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SECOND DIVISION

[ G.R. No. 173036, September 26, 2012 ]

AGOO RICE MILL CORPORATION (REPRESENTED BY ITS
PRESIDENT, KAM BIAK Y. CHAN, JR.), PETITIONER, VS. LAND

BANK OF THE PHILIPPINES, RESPONDENT.
  

D E C I S I O N

BRION, J.:

Before us is a petition for review on certiorari[1] of the March 28, 2006 decision[2]

and the June 6, 2006 resolution[3] of the Court of Appeals (CA) in CA-G.R. CV No.
84458. The CA affirmed the decision[4] of the Regional Trial Court (RTC), Branch 30,
San Fernando City, La Union, in Civil Case No. 6255 which denied the complaint for
injunction filed by Agoo Rice Mill Corporation (ARMC) against the Land Bank of the
Philippines (LBP). The CA denied the petitioner’s subsequent motion for
reconsideration. 

Background Facts

The facts, as gathered from the records, are as follows:

From October 1993 to October 1996,[5] the ARMC obtained from the LBP a Term
Loan (TL) for P2,000,000.00 and two (2) Short-Term Loan Lines (STLLs) amounting
to a total of P15,000,000.00,[6] evidenced by promissory notes. These loans were
secured by a Real and Chattel Mortgage over the ARMC’s four (4) commercial lots,
including their improvements, and its rice mill machineries and generator.[7]

Payment for the P2,000,000.00 TL was due on October 29, 1996, and payments for
the STLLs, of P12,000,000.00 and P3,000,000.00, were due on April 28, 1996 and
April 8, 1997, respectively.[8]

ARMC made several partial payments to cover the loans’ interests,[9] but found it
difficult to fully settle its loan obligations on time due to the company’s financial
liquidity problems; the negative effect of the government’s rice importation in 1996
on its sales of rice;[10] and problems brought by the El Niño phenomenon in the
region’s rice production.[11]

In a letter[12] dated January 6, 1997, the ARMC, through its President Mr. Kam Biak
Y. Chan, Jr., requested the LBP for an extension of time to pay its obligations; he
asked for a period ending on February 28, 1997.

The LBP, through a letter[13] dated February 25, 1997, reminded ARMC of its
commitment to pay on February 28, 1997.



On February 27, 1997, still foreseeing its inability to pay its obligations on the
requested date, the ARMC wrote the LBP for the  renewal of its loans, particularly
the P15,000,000.00 STLLs.[14] The LBP allegedly replied with the advice to have the
loans restructured instead of renewed.[15]

Accordingly, in a letter[16] dated March 12, 1997, ARMC requested the LBP to
restructure its STLLs. It suggested a payment arrangement of P5,000,000.00 every
six (6) months, until the whole loan of P15,000,000.00 was paid in full.[17]

The LBP deferred the ARMC’s proposal and advised it to first secure a waiver of its
penalty charges prior to the loan’s restructuring.[18]

In a letter[19] dated November 3, 1997, the LBP informed the ARMC that the bank’s
Domestic Banking Loan Committee has agreed to require an additional collateral
from the ARMC, which must be offered on or before November 7, 1997; otherwise,
the LBP would be forced to pursue legal action.

In another letter[20] dated November 10, 1997, the LBP informed ARMC that its
existing collateral was short of P3,400,000.00, based on its outstanding
P15,000,000.00 loan, and reiterated that ARMC needed to offer additional collateral
and to submit the necessary documents; ARMC was given up to November 14, 1997
to comply, but this was extended to November 25, 1997.[21] ARMC responded by
asking for a reappraisal of its properties, but the LBP denied the request, insisting
that the valuation made by its Property Assessors was fair and reasonable.[22]

On April 15, 1998, the LBP wrote to the ARMC regarding the latter’s failure to
comply with the LBP’s required offer of an additional collateral or to pay its due
obligations. The LBP informed the ARMC that non-compliance on or before April 30,
1998 would result in the referral of the matter to the bank’s Legal Office for
appropriate action.[23]

In a letter[24] dated May 22, 1998, the LBP informed the ARMC that its requested
loan restructuring was under evaluation with the bank’s Loan Approving Authorities;
in the meantime, the bank reminded ARMC of its payment for the month, which
must be paid on or before May 29, 1998.

