G.R. No. 196118. July 30, 2014 (Case Brief / Digest)

### Title: Leonardo C. Castillo vs. Security Bank Corporation and JRC Poultry
Farms/Spouses Leon and Teresita Flores-Castillo

### Facts:

Leonardo C. Castillo filed a complaint for the partial annulment of a Real Estate Mortgage
against Security Bank Corporation (SBC) and JRC Poultry Farms/Spouses Leon C. Castillo
Jr. and Teresita Flores-Castillo. The mortgage in question was entered into in 1994,
securing loans amounting to a total of PHP 47.5 million with real estate properties as
collateral. These properties included land owned by different members of the Castillo family
in San Pablo City and Pasay City. Following the Spouses Castillo’s failure to settle the loan,
SBC proceeded with foreclosure, acquiring most of the mortgaged properties except two.
Alleging fraud and lack of consent, Leonardo sought the annulment of the mortgage over his
property, disputes over interest and penalty charges, and claimed damages.

The trial court ruled in favor of Leonardo, declaring the mortgage, memorandum of
agreement, and certificate of sale invalid as to Leonardo’s property and ordered damages to
be paid to him. The decision was reversed by the Court of Appeals (CA), which validated the
mortgage and dismissed Leonardo’s claims. The case was then elevated to the Supreme
Court (SC) for review.

### Issues:

1. Was the Real Estate Mortgage over the property under TCT No. T-28297 valid and
binding?

2. Did the SPA authorizing Leon to mortgage Leonardo’s property involve forgery?

3. Is the notarization and the subsequent mortgage agreement enforceable despite alleged
irregularities in the SPA?

4. Were the interest and penalty charges imposed by SBC just and reasonable?

##4# Court’s Decision:

The Supreme Court upheld the CA’s decision, finding Leonardo’s petition without merit,
thereby affirming the validity of the real estate mortgage. The court emphasized that
allegations of forgery must be proved with clear, positive evidence, which Leonardo failed to
provide. Even if there were irregularities in notarization, this would not invalidate the SPA
but merely convert it into a private instrument, capable of validating a transaction if proven
by preponderance of evidence.
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On the issue of interest and penalty charges, the court found the rates imposed by SBC to
be just and not unconscionable, pointing out that the redemption price includes the
mortgage debt, specified interest, and all foreclosure expenses incurred by the mortgagee,
as prescribed by law.

### Doctrine:

1. Allegations of forgery must be proven by clear, positive, and convincing evidence.

2. A defective notarization converts a document from public to a private instrument but does
not invalidate the transaction it evidences if its validity is established by a preponderance of
evidence.

3. Mortgage contracts must fulfill legal requisites, including the mortgagor’s ownership and
free disposal of the property and that it secures a principal obligation.

4. Interest and penalty charges dictated by the terms of the loan are enforceable, provided
they are not unconscionable or excessive.

##4# Class Notes:

- ¥*Forgery Allegations**: These need to be supported by clear, direct comparison of the
alleged forged signature against genuine specimens.

- ¥*Mortgage Validity Criteria**: (a) Secures a principal obligation, (b) Mortgagor must own
the mortgaged property, (c) Mortgagor must freely dispose of the property or be legally
authorized.

- **Effect of Defective Notarization**: Does not inherently invalidate the document but
reduces its status to a private instrument.

- **Interest and Penalty Charges**: Governed by the agreement between parties and
relevant laws (e.g., General Banking Law of 2000), must not be unconscionable.

### Historical Background:

This case illustrates the judicial process regarding disputes in real estate transactions and
mortgage agreements in the Philippines, highlighting the evidentiary standards and legal
doctrines applied by courts in determining the validity of documents and agreements. It
underscores the importance of due diligence and the legal responsibilities of parties in
mortgage contracts.
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