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CORONA, J.:

Development Bank of the Philippines (DBP) assails in this petition for review on certiorari under Rule 45 of the
Rules of Court the December 14, 1999 decision[1] and the June 8, 2000 resolution of the Court of Appeals in
CA-G.R. CV No. 45783. The challenged decision dismissed DBP's appeal and affirmed the February 12, 1991
decision of the Regional Trial Court of Makati, Branch 137 in Civil Case No. 88-931 in toto, while the impugned
resolution denied DBP's motion for reconsideration for being pro forma.

In 1973, Lirag Textile Mills, Inc. (Litex) opened an irrevocable commercial letter of credit with respondent
Prudential Bank for US$498,000. This was in connection with its importation of 5,000 spindles for spinning
machinery with drawing frame, simplex fly frame, ring spinning frame and various accessories, spare parts and
tool gauge. These were released to Litex under covering "trust receipts" it executed in favor of Prudential Bank.
Litex installed and used the items in its textile mill located in Montalban, Rizal.

On October 10, 1980, DBP granted a foreign currency loan in the amount of US$4,807,551 to Litex. To secure the
loan, Litex executed real estate and chattel mortgages on its plant site in Montalban, Rizal, including the buildings
and other improvements, machineries and equipments there. Among the machineries and equipments mortgaged
in favor of DBP were the articles covered by the "trust receipts."

Sometime in June 1982, Prudential Bank learned about DBP's plan for the overall rehabilitation of Litex. In a July
14, 1982 letter, Prudential Bank notified DBP of its claim over the various items covered by the "trust receipts"
which had been installed and used by Litex in the textile mill. Prudential Bank informed DBP that it was the
absolute and juridical owner of the said items and they were thus not part of the mortgaged assets that could be
legally ceded to DBP.

For the failure of Litex to pay its obligation, DBP extra-judicially foreclosed on the real estate and chattel
mortgages, including the articles claimed by Prudential Bank. During the foreclosure sale held on April 19, 1983,
DBP acquired the foreclosed properties as the highest bidder.

Subsequently, DBP caused to be published in the September 2, 1984 issue of the Times Journal an invitation to
bid in the public sale to be held on September 10, 1984. It called on interested parties to submit bids for the sale of
the textile mill formerly owned by Litex, the land on which it was built, as well as the machineries and
equipments therein. Learning of the intended public auction, Prudential Bank wrote a letter dated September 6,
1984 to DBP reasserting its claim over the items covered by "trust receipts" in its name and advising DBP not to
include them in the auction. It also demanded the turn-over of the articles or alternatively, the payment of their
value.
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An exchange of correspondences ensued between Prudential Bank and DBP. In reply to Prudential Bank's
September 6, 1984 letter, DBP requested documents to enable it to evaluate Prudential Bank's claim. On
September 28, 1994, Prudential Bank provided DBP the requested documents. Two months later, Prudential Bank
followed up the status of its claim. In a letter dated December 3, 1984, DBP informed Prudential Bank that its
claim had been referred to DBP's legal department and instructed Prudential Bank to get in touch with its chief
legal counsel. There being no concrete action on DBP's part, Prudential Bank, in a letter dated July 30, 1985,
made a final demand on DBP for the turn-over of the contested articles or the payment of their value. Without the
knowledge of Prudential Bank, however, DBP sold the Litex textile mill, as well as the machineries and
equipments therein, to Lyon Textile Mills, Inc. (Lyon) on June 8, 1987.

Since its demands remained unheeded, Prudential Bank filed a complaint for a sum of money with damages
against DBP with the Regional Trial Court of Makati, Branch 137, on May 24, 1988. The complaint was docketed
as Civil Case No. 88-931.

