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Title: Government Service Insurance System vs. Court of Appeals and Mr. & Mrs. Isabelo R.
Racho

Facts:
The Racho and Lagasca spouses mortgaged a parcel of land to the Government Service
Insurance System (GSIS) to secure two loans totaling P14,500. The Racho spouses claimed
they only signed the mortgage contracts to accommodate the Lagasca spouses, who solely
benefited from the loans. Due to non-payment, GSIS foreclosed the mortgage and sold the
property at public auction on December 3, 1962. After an unsuccessful attempt by the
Lagasca spouses to release the Rachos’ share of the land from the mortgage, the Rachos
filed a complaint in 1965 in the Court of First Instance of Quezon City, seeking to nullify the
foreclosure and recover their property. Initially dismissed for lack of cause, the decision was
reversed by the Court of Appeals, which declared the foreclosure void as it affected the
Rachos, ordered GSIS to reconvey their share of the property, and awarded damages. GSIS
then appealed to the Supreme Court.

Issues:
1. Whether the Rachos, as co-mortgagors, are liable for the debt despite not personally
benefiting from the loans.
2. If the Rachos’ share of the mortgaged property can be subject to foreclosure without
personal notice of the foreclosure sale.
3. The application of the parol evidence rule concerning the Rachos’ claimed intention
behind signing the mortgage documents.

Court’s Decision:
The Supreme Court reversed the Court of Appeals’ decision, reinstating the trial court’s
dismissal of the Rachos’ complaint. The Court clarified that the Rachos, having voluntarily
mortgaged their property, were liable for the loan even if the benefits were exclusively for
the Lagasca spouses. It emphasized that lack of personal benefit does not invalidate the
mortgage or the foreclosure process, provided the legal requirements for these procedures
were  met.  The  Supreme  Court  also  ruled  that  personal  notice  to  the  Rachos  of  the
foreclosure  sale  was  not  necessary  under  Act  No.  3135,  as  long  as  statutory  notice
requirements  were  satisfied.  Therefore,  the  foreclosure  and  the  subsequent  sale  were
deemed valid.

Doctrine:
This decision reaffirms the principles that (1) a mortgage contract binds the signatories to
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its terms regardless of personal receipt of loan benefits, provided there is valid consent, and
(2) the absence of personal notice to the mortgagor does not invalidate a foreclosure sale as
long as the statutory notice requirements are met.

Class Notes:
1. Mortgage Liabilities: Signatories to a mortgage agreement are bound by its terms, and
their properties may be subject to foreclosure in case of default, regardless of the direct
receipt of loan benefits.
2. Notice in Foreclosure: Under Act No. 3135, foreclosure validity requires compliance with
statutory notice requirements rather than personal notification to the mortgagors.
3. Parol Evidence Rule: Evidence external to the written contract (such as the intended role
of signatories) cannot alter the explicit terms of a mortgage contract, barring exceptions
like ambiguity or incomplete contracts.

Historical Background:
This  case  illustrates  the  complexities  involved  in  co-owned  properties  and  the  risks
associated with mortgaging such assets as security for loans. It stresses the importance of
understanding the legal implications of mortgage agreements and the foreclosure process,
highlighting how the law protects contractual obligations and procedures over individual
intentions not reflected in the contractual text.


