G.R. No. 106435. July 14, 1999 (Case Brief / Digest)

### Title: PAMECA Wood Treatment Plant, Inc., et al. vs. Hon. Court of Appeals and
Development Bank of the Philippines

### Facts:

On April 17, 1980, PAMECA Wood Treatment Plant, Inc. (PAMECA) obtained a loan of
US$267,881.67 (equivalent to P2,000,000.00) from the Development Bank of the
Philippines. In securing the loan, a chattel mortgage over PAMECA’s properties was
executed. Due to PAMECA'’s failure to repay, the bank foreclosed the chattel mortgage on
January 18, 1984, and acquired the properties for P322,350.00 as the sole bidder.
Subsequently, on June 29, 1984, the bank sought recovery of the loan balance
(P4,366,332.46) from PAMECA and its solidary debtors, naming Herminio G. Teves, Victoria
V. Teves, and Hiram Diday R. Pulido in the complaint filed at the RTC of Makati City.

Upon loss at the RTC, which ordered the repayment of the deficiency plus interests, the
petitioners appealed to the Court of Appeals (CA). The CA, however, affirmed the RTC’s
decision, leading to the petitioners’ elevating the matter to the Supreme Court on grounds
including the alleged unconscionability of the auction price, improper application of liability
doctrines, and seeking the application of certain protective Civil Code provisions by analogy.

### Issues:

1. Whether the Court of Appeals erred in not finding the public auction sale of PAMECA'’s
chattels void due to alleged fraud and unconscionability.

2. Whether Articles 1484 and 2115 of the Civil Code should be applied by analogy to nullify
the respondent bank’s deficiency claim.

3. Whether the Court of Appeals erred in holding the private petitioners solidarily liable
with PAMECA for the corporation’s debt.

##4# Court’s Decision:

The Supreme Court denied the petition, upholding the CA’s decision. On the first issue, the
Court did not find merit in the petitioners’ claim of fraud or unconscionability in the auction
sale, especially since the petitioners failed to substantiate their claim with sufficient
evidence, and the inventory provided did not accurately reflect the value of the properties at
the time of the foreclosure sale. Regarding the second issue, the Court rejected the analogy
to Articles 1484 and 2115 of the Civil Code, clarifying that those provisions were specific to
contracts of sale of personal property by installments and pledges, respectively, and could
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not be applied to the case at hand. On the last issue, the Court confirmed the solidary
liability of the private petitioners with PAMECA, as explicitly stated in the promissory note
they signed.

### Doctrine:

The Chattel Mortgage Law provides that the proceeds of a foreclosure sale shall first cover
the costs of the auction and the obligation secured by the mortgage, with the residue going
to the mortgagor or subsequent lienholders in order. This establishes a basis for deficiency
claims when the auction proceeds fail to cover the secured obligation, as contrasted with
the Civil Code provisions on pledges (Art. 2115) and sales on installment (Art. 1484) which
either do not allow for deficiency claims or apply specifically to instances not congruent
with a chattel mortgage scenario.

##4# Class Notes:

1. **Solidary Liability**: When individuals obligate themselves in a solidary manner in a
contract (e.g., a promissory note), each is liable for the entire obligation, demonstrating the
significance of the terms under which one signs.

2. **Foreclosure of Chattel Mortgage**: The foreclosure process for chattel mortgages,
including the application of proceeds and rights to deficiencies, is governed by specific
statutory provisions, distinguishing it from pledges or installment sales.

3. ¥Adequacy of Sale Price in Foreclosures**: Allegations of fraud or inadequacy in the
auction sale price require substantial evidence. The mere fact that the foreclosing bank is
the sole bidder does not inherently establish fraud or unconscionability.

4. **Procedural Regularity**: The legal presumption of regularity in the conduct of public
auctions holds unless compelling evidence to the contrary is presented.

### Historical Background:

This case illustrates the legal intricacies involved when corporations default on secured
loans, highlighting the principles governing chattel mortgages, foreclosure proceedings, and
the solidary liability of signatories. It reflects the judiciary’s stance on the balance between
contractual freedom and obligations, the protection of creditors’ rights, and the application
of statutory law over equitable considerations in commercial transactions.
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