On February 12, 1991, the trial court decided[2] in favor of Prudential Bank. Applying the provisions of PD 115,
otherwise known as the "Trust Receipts Law," it ruled:

When PRUDENTIAL BANK released possession of the subject properties, over which it holds absolute title to
LITEX upon the latter's execution of the trust receipts, the latter was bound to hold said properties in trust for
the former, and (a) to sell or otherwise dispose of the same and to turn over to PRUDENTIAL BANK the
amount still owing; or (b) to return the goods if unsold. Since LITEX was allowed to sell the properties being
claimed by PRUDENTIAL BANK, all the more was it authorized to mortgage the same, provided of course
LITEX turns over to PRUDENTIAL BANK all amounts owing. When DBP, well aware of the status of the
properties, acquired the same in the public auction, it was bound by the terms of the trust receipts of which
LITEX was the entrustee. Simply stated, DBP held no better right than LITEX, and is thus bound to turn over
whatever amount was due PRUDENTIAL BANK. Being a trustee ex maleficio of PRUDENTIAL BANK,
DBP is necessarily liable therefor. In fact, DBP may well be considered as an agent of LITEX when the former
sold the properties being claimed by PRUDENTIAL BANK, with the corresponding responsibility to turn over
the proceeds of the same to PRUDENTIAL BANK.[3] (Citations omitted)

The dispositive portion of the decision read:

WHEREFORE, judgment is hereby rendered ordering defendant DEVELOPMENT BANK OF THE
PHILIPPINES to pay plaintiff PRUDENTIAL BANK:

a) P3,261,834.00, as actual damages, with interest thereon computed from 10 August 1985 until the entire
amount shall have been fully paid;

b) P50,000.00 as exemplary damages; and

c) 10% of the total amount due as and for attorney's fees.

SO ORDERED.

Aggrieved, DBP filed an appeal with the Court of Appeals. However, the appellate court dismissed the appeal and
affirmed the decision of the trial court in toto. It applied the provisions of PD 115 and held that ownership over
the contested articles belonged to Prudential Bank as entrustor, not to Litex. Consequently, even if Litex
mortgaged the items to DBP and the latter foreclosed on such mortgage, DBP was duty-bound to turn over the
proceeds to Prudential Bank, being the party that advanced the payment for them.

On DBP's argument that the disputed articles were not proper objects of a trust receipt agreement, the Court of
Appeals ruled that the items were part of the trust agreement entered into by and between Prudential Bank and
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Litex. Since the agreement was not contrary to law, morals, public policy, customs and good order, it was binding
on the parties.

Moreover, the appellate court found that DBP was not a mortgagee in good faith. It also upheld the finding of the
trial court that DBP was a trustee ex maleficio of Prudential Bank over the articles covered by the "trust receipts."

DBP filed a motion for reconsideration but the appellate court denied it for being pro forma. Hence, this petition.

Trust receipt transactions are governed by the provisions of PD 115 which defines such a transaction as follows:

Section 4. What constitutes a trust receipt transaction. – A trust receipt transaction, within the meaning of this
Decree, is any transaction by and between a person referred to in this Decree as the entruster, and another
person referred to in this Decree as entrustee, whereby the entruster, who owns or holds absolute title or
security interests over certain specified goods, documents or instruments, releases the same to the possession
of the entrustee upon the latter's execution and delivery to the entruster of a signed document called a "trust
receipt" wherein the entrustee binds himself to hold the designated goods, documents or instruments in trust for
the entruster and to sell or otherwise dispose of the goods, documents or instruments with the obligation to turn
over to the entruster the proceeds thereof to the extent of the amount owing to the entruster or as appears in the
trust receipt or the goods, documents or instruments themselves if they are unsold or not otherwise disposed of,
in accordance with the terms and conditions specified in the trust receipt, or for other purposes substantially
equivalent to any of the following:

- In the case of goods or documents, (a) to sell the goods or procure their sale; or (b) to manufacture or process
the goods with the purpose of ultimate sale: Provided, That, in the case of goods delivered under trust receipt
for the purpose of manufacturing or processing before its ultimate sale, the entruster shall retain its title over
the goods whether in its original or processed form until the entrustee has complied fully with his obligation
under the trust receipt; or (c) to load, unload, ship or tranship or otherwise deal with them in a manner
preliminary or necessary to their sale; or

- In the case of instruments, (a) to sell or procure their sale or exchange; or (b) to deliver them to a principal; or
(c) to effect the consummation of some transactions involving delivery to a depository or register; or (d) to
effect their presentation, collection or renewal.

