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### Title
Philippine National Bank vs. Lilibeth S. Chan

### Facts
Lilibeth S. Chan leased her three-story commercial building in Manila to the Philippine
National Bank (PNB) from December 15, 1999, to December 14, 2004, with PNB continuing
to occupy the property on a month-to-month basis thereafter. Chan also obtained a loan
from PNB, with a Real Estate Mortgage on the leased property as security, which was later
substituted  with  another  property  as  collateral.  Chan filed  an  Unlawful  Detainer  case
against PNB for failure to pay rentals from October 2004 to August 2005. PNB argued that
rental proceeds were applied to Chan’s loan and deposited rentals into a separate account
due to a third-party claim on the property. The Metropolitan Trial Court (MeTC) decided in
Chan’s favor, ruling that PNB pay the disputed rentals with interest, among other fees. PNB
appealed to the Regional Trial Court (RTC), which affirmed the MeTC’s decision, and then to
the Court of Appeals (CA), which remanded the case for determination of any deficiency
after foreclosure proceedings.

### Issues
1. Whether PNB properly consigned the disputed rental payments.
2. Whether PNB incurred delay in rental payment, making it liable for legal interest.
3. Whether PNB is entitled to the rental proceeds to cover the alleged deficiency after
foreclosure proceedings.

### Court’s Decision
The Supreme Court denied PNB’s petition,  affirming the CA’s decision.  It  clarified the
nature of consignation, finding PNB’s deposit into a non-drawing account insufficient as it
did not fulfill legal requirements for effective consignation. Therefore, PNB defaulted on
rental payments, incurring liability to pay legal interest.  Additionally,  without sufficient
evidence, PNB’s claim to the rental proceeds for covering a deficiency after foreclosure
could  not  be  upheld.  The  case  was  remanded to  the  MeTC for  determining the  total
deficiency, if any.

### Doctrine
The case reaffirms principles around consignation and obligations. For consignation to be
effective, it must be judicially recognized and meet specific conditions under Article 1256 of
the Civil Code. The debtor’s failure to adhere to these conditions means obligations are not
considered fulfilled. Furthermore, the decision contextually applies the legal interest for
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default on payments as stipulated under Article 2209 of the Civil Code.

### Class Notes
1.  **Consignation  Requirements**:  Consignation  must  meet  the  conditions  outlined  in
Article 1256 of the Civil Code to be effective, such as prior tender of payment, notification to
interested parties, and judicial deposit.

2. **Legal Interest on Default**: Under Article 2209, a debtor incurs legal interest when
defaulting on a monetary obligation. In the absence of a stipulated interest rate, the legal
interest is 6% per annum.

3.  **Application  of  Rental  Payments**:  The  allocation  of  rental  payments  towards
outstanding  obligations  requires  clear  agreement  and  adherence  to  legal  formalities,
inclusive of those for effective consignation.

### Historical Background
The case highlights disputes arising from leasing arrangements and obligations against the
backdrop of real estate mortgages, providing insight into how commercial relationships are
legally navigated when conflicts arise concerning property use and financial commitments.
This underscores the judiciary’s role in adjudicating commercial disputes and elucidating
principles around obligations and consignation within Philippine law.


