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### Title: Gonzalo Chua Guan v. Samahang Magsasaka, Inc., et al.

### Facts:

The case involves Gonzalo H. Co Toco, who on June 18, 1931, mortgaged 5,894 shares of
stock in  Samahang Magsasaka,  Inc.,  to  Chu Chiu as security  for  a  P20,000 loan.  The
certificates, along with the mortgage agreement, were registered in the Manila Register of
Deeds on June 23, 1931, and with the corporation on September 30, 1931. Following Toco’s
default,  Chua  Chiu  assigned  his  rights  to  Gonzalo  Chua  Guan,  the  plaintiff,  whose
assignment was likewise registered.

Upon foreclosure, Chua Guan, having purchased the shares at auction, sought to have new
certificates issued in his name by Samahang Magsasaka, Inc. The corporation’s officials,
citing numerous pre-existing attachments against Toco’s shares, refused. Chua Guan then
filed for a writ of mandamus in the Court of First Instance of Nueva Ecija, which was
dismissed based on the establishment that the attachments had priority over Chua Guan’s
mortgage.

### Issues:

1.  Whether  registration  of  the  chattel  mortgage  gave  constructive  notice  to  attaching
creditors, thus giving priority to the mortgage over the later attachments.
2. The proper method for hypothecation of shares of a Philippine corporation to ensure
security for creditors.

### Court’s Decision:

The  Philippine  Supreme  Court  affirmed  the  lower  court’s  judgment,  holding  that  the
attaching  creditors  had priority  over  Chua Guan’s  mortgage.  The  court  reasoned that
although the Chattel Mortgage Law allows for mortgages to be valid against third parties
upon  registration,  the  practical  application  to  shares  of  stock  is  complicated.  It  was
determined that the mortgage was defectively registered because it failed to adequately
notify  potential  third-party  creditors.  The  court  also  remarked  on  the  uncertain  and
unsatisfactory state of the law regarding pledges and chattel mortgages of stock shares,
suggesting legislative intervention.

### Doctrine:

The decision reiterated the doctrine that the effectiveness of a chattel mortgage against



G.R. No. 42091. November 02, 1935 (Case Brief / Digest)

© 2024 - batas.org | 2

third parties relies on proper registration that provides constructive notice. Furthermore, it
highlighted the inadequacy of existing laws concerning the hypothecation of shares of stock
in Philippine corporations, indicating a need for legislative update.

### Class Notes:

1.  **Constructive  Notice**:  By  registering  a  chattel  mortgage  in  the  correct  office,  a
mortgagee may provide constructive notice to third parties, validly affecting their interests
even without actual notice.
2. **Prioritization of Creditors**: Registration alone does not guarantee the priority of a
creditor’s interest. The timing of registration and adherence to specific legal requirements
play critical roles.
3. **Shares of Stock as Chattels**: The legal nature of shares of stock concerning chattel
mortgages remains complex and practically challenging, with the Supreme Court suggesting
that legislation is needed to clarify and facilitate the use of shares as security for loans.
4. **Legal Statutes Cited**: Chattel Mortgage Law, Act No. 1508, as amended by Act No.
2496; Corporation Law, Act No. 1459.

### Historical Background:

The  legal  challenge  in  this  case  arose  during  the  American  colonial  period  in  the
Philippines,  a  time  of  significant  legal  transplantations  and  adaptations.  Although  the
Philippine  legal  system  is  deeply  rooted  in  Spanish  civil  law,  American  colonial  rule
(1898-1946) introduced many elements of  U.S.  common law. This  case exemplifies the
intersection  of  these  legal  traditions,  particularly  in  the  realm  of  commercial  law,
highlighting the complexities and need for legislative attention in adapting these laws to the
Philippine context.