Application for Extrajudicial Foreclosure

On July 8, 1998, the LBP sent the ARMC a Final Notice of Payment,[25] informing the
ARMC that it had filed, on the same date, an application for the extrajudicial
foreclosure of ARMC’s mortgaged properties with the Office of the Ex-Officio Sheriff
of San Fernando City, La Union.[26]

In its application for extrajudicial foreclosure,[27] the LBP alleged, among others,
that: (1) despite repeated demands, the ARMC failed to pay its overdue obligations,
in violation of the terms and conditions of the Real and Chattel Mortgage; (2) as of
July 8, 1998, the ARMC’s total unpaid obligation amounted to P23,473,320.83,
broken down as follows - principal amount of P15,000,000.00, interests amounting



to P7,363,320.83, and penalties amounting to P1,110,000.00; and (3) the ARMC
had been duly notified, through a letter-notice dated July 8, 1998, of the foreclosure
proceedings and of the time, date and place of  public auction.

The extrajudicial foreclosure was set for August 26, 1998 at nine o’clock in the
morning.[28]

Complaint for Injunction

On August 24, 1998, ARMC, through its President, filed with the RTC, Branch 30,
San Fernando City, La Union, a complaint for injunction with application for a writ of
preliminary injunction and temporary restraining order, and for recovery of
damages.[29]

ARMC mainly alleged that LBP’s proposed extrajudicial foreclosure should be
enjoined for being premature, improper and in violation of ARMC’s contractual and
property rights since negotiations for the restructuring of its loans were still
ongoing. ARMC contended that, unless enjoined, the foreclosure would cause its
company grave injustice and irreparable injury.

ARMC also alleged that the LBP’s petition for extrajudicial foreclosure contained
inconsistent statements on the total amount of its principal obligation, and omitted
the following relevant facts: that the P15,000,000.00 STLLs and the P2,000,000.00
TL were separately secured by a real estate mortgage and a chattel mortgage,
respectively; that the P2,000,000.00 TL had been fully paid, evidenced by a voucher
dated February 27, 1997; and that despite full payment of the P2,000,000.00 TL,
the LBP did not release the chattel mortgage and still included it in the petition for
extrajudicial foreclosure.

Further, ARMC contended that the Real and Chattel Mortgage attached to the LBP’s
petition for extrajudicial foreclosure referred to a loan previously obtained by ARMC
in 1995, which does not reflect the recent loan transactions between the parties,
and that the mortgage contract was altered without ARMC’s consent by including in
the mortgaged chattel the ARMC’s “stocks (rice/palay) inventories.”[30]

ARMC denied receipt of the LBP’s July 8, 1998 Final Notice of Payment.

Temporary Restraining Order and Writ of Preliminary Injunction

On August 24, 1998, Executive Judge Vicente A. Pacquing, RTC, La Union, issued a
72–hour Temporary Restraining Order (TRO) directing the Ex-Officio Provincial
Sheriff of La Union to cease and desist from proceeding with the August 26, 1998
foreclosure sale.[31] The following day, the RTC ordered the extension of the TRO for
seventeen (17) days.[32]

On September 8, 1998, the RTC ordered the proceedings suspended in view of the
parties’ manifestation to have the case amicably settled.[33] The contemplated
settlement, however, failed. Thus, the RTC proceeded with the hearing on the
issuance of the writ of preliminary injunction on January 12, 1999.[34]



In an order[35] dated March 18, 1999, Judge Adolfo Alagar, RTC, Branch 30, San
Fernando City, La Union, issued a writ of preliminary injunction upon the ARMC’s
filing of a bond of P4,000,000.00.

The RTC’s Ruling

In a decision dated August 5, 2004, the RTC found no merit in the ARMC’s complaint
for injunction.

Contrary to the allegation that the LBP reneged on its commitment to restructure
the ARMC’s loans, the RTC found that the LBP never agreed to the ARMC’s proposed
restructuring and, thus, was not in bad faith when it exercised its right to foreclose
the ARMC’s mortgaged properties; that no agreement was forged between the
parties because the ARMC failed to offer an additional collateral, as the LBP required
for the approval of the proposed restructuring.