x x x x x x x x x

In a trust receipt transaction, the goods are released by the entruster (who owns or holds absolute title or security
interests over the said goods) to the entrustee on the latter's execution and delivery to the entruster of a trust
receipt. The trust receipt evidences the absolute title or security interest of the entruster over the goods. As a
consequence of the release of the goods and the execution of the trust receipt, a two-fold obligation is imposed on
the entrustee, namely: (1) to hold the designated goods, documents or instruments in trust for the purpose of
selling or otherwise disposing of them and (2) to turn over to the entruster either the proceeds thereof to the extent
of the amount owing to the entruster or as appears in the trust receipt, or the goods, documents or instruments
themselves if they are unsold or not otherwise disposed of, in accordance with the terms and conditions specified
in the trust receipt. In the case of goods, they may also be released for other purposes substantially equivalent to
(a) their sale or the procurement of their sale; or (b) their manufacture or processing with the purpose of ultimate
sale, in which case the entruster retains his title over the said goods whether in their original or processed form
until the entrustee has complied fully with his obligation under the trust receipt; or (c) the loading, unloading,
shipment or transshipment or otherwise dealing with them in a manner preliminary or necessary to their sale.[4]
Thus, in a trust receipt transaction, the release of the goods to the entrustee, on his execution of a trust receipt, is
essentially for the purpose of their sale or is necessarily connected with their ultimate or subsequent sale.

Here, Litex was not engaged in the business of selling spinning machinery, its accessories and spare parts but in
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manufacturing and producing textile and various kinds of fabric. The articles were not released to Litex to be sold.
Nor was the transfer of possession intended to be a preliminary step for the said goods to be ultimately or
subsequently sold. Instead, the contemporaneous and subsequent acts of both Litex and Prudential Bank showed
that the imported articles were released to Litex to be installed in its textile mill and used in its business. DBP
itself was aware of this. To support its assertion that the contested articles were excluded from goods that could be
covered by a trust receipt, it contended:

First. That the chattels in controversy were procured by DBP's mortgagor Lirag Textile Mills ("LITEX") for
the exclusive use of its textile mills. They were not procured -
(a) to sell or otherwise procure their sale;

(b) to manufacture or process the goods with the purpose of ultimate sale.[5] (emphasis supplied)

Hence, the transactions between Litex and Prudential Bank were allegedly not trust receipt transactions within the
meaning of PD 115. It follows that, contrary to the decisions of the trial court and the appellate court, the
transactions were not governed by the Trust Receipts Law.

We disagree.

The various agreements between Prudential Bank and Litex commonly denominated as "trust receipts" were valid.
As the Court of Appeals correctly ruled, their provisions did not contravene the law, morals, good customs, public
order or public policy.

The agreements uniformly provided:

Received, upon the Trust hereinafter mentioned from the PRUDENTIAL BANK (hereinafter referred to as
BANK) the following goods and merchandise, the property of said BANK specified in the bill of lading as
follows:

Amount of Bill Description of Security Marks & Nos. Vessel

and in consideration thereof, I/We hereby agree to hold said goods in trust for the BANK and as its property
with liberty to sell the same for its account but without authority to make any other disposition whatsoever of
the said goods or any part thereof (or the proceeds thereof) either by way of conditional sale, pledge, or
otherwise.

x x x x x x x x x[6] (Emphasis supplied)

The articles were owned by Prudential Bank and they were only held by Litex in trust. While it was allowed to
sell the items, Litex had no authority to dispose of them or any part thereof or their proceeds through conditional
sale, pledge or any other means.

Article 2085 (2) of the Civil Code requires that, in a contract of pledge or mortgage, it is essential that the pledgor
or mortgagor should be the absolute owner of the thing pledged or mortgaged. Article 2085 (3) further mandates
that the person constituting the pledge or mortgage must have the free disposal of his property, and in the absence
thereof, that he be legally authorized for the purpose.

