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**Title:** Hongkong & Shanghai Banking Corporation vs. Ralph Pauli and Spouses Sally P.
Garganera and Mateo Garganera

**Facts:**

The legal  battle  initiated when on June 14,  1957,  the Hongkong & Shanghai  Banking
Corporation (HSBC) sued Ralph Pauli in the Court of First Instance of Manila (Civil Case No.
32799) to recover a debt of P258,964.15. The court favored HSBC, mandating Pauli to pay
P219,236.20 with interest and costs. Pauli appealed, but the Supreme Court upheld the
decision on March 31, 1962 (G.R. No. L-15713).

Efforts to enforce the judgment were futile due to Pauli’s concealment of assets, notably the
unregistered purchase of Hacienda Riverside from the Philippine National Bank on January
8, 1957. To evade his creditors further, Pauli transferred the hacienda to his daughter Sally
Garganera and her husband, Mateo Garganera, on March 1, 1963, with the transaction
registered, and a Certificate of Title issued to the Garganeras.

Following another creditor’s action (Warner Barnes & Co.), the transaction was declared
fictitious by the Negros Occidental Court in 1968 (Civil Case No. 262), which was later
nullified by a compromise agreement approved by the Court of Appeals.

HSBC, upon discovering Pauli’s asset,  initiated revival of the judgment (Civil  Case No.
75319) in 1969 in Manila. Despite attempts by Pauli to delay proceedings, the court revived
the 1959 judgment but the attachment on Hacienda Riverside was lifted.

Subsequently, on February 17, 1971, HSBC filed Civil Case No. 465 in Negros Occidental
for the annulment of Hacienda Riverside’s sale to the Garganeras, which was dismissed on
prescription grounds. HSBC appealed, and by agreement, the case was elevated to the
Supreme Court, focusing solely on legal questions—specifically, whether the action had
prescribed or was barred by res judicata.

**Issues:**

1. Whether the action for annulment of the sale to the Garganeras had prescribed.
2. Whether the principle of res judicata barred the annulment action.

**Court’s Decision:**

The Supreme Court affirmed the dismissal of Civil Case No. 465, concluding that the action
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for annulment had indeed prescribed. The Court reasoned that the four-year period for filing
an annulment action under Article 1391 should be computed from the registration date of
the  sale  (March  5,  1963),  not  from  when  the  Bank  later  discovered  the  fraudulent
transaction.  This  ensures  public  faith  in  the  integrity  of  Torrens  titles  and  maintains
certainty in commercial dealings involving registered lands.

Furthermore,  the  Court  clarified  that  the  annulment  action  was  not  precluded by  res
judicata because Civil Case No. 75319 (revival of the 1959 judgment) and Civil Case No. 465
(annulment of the sale) dealt with different subject matters and causes of action, lacking the
necessary identities for the application of res judicata.

**Doctrine:**

– The four-year period to bring an action for annulment of a deed concerning registered land
starts from the date of the deed’s registration, adhering to the principle that registration
serves as constructive notice to the whole world.
– The principle of res judicata requires identity of parties, subject matter, and causes of
action to apply. Different subject matters and causes of action in sequential cases negate
the application of res judicata.

**Class Notes:**

–  **Prescription for  Annulment  Actions:**  Article  1391 provides  a  four-year  period for
annulment  actions,  which,  for  registered  land  transactions,  begins  from  the  date  of
registration as constructive notice.
– **Res Judicata Prerequisites:** Identity of parties, subject matter, and causes of action are
essential for res judicata to bar subsequent cases.
–  **Commercial  Certainty:**  The  integrity  of  Torrens  titles  and  the  predictability  of
commercial  transactions  involving  registered  lands  are  paramount,  influencing  the
interpretation  and  application  of  legal  doctrines.

**Historical Background:**

The  case  elaborates  on  a  legal  saga  across  multiple  jurisdictions,  illustrating  the
complexities  of  enforcing financial  judgments,  the strategic  maneuvers individuals  may
employ to shield assets,  and the judiciary’s role in balancing the interests of creditors
against  principles  safeguarding  real  property  transactions.  This  reflects  the  ongoing
evolution of property law and creditor-debtor relations in the Philippines.


