the Court rules as follows:

1. Directing the afore-named banks to report to
Assignee, Gener T. Mendoza, whose address is at c/o GNCA
Holdings, Inc., Unit 322, 3/F, LRI design Center, 210 Nicanor
Garcia St., Makati City, the total funds as of today deposited to the
insolvent debtor s respective Trust Funds, within five (5) days
from receipt of this Order.

6 &. Bfatement of dets and liabities. -8id schedule must contain a full and true statement of all

his dets and liabities,together with a list of all those to whom,to the bst of his kowledge and Hlief,

said dets or liabities are due,the place of residence of his creditors and the sun due each the nature of
the indetedness or liabity and whether founded on writte n security,obgation,contract or otherwise the
true cause and consideration theof,the time and place when and where such indetedness or liabity
accrued,a declaration of any eisting pledge,lien,mort gagejudgment,or other security for the payment of
the debor liabity,and an outline of the facts giving rise or which might give rise to a cause of action
against such insolvent detor.

&. fBscription of real and pers ~ onal property. -8id inventory must  contain,bsides the creditors,an
accurate description of all the reahnd personal property,estate,and effects of the petitioner,including his
homestead,if any,together with a statement of the value of each item of said property,estate,and effects
and its location,and a statement of the incumbancesthereon. A property eem  pt  law from egcution 2
shall b set out in said inventory with a statement of its valuation,location,and the incumbances thereon,
if any. fie inventory shall contain an outline of the facts giving rise,or which might give rise,to aright of
action in favor of the insolvent detor.
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2. Subject funds can be withdrawn by the Assignee
only upon Order of the Court for distribution among the creditors
who have officially filed their vali d claims with this Court, and for
all the expenses to be incurred bythe Assignee in the course of the
discharge of his duties and responsibilities as such Assignee.

3. Stopping the Securities and Exchange Commission
(SEC) from further validating the claims of planholders (now
creditors) pertaining to their pre-need plans.

XXX XXX XXX
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e B stated that the trust fund could b withdrawn ¥ the
gsignee to b used for the epenseshe  would incur in the discharge of his
functions and to b distribted among th e creditors who had officially filed
their valid claims with the court.

The Present Petition

htent on protecting the interest of the investing pubc and securing
the trust fund eglusively for the planholders,the B filed this present
recourse directly to this bhorale Court in accordance with &ction 9L
Aicle Wf the BC onstitution for the reason that the matters involve
an issue of transcendental import@neserous hard-workng Hipinos
who had invested their lifetime savingsand hard-earned money in kgacy,
hoping that through this pre-need compay they will b ake to fulfill their
dreams of providing a bight future for their children.®

The SEC’s Position

h essence, the B contends th  at Judge higo gravely absed his
discretion in treating the trust fund agart of the insolvency estate of
bgacy. t argues that the trust fu nd should redound exlusively to the
bnefit of the planholders,who are the ultimate bneficial owners;that the
trust fund is held,managed and admingtered ¥ the trustee bnko address
and answer the claims against the m-need company # all its planholders
andbr bneficiaries;that to consider th e said fund as corporate assets is to
open the floodgates to creditors of & gacy other than the planholders;and
that,in issuing the order,Judge i go effectively allowed non-planholdersto
reach the trust fund in patent violkon of the Bv Res estabshed to
protect the pre-need investors.

"Rollp. B
8 &itioners dnorandum,p. fd. at 8



h its Bnorandum, ° the B stressed that th e setting-up of the trust
funds effectively created a demarcation line btween the claims of
planholdersvis-avisthose of the other creditors of kgacy;that kgacys
interest over the trust propertie was only {p virtue of it bBinga trustoand
not the owner; and that the 6 wa s authoried to validate claims of
planholders in the errcise of its power as regulator of pre-need
corporations.

Grther,the B is of the position that &tion Zof the Re-Bed
Code® should b given retroactive effect for bing procedural in character.

Mus,the B raises the following

ISSUES

Whether or not the Trust Funds of Legacy form part
of its Corporate Assets.

Whether or not respondent Trial Court Judge
committed grave abuse of discretion amounting to lack or
excess of jurisdiction in issuing the herein assailed Order
dated June 26, 2009.

Whether or not the claims of planholders are to be treated
differently from the claims of other creditors of Legacy.

V.

Whether or not Legacy retains ownership over the trust
funds assets despite the exec  ution of trust agreements.

