G.R. No. 187240. October 15, 2014 (Case Brief / Digest)

### Title
Carlos A. Loria vs. Ludolfo P. Munoz, Jr.: A Review on Unjust Enrichment Doctrine

### Facts

The case commenced with Ludolfo P. Munoz, Jr. (Munoz) filing a complaint against Carlos A.
Loria (Loria) for the recovery of PHP 2,000,000.00 and damages, alleging unjust enrichment
on Loria’s part. The circumstances began in August 2000, when Loria approached Munoz
with a proposition involving a river-dredging subcontract worth PHP 10,000,000.00 under a
larger project, with the assertion that arrangements would be made for Sunwest
Construction and Development Corporation (owned by Elizaldy Co) to secure the project
and subsequently subcontract part of the work to Muioz.

Munoz, trusting in a five-year acquaintance with Loria, agreed and subsequently facilitated
the transfer of PHP 3,000,000.00 to a third party at Loria’s instruction, from which Loria
acknowledged receiving PHP 2,000,000.00 after repayments and adjustments. When the
project concluded without the subcontracting agreement being honored, Munoz demanded
the return of his money, leading to a legal battle that went through the Regional Trial Court
(RTC) of Legazpi City, to the Court of Appeals, and finally to the Supreme Court.

The initial estafa complaint lodged by Munoz against Loria (and Elizaldy Co.) was dismissed
by the Municipal Trial Court for lack of probable cause, after which the case was refiled
focusing on the sum of money and damages, leading to the eventual involvement of the
Supreme Court following appeals.

### Issues

1. Did Loria receive the initial PHP 3,000,000.00 fund from Munoz intended for the project’s
subcontract?

2. Is Loria liable to return the PHP 2,000,000.00 on grounds of unjust enrichment?

### Court’s Decision

The Supreme Court concluded for Munoz while systematically addressing the appellate
contentions raised by Loria. It dismissed the question of the initial PHP 3,000,000.00 as a
factual issue, already determined by the lower courts. It upheld that Loria was unjustly
enriched at Munoz’s expense as no valid or legal basis justified Loria’s retention of the PHP
2,000,000.00, particularly since the subcontracting agreement was not honored. The
principle of unjust enrichment necessitated Loria to refund the amount to Muhoz.

### Doctrine
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The case reiterates the doctrine of unjust enrichment encapsulated in Article 22 of the Civil
Code of the Philippines, which mandates the return of benefits acquired without just or legal
ground at another’s expense. It also highlighted the exception to the in pari delicto rule,
allowing for recovery under specific conditions to prevent unjust enrichment.

### Class Notes

- ¥*Unjust Enrichment**: A party becomes unjustly enriched if they retain a benefit unjustly
at another’s expense, with the legal obligation to return or compensate for the benefit.

- **Doctrine of In Pari Delicto**: No action arises from a contract that is illegal or against
public policy. However, exceptions exist, especially when the strict application of the
doctrine would violate established public policies, such as preventing unjust enrichment.

- **Presidential Decree No. 1594, Section 6**: Governs the subcontracts in government
projects, stipulating that subcontracts need approval from the relevant department
secretary, and unapproved subcontracting agreements are void.

These notes provide a concise reference to the principles involved in this case, namely,
unjust enrichment and its repercussions in civil proceedings, particularly when dealing with
unfulfilled subcontract agreements in the context of government projects.

### Historical Background

This case underscores the complexities surrounding contractual agreements in construction
projects involving government contracts in the Philippines. It delineates the legal
boundaries of subcontracting within such undertakings, touching upon the significant issue
of unjust enrichment in transactions devoid of substantive justification or legal grounds. It
examined the application of the unjust enrichment doctrine and the exception to the in pari
delicto principle, contributing to the evolving jurisprudence on contracts and restitution.
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