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Title: Prudential Bank vs. Hon. Domingo D. Panis, et al.

Facts:
Spouses Fernando A. Magcale and Teodula Baluyut-Magcale obtained a loan of P70,000
from Prudential Bank on November 19, 1971. They secured the loan with a real estate
mortgage over a two-story building and their occupancy rights to the land on which it was
located in Olongapo City. The loan and mortgage were formalized in a deed registered on
November 23, 1971. At this time, the land was still  part of the public domain under a
miscellaneous sales application filed by the Magcales. A clause stipulated that once the land
title was issued, it would be annotated with the mortgage.

The Magcales secured an additional loan of P20,000 on May 2, 1973, executing another
mortgage  over  the  same  properties  to  Prudential  Bank.  This  second  mortgage  was
registered in Olongapo City on the same day. Prior to this, on April 24, 1973, the Secretary
of Agriculture had issued a sales patent on the land to the Magcales, leading to the issuance
of Original Certificate of Title No. P-2554 on May 15, 1972.

Failing to settle their loan obligations, the mortgage deeds were extrajudicially foreclosed,
and the properties sold at a public auction to Prudential Bank on April 12, 1978, despite the
Magcales’ request to desist. Consequently, the Magcales filed a case at the Court of First
Instance (CFI) to declare the mortgage deeds null and void.

The  CFI  ruled  in  favor  of  the  Magcales.  Prudential  Bank  then  filed  a  motion  for
reconsideration, which was denied, leading to the petition for review on certiorari to the
Supreme Court.

Issues:
1. Whether or not the deeds of real estate mortgage are valid.
2. Whether the issuance of the Miscellaneous Sales Patent and Original Certificate of Title
has the effect of invalidating the deeds of real estate mortgage.

Court’s Decision:
The Supreme Court ruled that the original mortgage on the building was valid as it was
constituted before the issuance of the sales patent and the title. Hence, the government still
owned the land, and the property in question was the building, distinct and apart from the
land. The subsequent mortgage deed for the additional loan of P20,000 was declared null
and void because it was executed after the title had been transferred to the Magcales, thus
falling  under  the  prohibitions  of  the  Public  Land  Act  and  RA 730,  which  govern  the
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encumbrance or alienation of land acquired under the Public Land Act.

Doctrine:
A valid real estate mortgage can be constituted on a building separate and distinct from the
land. Improvements on land can be mortgaged before the issuance of a sales patent and title
wherein the government is still the owner of the land. Any mortgage over the property after
the issuance of a title falls under the restrictions of the Public Land Act and RA 730 and is
null and void.

Class Notes:
1. Real estate mortgage of an improvement on the land is valid if constituted before the
issuance of a sales patent and title.
2. Any encumbrance or alienation of land after the issuance of a sales patent and title is
subject to restrictions under Sections 121, 122, and 124 of the Public Land Act and RA 730.
3. Legal statutes:
– Article 415 of the Civil Code of the Philippines (regarding immovable property)
– Sections 121, 122, 124 of the Public Land Act
– Section 2 of Republic Act No. 730

Historical Background:
The case highlights an issue typical in a developing country where the government owns
vast areas of land and dispenses it to private citizens under certain conditions, such as in
the Philippines.  Such conditions include restrictions on encumbrance and alienation in
efforts  to  prevent  speculation  and  improper  accumulation  of  public  lands.  The  case
illustrates  the  intersection  of  property  law  with  public  land  law  in  the  Philippines,
emphasizing the state’s policy to preserve control over lands until formally titled and to
impose conditions thereafter to ensure compliance with its land distribution policies. The
historical  context underscores the government’s role in regulating land ownership in a
country where land distribution and ownership have been central to economic progress and
social equity.