° H.at8a

' fie Re-need Code,&c. 8 Liquidation@)h cases where the Commi  ssion determines that the pre-
need company shall b ligidated, it shall have the power to commence insolvency proceedings in the
appropriate court which shall have prisdiction over the assets of the pre-need company, egluding trust
fund assets that have ben estalished eglusively for the bnefit of planholders.

fRoceedings in court shall proceed independently  of proceedings in theCommission for the ligidation
of claims,and creditors of the pre-need company shall have no personality whatsoever in the Commission
proceedingsto litigate their claims against the trust funds. x x X
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V.

Whether or not the insolvency court, presided by
respondent Trial Court Judge, has the authority to enjoin
petitioner SEC from further validating the claims of
Legacy’s planholders and treating them as if they are

ordinary creditors of Legacy.

VI.

Whether or not the provision of the Pre-need Code
regarding liquidation is in th e nature of a procedural law
that can be retroactively applied to the case at bar. 1

Private Respondents’ position

In their Comment/Oppositiolt, the private respondents, Glicera
Ayad, Sahlee Delos ReyesdaAntonio P. Huerte, J(private respondents),
submit that nothing in the New Rules eagsly provided that the trust fund
is excluded from the inventory of canmate assets which is required to be
submitted to the insolvency court;aththe SEC'’s interference in the
insolvency proceedings is incongruadwasthe legal systemand that under
the provisions of the Bolvency Law, all claimancluding those against the
trust funds should be filed in the liquidation proceediigdence, private
respondents assert that no grave almisliscretion wa committed by Judge
Laigo in issuing the June 26, 2009 Order.

The Assignee’s Position

In his separate Comments on Petittoand Memorandurt, the
Assignee contends that the trust fundrie part of Legacy’s corporate assets
for the following reasonsfirst, the insolvency court lsgurisdiction over all
the claims against the insolvent atite trust fund forms part of the
company’s corporate assets. It citddrera v. College Assurance Pl&h
where the Court held thataims arising from pr&eed contracts should not
be treated separately from other claiagainst a pre-need company. As
such, the claims over the trust fyndeing claims against Legacy, are
necessarily lodged with the insolvencgurt. Second, the setting up of the
trust fund is a mere scme to attain an administrative end, that is, the
assurance that the benefits will bdivkred under the pre-need contracts.

1 Rollo,p. 480.

21d. at 142-150.

B|d. at 142.

#1d. at 159-185.

51d. at 410-437.

16 615 Phil. 595 (2009).
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Considering that kgacy is the detor as regards such bnefits, it is only
through it,or through the insolvency cout,that the assets including the trust
fund can b distribted to satisfy valid claims. Tird , though the trustee
bBnk hold legal title over the funds,th e real parties-in-interest are the pre-
need companies as the terms of thetrust agreement btween kgacy and
Bs trustee)show thisintent.

e gsignee also sumitsthat nola  w authoriead the 6 to interfere
in the insolvency proceedings bcause its authority under the B is only to
regulate the sale of pre-need plans ad not to regulate the management of
trust funds.

h sum,the gsignee interprets the June @&dler in this wise:
that the creditors, planholders or not,should first line up and file valid
claims with the insolvency court ard not get entangled in the validation
process of the 6;and that once the planholders have galified,they will
b given preference in the distribitio n of the trust assets. bfeover, he
proposes that if the trust fund assetsvill not b enough to satisfy all claims,
the planholders can still pin othe claimants and participate in the
distribtion of the other assets of the pre-need company?

Fom the foregoing, the Court is ca lled to determine whether Judge
higo gravely absed his discretion in:

1 hcluding thetrust propertiesin the insolvents estate;and

2 PRohibdingthe B fromvalida  ting the claimsfiled {p the
planholders against the trust fund.

The Court’s Ruling

fie overarching consideration in the legisative mandate to estabsh
trust funds is the protection of theinterest of the planholders in the
investment plans. e B providesin no uncertain termsthe intent to mak
such interests paramount abve all else fus,it directed the B to come
up with rules and regulations to govermot only trust funds bt the industry
as a whole. Brsuant to its mandate and delegated authorty,the & came
out with the Blv Res,which the C  ongress later on toghened through the
enactment of the Re-Bed Code, carry ing similar protection bt far more
detailed in scope.

I Rollopp. &





