G.R. No. 118357. May 06, 1997 (Case Brief / Digest)

### Title
**Philippine National Bank vs. Industrial Enterprises, Inc. (338 Phil. 795)**

### Facts

**Formation and Management:**

1. **July 27, 1979:** Industrial Enterprises, Inc. (IEI) entered a coal operating contract with
the Bureau of Energy Development (BED), covering coal blocks in Eastern Samar.

2. *April 1982:* Minister of Energy Geronimo Velasco informed IEI that its application for
additional coal blocks was disapproved, awarding it instead to Marinduque Mining and
Industrial Corporation (MMIC).

**Disputes and Agreements:**

3. *2021- 2022:** Correspondence between IEI/Cabarrus and Minister Velasco detailed the
rationale behind awarding the coal blocks to MMIC.

4. **March 28, 1983:** IEI’s application for conversion of its coal operating contract from
exploration to development/production was put on hold.

5. *MOA:** MMIC and IEI entered a Memorandum of Agreement (MOA) to transfer IEI's
coal operations to MMIC. Approval was obtained on August 29, 1983.

**Foreclosure Proceedings:**

6. **July 13, 1981:* MMIC constituted a mortgage in favor of Philippine National Bank
(PNB) and Development Bank of the Philippines (DBP) to secure credit accommodations.

7. *Tuly 15, 1984:** MMIC defaulted on its loans leading PNB and DBP to file petitions for
foreclosure of MMIC's assets.

8. *¥August 31, 1984:** Foreclosure and auction sale included properties in Giporlos
Project.

**Legal Proceedings:**

9. **August 7, 1984:** [EI filed a complaint for rescission of the MOA and damages against
MMIC and Minister Velasco.

10. *Amended Complaint:** IEI amended the complaint to include PNB alleging it
foreclosed unpaid properties.

11. **April 23, 1986:** RTC rendered a decision favoring IEI, ordering payment of damages
and declaring the foreclosure sale null and void.

12. **¥1992:** Court of Appeals affirmed RTC decision. PNB filed petition for review on
certiorari before the Supreme Court.
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### Issues

1. *Whether PNB acted in bad faith in foreclosing the IEI Giporlos equipment.**

2. *If PNB is liable for damages claimed by IEI.**

3. **The implications of PNB’s foreclosure under the Mortgage Trust Agreement (MTA).**
4. **The legal ownership status of the foreclosed chattels at the time of foreclosure.**

5. **Validity of the foreclosure sale and procedural compliance under the law.**

### Court’s Decision

**1. Bad Faith and Conspiracy:**

- **Responsibility and Actions:** The Court found that PNB was not acting in bad faith as it
was simply implementing its rights under the MTA which covered “after-acquired”
properties.

- **Conspiracy Claims:** Allegations of conspiracy and bad faith regarding PNB’s actions
were unsubstantiated, as PNB’s actions were legitimate under the mortgage contract.

**2. Liability for Damages:**

- **Acting within Rights:** PNB could not be held solidarily liable with MMIC for damages
because it had no direct role in the fraudulent actions leading to the disputed contracts.

- **Rescission of MOA:** With the rescinded MOA, ownership reverted to IEI without
culpability attributed to PNB.

**3. Ownership of Chattels:**

- **Analysis of MOA:** The Supreme Court interpreted the MOA as a de facto contract of
sale transferring ownership of the properties (including equipment) in the Giporlos project
to MMIC.

- *¥*Post-Rescission Status:** Since the MOA was rescinded, the properties should be
excluded from foreclosure and returned to IEI or reimbursed in their market value at the
time of sale.

**4_ Validity of Foreclosure Sale:**

- **Legal Requirements:** Foreclosure proceedings were found deficient, being held outside
the appropriate locale (Samar instead of Eastern Samar).

- **Special Sheriff Appointment:** Appointment of a special sheriff in an area with an
existing sheriff was found invalid, adding to the procedural flaws.

### Doctrine
1. **Assignment vs. Sale:** The court highlighted that the interpretation and the legal effect
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of an agreement determine whether it is an assignment or a sale. A contract titled as one
can have the characteristics of the other based on its specifics.

2. **Mortgage Scope:** After-acquired properties can be legitimately included in the
mortgage scope if the contract expressly provides for it.

3. **Legal Foreclosure Procedure:** Foreclosure sales must comply with locale-specific
stipulations under the relevant acts and only authorized sheriffs can conduct such sales.

### Class Notes
1. **Contract Interpretation:** Understand the difference and overlaps between

assignments and sales based on the legal effect and intent of the parties.
- Reference: Civil Code Art. 1458 (Sale), Civil Code Art. 1624 (Assignment).

2. **Scope of Mortgages:**
- Mortgage agreements may cover future acquisitions explicitly.
- Reference: Chattel Mortgage Law, Act No. 1508.

3. **Foreclosure Procedures:**
- Sales must be conducted within the legal precincts and by duly authorized officers.
- Reference: Civil Code, Act No. 3135.

### Historical Background

This case encapsulates the intricacies of corporate maneuvers within Philippine legal and
administrative frameworks during the 1980s, a period marked by national economic
austerity and government intervention in the corporate sector. The regulatory environment
aimed to prioritize resource allocation to more substantial coal users against exploring
individual economic actors. This decision also underscores the judiciary’s role in delineating
the limits of governmental influence in favor of adhering to procedural fairness and
contracts’ sanctity. The handle on foreclosure practices within this case exemplifies the
stringent adherence required to statutory provisions facilitating equitable resolutions.
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