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### Title:
**International Exchange Bank vs. Rudy S. Labos & Associates, Inc., et al.: A Case of
Contested Liability in Contractual Assignments**

### Facts:
This complex legal matter originated from a lawsuit filed by International Exchange Bank
(IEB), seeking to recover the sum of money under a credit agreement, against Rudy S.
Labos & Associates, Inc. (RSLAI), the spouses Rodolfo S. Labos and Consuelo R. Labos, and
Rockwell Land Corporation. RSLAI secured a credit line from IEB which was guaranteed by
a condominium unit and by the personal guarantee of the Laboses through a Continuing
Surety Agreement. Upon default, IEB discovered that RSLAI transferred the condominium
unit to another entity without its consent, violating the deed of assignment and impacting
IEB’s collateral. IEB sought to hold RSLAI, the Laboses, and Rockwell jointly and severally
liable for the outstanding loan amount. The Regional Trial Court (RTC) found in favor of IEB
against RSLAI and the Laboses but absolved Rockwell of any liability. The Court of Appeals
(CA) initially reversed the RTC decision, holding Rockwell liable, but upon reconsideration,
affirmed the RTC’s ruling, prompting IEB to appeal to the Supreme Court (SC).

### Issues:
1.  Whether  Rockwell  should  be  held  liable  to  IEB for  the  outstanding  loan  of  RSLAI
amounting to Php 5,729,726.94.
2. Whether there was novation that could bind Rockwell to the obligations under the deed of
assignment between RSLAI and IEB.
3. Whether Rockwell breached its fiduciary obligation towards RLSAI and IEB by consenting
to conflicting deeds of assignment.

### Court’s Decision:
The SC found that Rockwell could not be held liable to IEB for several reasons. Primarily,
the principle of relativity of contracts indicates that contracts bind only the parties who
entered into them. Since Rockwell was not a party to the deed of assignment between
RSLAI and IEB, it could not be held liable for obligations under that deed. Furthermore,
Rockwell’s consent to the assignment was interpreted as compliance with a contractual
obligation under the contract to sell with RSLAI, not an assumption of liability for RSLAI’s
debts to IEB. The court also ruled there was no novation that transformed Rockwell’s role to
a debtor of IEB, nor was there evidence of bad faith or prejudicial conduct by Rockwell that
would necessitate damages.
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### Doctrine:
The invoked doctrine is the Principle of Relativity of Contracts under Art. 1311 of the Civil
Code,  which  stipulates  that  contracts  only  affect  the  parties  who  entered  into  them,
excluding third parties. Furthermore, the doctrine that solidary liability cannot be presumed
and must be expressly stated or required by law was also reiterated.

### Class Notes:
– **Principle of Relativity of Contracts** (Art. 1311, Civil Code): Contracts only bind the
parties who entered into them.
– **Solidary Liability**: Must be clearly expressed or stipulated; not inferred lightly.
– **Novation**: Must be explicitly stated or clearly inferred from an incompatibility between
the old and new obligations. It is never presumed.
– **Bad Faith**: Requires a dishonest purpose or moral obliquity. It’s more than just bad
judgment or negligence and must be proven by clear and convincing evidence.

### Historical Background:
The case against Rockwell Land Corporation by the International Exchange Bank touches on
vital legal concepts regarding contract law, particularly regarding the assignment of rights
and obligations and the boundaries of liability among parties. The legal dispute underscores
the complexities  surrounding commercial  transactions and the safeguards that  the law
provides to  ensure that  contracts  are fairly  enforced according to  their  terms.  It  also
highlights the necessary diligence required by parties to a contract, especially when dealing
with security interests and third-party rights.


