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### Title:
Joseph Cochingyan, Jr. and Jose K. Villanueva vs. R & B Surety and Insurance Company,
Inc.: A Legal Analysis

### Facts:
This case revolves around a dispute concerning the obligations arising out of indemnity
agreements  and a  surety  bond.  In  November  1963,  Pacific  Agricultural  Suppliers  Inc.
(PAGRICO) was granted an increase in its line of credit from P400,000 to P800,000 by the
Philippine National Bank (PNB), conditioned on securing a bond for P400,000. R & B Surety
issued the bond, with Joseph Cochingyan, Jr. and Jose K. Villanueva among the signatories
of identical indemnity agreements in favor of R & B Surety, binding themselves to pay
annual premiums and any resulting damages, losses, or expenses.

When PAGRICO failed to meet its obligations to PNB, R & B Surety made partial payments
amounting  to  P70,000  and  subsequently  sought  reimbursement  from  Cochingyan  and
Villanueva through formal demand letters. Their failure to respond led R & B Surety to file a
lawsuit for the recovery of the amounts paid to PNB, alongside unpaid premiums.

Both  Cochingyan  and  Villanueva  contested  the  lawsuit,  arguing  that  the  indemnity
agreement  was  executed  under  misrepresentation  and  that  their  obligations  were
extinguished either by a trust agreement or by novation. The Court of First Instance of
Manila ruled in favor of R & B Surety, ordering Cochingyan and Villanueva to pay jointly the
claimed amounts. Dissatisfied, they appealed to the Court of Appeals, which then certified
the case to the Supreme Court as one involving purely legal questions.

### Issues:
1. Whether the Trust Agreement extinguished by novation the obligations of R & B Surety to
PNB, and consequently, those of the petitioners under the Indemnity Agreements.
2.  Whether the petitioners were released from their obligations as the maturity of the
Surety Bond was allegedly extended without their consent.
3. The prematurity of R & B Surety’s complaint since PNB had not yet proceeded against
them for enforcement of the Surety Bond.

### Court’s Decision:
The Supreme Court denied the appeal for lacking merit, affirming the trial court’s decision
for several reasons:
1. The Trust Agreement did not extinguish the obligations under the Surety Bond through
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novation. Novation requires a clear and unequivocal declaration that the old obligation is
extinguished, which was not present.
2. The petitioners’ obligations were not released by any extension of the Surety Bond’s term
as the Trust Agreement did not extend the maturity nor directly affect the petitioners’
obligations.
3. The suit was not premature. The terms of the Indemnity Agreements allowed R & B
Surety  to  recover  from the  petitioners  even  before  making  payments  to  PNB,  as  the
agreements covered liabilities, not just actual losses.

### Doctrine:
The Court reiterated the principles of novation which require an unequivocal declaration
that  the  old  obligation  is  extinguished  and  replaced  by  a  new  one.  Moreover,  it
distinguished between indemnity against loss and indemnity against liability, affirming that
in the latter, the indemnitor’s obligation can arise before actual loss is suffered.

### Class Notes:
– Novation: requires an explicit intent to extinguish an old obligation and create a new one,
either by changing its object/principal conditions, or by substituting a new debtor or by
subrogating a third person to the creditor’s rights.
– Indemnity Agreements: distinctions between indemnity against loss and indemnity against
liability; in contracts of indemnity against liability, the indemnitor’s responsibility can be
triggered by the existence of liability, not necessarily loss.
–  Legal  Doctrine  Application:  The  Court’s  decision  underscores  that  mere  agreements
among parties without explicit intention of novation do not dissolve previously established
obligations.

### Historical Background:
This  case  illustrates  the  legal  intricacies  involved  in  financial  transactions  and  the
contractual  relationships  in  the  Philippines.  It  underscores  the  importance  of  clear
agreements, the principle of novation, and the obligations arising from suretyship, further
enriching Philippine jurisprudence on contracts and indemnity.


