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**Title:** Spouses Juan Chuy Tan and Mary Tan vs. China Banking Corporation

**Facts:**

The plaintiffs, represented by Joel Tan and Eric Tan as the heirs of the deceased Spouses
Juan Chuy Tan and Mary Tan, opposed the decision rendered by the Court of Appeals (CA)
in favor of the China Banking Corporation (China Bank) regarding a loan deficit collection.
The root of the dispute was various loans amounting to a total of P71,050,000 obtained in
1997 by Lorenze Realty, a real estate company, from China Bank. Failure to meet the loan
amortizations led China Bank to foreclose the real estate mortgages on properties pledged
as security, subsequently buying them in a public auction for P85,000,000.
Despite the sale, a deficiency of P29,258,179.81 remained, leading China Bank to file a
collection suit against Lorenze Realty and its officers in the Regional Trial Court (RTC) of
Makati  City.  The defendants contested the collection,  arguing misunderstanding of  the
surety agreements and the conscionability of the penalty rates. The RTC ruled in favor of
China Bank, which was later affirmed with modifications by the CA, notably reducing the
penalty charge. The heirs, dissatisfied with this outcome, then moved the dispute to the
Supreme Court.

**Issues:**

1. Is Lorenze Realty’s obligation fully settled upon the sale of the real properties constituted
as securities for the loan?
2. The conscionability and legal standing of the interest rates and penalty charges imposed
by the CA.

**Court’s Decision:**

The Supreme Court  denied  the  petition,  affirming the  CA’s  decisions  with  reasons.  It
pointed out that obligations are extinguished by payment, and the application of payment,
when not specified by the debtor, can be determined by the creditor. Thus, China Bank was
within its right to allocate the auction proceeds first to the unpaid interest and penalties,
leaving a  principal  balance.  The SC noted that  neither  the  statutes  nor  jurisprudence
mandates that sale of collateral extinguishes the underlying obligation if the sale proceeds
are insufficient to cover the entire debt. Moreover, the SC upheld the CA’s modification of
the interest rate to 12% per annum, in line with the prevailing jurisprudence on the matter,
and found Lorenze Realty’s plea for a further reduction to 3% per annum unfounded.
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**Doctrine:**

The Supreme Court reinforced several doctrines:
– Obligations are extinguished by payment or performance.
– The application of payments, when not specified by the debtor, may be determined by the
creditor.
– The sale of collateral does not automatically extinguish the underlying obligation if the
proceeds are insufficient.
–  Interest  rates  deemed  excessive,  iniquitous,  unconscionable,  and  exorbitant  can  be
judicially modified to 12% per annum in keeping with equity and jurisprudence.

**Class Notes:**

1. **Obligation Extinguishment:** Payment or performance (Civil Code, Art. 1231).
2. **Application of Payment:** Debtor’s prerogative, shifting to the creditor if not exercised
(Art. 1252).
3. **Interest Rate Reduction:** Jurisdiction of courts to modify to 12% per annum when
deemed excessive (Civil Code, Art. 1956).
4.  **Foreclosure:** Does not extinguish total  debt if  proceeds are insufficient to cover
principal, interests, and penalties.

**Historical Background:**

The case highlights the intricacies of loan agreements, the rights of creditors and debtors,
and the judiciary’s stance on interest rates and penalty charges in the Philippines. Rooted in
longstanding principles of obligations and contracts, this decision underscores the legal
framework governing financial  transactions  and the importance of  understanding legal
obligations and securities in loan agreements.