Further, the RTC found no inconsistency or vagueness in the petition for extrajudicial
foreclosure as to the amount of the ARMC’s principal obligation, i.e.,
P15,000,000.00, and that the settlement of the P2,000,000.00 TL could not operate
to discharge the mortgaged chattel because the Real and Chattel Mortgage was
found to be indivisible, i.e., the mortgaged real estate and chattel could not be
discharged until the ARMC’s total indebtedness under the Real and Chattel Mortgage
is fully settled.

The RTC denied the ARMC’s complaint on the ground that injunction cannot issue
against the exercise of a valid right, the right of the creditor-mortgagee to foreclose
on the mortgage where the debtor-mortgagor has defaulted in the payment of its
obligations.

The RTC likewise ruled that the LBP’s foreclosure was not merely an exercise of its
right, but also the performance of its legal obligation under Presidential Decree No.
(P.D.) 385;[36] the decree requires government financial institutions, such as the
LBP, to foreclose mandatorily all loans with arrearages, including interest and
charges, amounting to at least twenty percent (20%) of the total outstanding
obligation. The same decree also provides that no restraining order, temporary or
permanent injunction shall be issued by the court against the foreclosing
government financial institution unless 20% of the outstanding arrearages have
been paid after the filing of the foreclosure proceedings.

The ARMC moved to reconsider the RTC’s decision, but the trial court denied the
motion in an order dated February 2, 2005.[37] The ARMC filed a notice of appeal to
the CA on February 8, 2005.[38]

In its appeal to the CA, the ARMC insisted that the restructuring of its
P15,000,000.00 STLLs was still under negotiation when the LBP filed its application
for extrajudicial foreclosure on July 8, 1998, and contended that the LBP was in bad
faith and guilty of promissory estoppel when it led the ARMC to believe that it would
restructure its loans, yet refused to have the mortgaged properties reappraised by
an independent appraiser.

The ARMC further contended that the charges imposed by the LBP were



unwarranted and that the stipulated interest on the promissory notes was excessive
and unconscionable and should be voided.

Foreclosure Sale

On May 12, 2005, the Sheriff of the RTC of San Fernando City, La Union issued a
Notice of Extrajudicial Sale that set the auction sale of the mortgaged properties on
June 3, 2005.[39]

The ARMC sought to enjoin the foreclosure sale by filing with the CA an application
for the issuance of a writ of preliminary injunction and temporary restraining order,
which the CA denied in a resolution dated June 14, 2005.[40]

The LBP emerged as the winning bidder in the auction sale.[41]

The CA’s Ruling

In a decision[42] dated March 28, 2006, the CA found no merit in the ARMC’s appeal.
The CA affirmed the RTC in ruling that, under P.D. 385, an injunction, whether
permanent or temporary, could not be issued to enjoin the foreclosure proceedings
instituted by the LBP.

The CA likewise found that the LBP did not approve, or even promised to approve,
the ARMC’s proposed loan restructuring; that, in LBP’s letter dated May 22, 1998 to
ARMC’s president, the LBP merely informed the ARMC that its proposal was “under
evaluation by [its] Loan Approving Authorities”;[43] that nothing in the letter
suggested that the LBP made any commitment or assurance to ARMC that it would
approve the latter’s proposal, thus, the LBP could not be held liable for promissory
estoppel; and that, in fact, the LBP repeatedly sent notices demanding payment
from ARMC but the latter failed to comply, prompting LBP to file for extrajudicial
foreclosure.

The CA did not also find the LBP in bad faith for refusing to have the ARMC’s
mortgaged properties reappraised by an independent appraiser; the LBP’s low
valuation on the reappraised properties would even be more beneficial to ARMC in
case of redemption.

Neither did the CA find the stipulated interest rates on the promissory notes and the
imposed penalty charges excessive, unconscionable and unwarranted, as the
interest on the promissory notes ranged from 15.50% to 18.25% per annum and
was last fixed at the “prevailing bank rate,” while the penalty charge was imposed at
12% per annum. The CA found these rates reasonable and cannot be compared with
the 5.5% per month, or 66% per annum, interest that this Court found to be
excessive, illegal, iniquitous and unconscionable in Medel v. Court of Appeals.[44]

The CA denied the motion for reconsideration that the ARMC subsequently filed,
paving the way for the present petition for review on certiorari filed with this Court
on August 2, 2006.

The Court’s Ruling


