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### Title:
Licaros vs. Gatmaitan: A Legal Examination of Conventional Subrogation Versus Assignment
of Credit in the Philippine Context

### Facts:

This case origins trace back to Abelardo Licaros, a Filipino businessman, who made a fund
placement with the Anglo-Asean Bank and Trust (Anglo-Asean), not registered to do
business in the Philippines, and eventually faced difficulties in retrieving his investment.
Seeking to recover his funds, Licaros engaged the services of Antonio P. Gatmaitan, who
offered to assume Anglo-Asean’s indebtedness to Licaros under certain conditions, leading
to the execution of a Memorandum of Agreement on July 29, 1988.

The agreement stipulated Gatmaitan’s assumption of payment of $150,000 to Licaros by July
15, 1993, without interest, for which Gatmaitan would issue a promissory note and receive
the right to recover the agreed amount from Anglo-Asean on Licaros’s behalf. Following
unsuccessful attempts to recover the funds from Anglo-Asean and subsequent non-payment
by Gatmaitan, Licaros filed a complaint in the Regional Trial Court of Makati in August
1996, demanding payment based on the promissory note.

The trial court favored Licaros, holding Gatmaitan liable for the amount specified in the
agreement, plus interests and attorney’s fees. However, upon Gatmaitan’s appeal, the Court
of Appeals reversed the trial court’s decision, prompting Licaros to file a petition for review
on certiorari to the Supreme Court.

### Issues:

1. Determination of whether the Memorandum of Agreement between Licaros and
Gatmaitan constitutes an assignment of credit or conventional subrogation.

2. Examination of the requirement for the debtor’s consent in conventional subrogation and
its applicability to the present case.

3. Establishment of the legal effect of the parties’ intentions and the explicit and implicit
stipulations of the agreement regarding the involvement and consent of Anglo-Asean Bank.

### Court’s Decision:

The Supreme Court concluded that the Memorandum of Agreement embodied conventional
subrogation, noting the agreement’s explicit requirement for Anglo-Asean Bank’s consent,
making it a necessary condition for the agreement’s validity. It was determined that the
agreement failed to become effective due to the absence of the bank’s consent, rendering
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Gatmaitan’s obligation to pay Licaros under the promissory note invalid. Consequently, the
Supreme Court denied Licaros’s petition, affirming the Court of Appeals’ decision and
resolution.

### Doctrine:

The case reiterates the doctrine distinguishing between assignment of credit and
conventional subrogation, highlighting the necessity of the debtor’s consent in conventional
subrogation for its validity and emphasizing the importance of all parties’ agreement in the
effectiveness of contractual arrangements involving the subrogation of rights.

### Class Notes:

- **Conventional Subrogation vs. Assignment of Credit**: Critical understanding of both
concepts is essential, with emphasis on the requirement of the debtor’s consent in
conventional subrogation (Article 1301, Civil Code of the Philippines).

- *Interpretation of Contracts**: Importance of interpreting the contract’s provisions in
harmony to give effect to all (Article 1374, Civil Code of the Philippines), particularly when
distinguishing the parties’ intentions between assigning credits or undertaking conventional
subrogation.

### Historical Background:

Amidst the burgeoning globalization of the finance industry during the late 20th century,
the complexities surrounding international financial transactions and agreements often led
to legal disputes that tested the boundaries and applications of domestic contract laws,
including those concerning the recovery of offshore investments and the roles of
intermediaries tasked with investment recovery on behalf of investors. This case
underscores the intricacies of such financial agreements and the critical role of clear,
mutual consent among all parties involved.
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