Litex had neither absolute ownership, free disposal nor the authority to freely dispose of the articles. Litex could
not have subjected them to a chattel mortgage. Their inclusion in the mortgage was void[7] and had no legal
effect.[8] There being no valid mortgage, there could also be no valid foreclosure or valid auction sale.[9] Thus,
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DBP could not be considered either as a mortgagee or as a purchaser in good faith.[10]

No one can transfer a right to another greater than what he himself has.[11] Nemo dat quod non habet. Hence,
Litex could not transfer a right that it did not have over the disputed items. Corollarily, DBP could not acquire a
right greater than what its predecessor-in-interest had. The spring cannot rise higher than its source.[12] DBP
merely stepped into the shoes of Litex as trustee of the imported articles with an obligation to pay their value or to
return them on Prudential Bank's demand. By its failure to pay or return them despite Prudential Bank's repeated
demands and by selling them to Lyon without Prudential Bank's knowledge and conformity, DBP became a
trustee ex maleficio.

On the matter of actual damages adjudged by the trial court and affirmed by the Court of Appeals, DBP wants this
Court to review the evidence presented during the trial and to reverse the factual findings of the trial court. This
Court is, however, not a trier of facts and it is not its function to analyze or weigh evidence anew.[13] The rule is
that factual findings of the trial court, when adopted and confirmed by the CA, are binding and conclusive on this
Court and generally will not be reviewed on appeal.[14] While there are recognized exceptions to this rule, none
of the established exceptions finds application here.

With regard to the imposition of exemplary damages, the appellate court agreed with the trial court that the
requirements for the award thereof had been sufficiently established. Prudential Bank's entitlement to
compensatory damages was likewise amply proven. It was also shown that DBP was aware of Prudential Bank's
claim as early as July, 1982. However, it ignored the latter's demand, included the disputed articles in the
mortgage foreclosure and caused their sale in a public auction held on April 19, 1983 where it was declared as the
highest bidder. Thereafter, in the series of communications between them, DBP gave Prudential Bank the false
impression that its claim was still being evaluated. Without acting on Prudential Bank's plea, DBP included the
contested articles among the properties it sold to Lyon in June, 1987. The trial court found that this chain of
events showed DBP's fraudulent attempt to prevent Prudential Bank from asserting its rights. It smacked of bad
faith, if not deceit. Thus, the award of exemplary damages was in order. Due to the award of exemplary damages,
the grant of attorney's fees was proper.[15]

DBP's assertion that both the trial and appellate courts failed to address the issue of prescription is of no moment.
Its claim that, under Article 1146 (1) of the Civil Code, Prudential Bank's cause of action had prescribed as it
should be reckoned from October 10, 1980, the day the mortgage was registered, is not correct. The written
extra-judicial demand by the creditor interrupted the prescription of action.[16] Hence, the four-year prescriptive
period which DBP insists should be counted from the registration of the mortgage was interrupted when
Prudential Bank wrote the extra-judicial demands for the turn over of the articles or their value. In particular, the
last demand letter sent by Prudential Bank was dated July 30, 1988 and this was received by DBP the following
day. Thus, contrary to DBP's claim, Prudential Bank's right to enforce its action had not yet prescribed when it
filed the complaint on May 24, 1988.

WHEREFORE, the petition is hereby DENIED. The December 14, 1999 decision and June 8, 2000 resolution of
the Court of Appeals in CA-G.R. CV No. 45783 are AFFIRMED.

Costs against the petitioner.

SO ORDERED.

Panganiban, (Chairman), Sandoval-Gutierrez, Carpio-Morales, and Garcia, JJ., concur.

BATAS.org - Philippine Law Library G.R. No. 143772. November 22, 2005

© 2026 batas.org  ·  Philippine Bar Review & Law-School Companion Page 5 of 7

Bar review courses, mock exams and a study planner that keeps you on pace - batas.org



[1] Penned by Associate Justice Jose L. Sabio, Jr. and concurred in by Associate Justices Ramon A. Barcelona
and Demetrio G. Demetria of the 11[th] Division of the Court of Appeals; Rollo, pp. 6-23.

[2] Rollo, pp. 79-85.

[3] Id.

[4] See Sec. 4 (1), PD 115.

[5] Petition for Review on Certiorari, Rollo, pp. 40-41; Reply (Re: Prudential Bank's "Comment" dated November
23, 2000), Rollo, p. 186; Memorandum for Petitioner Development Bank of the Philippines, Rollo, p. 220.

[6] Records, p. 142.
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[14] Id.

[15] Cf. Article 2208 (1), Civil Code.

[16] Cf. Article 1155, Civil Code.
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