FIFTH DIVISION

[ CA-G.R. CV No. 99901, April 30, 2014 ]

DAIKIN-ALEN AIR CONDITIONING INCORPORATED, PLAINTIFF-
APPELLEE, VS. SALEMAIRE INDUSTRIES CORPORATION,
DEFENDANT-APPELLANT.

DECISION
CARANDANG, J.:

Before this Court is an appeal seeking to nullify and set aside the Decision dated 12
September 2012 of the Regional Trial Court Branch 95 of Quezon City which ruled in
favor of plaintiff-appellee and ordered the defendant-appellant to pay the sum of
P2,191,163.70 with 2% monthly interest starting November 2006 until the full
payment thereof, plus P100,000.00 as attorney's fees.

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

From March to December 2003, appellant Salemaire Industries Corporation
(appellant) purchased from the appellee Daikin-Alen Air Conditioning, Inc.
(appellee) several air-conditioning units, parts and equipment. Per invoices,
appellant's total purchases amounted to P4,665,080.00. Out of the said amount,
appellant paid the amount of P2,473,916.64 only, leaving an unpaid balance of
P2,191,163.36. Consequently, the appellee attempted to collect the unpaid balance
from the appellant through notices and phone calls, but to no avail. As a result,
appellee's counsel sent a letter dated 27 July 2006 to the appellant formally
demanding the payment of the amount of P2,191,163.36 representing the unpaid
balance of the purchase price due the appellee.

In a reply-letter dated 27 October 2006, the appellant denied that it had failed to
pay its obligations with the appellee. It argued that it had already paid for the
purchase price of the purchases it made by virtue of the verbal agreement made on
20 January 2004 between its president Mr. Roque Martos and the then president of
the appellee, Mr. Hideki Nishimura wherein Mr. Nishimura supposedly agreed for the
offsetting of the appellant's outstanding obligation due the appellee with the
outstanding obligation of another company, Alen International Industrial Corporation
(Alen International) due the appellant. Alen International owns 40% of the equity of
the appellee. The total outstanding obligation of Alen International to the appellant
amounted to P2,191,163.70 as of 20 January 2004, which is approximately equal to
the appellant's outstanding obligation to the appellee. The following day, 21 January
2004, the appellant, through its president Mr. Roque Martos, sent a letter to the
appellee, through Mr. Hideki Nishimura, reiterating the supposed offsetting
agreement. Appellee did not respond to said letter.

On 30 August 2007, the appellee filed the Complaint a quo which prayed that
judgment be rendered ordering the appellant to pay P2,191,163.36 plus interest of



2% from November 2006 until the said amount is fully paid, as well as attorney's
fees.

On 12 September 2012, the lower court rendered a Decision finding the appellant
liable to pay the outstanding obligation to the appellee, among others. The
dispositive portion of the 12 September 2012 Decision reads:

“"WHEREFORE, judgment is hereby rendered in favor of the plaintiff and
against the defendant. The defendant is ordered to pay the plaintiff the
following amounts:

1. Two Million One Hundred Ninety One Thousand One Hundred Sixty Three and
Seventy Centavos (Php2,191,163.70) plus interest at the rate of two percent
(2%) per month from November 2006 until the said amount is fully paid;

2. One Hundred Thousand Pesos as Attorney's Fees.

SO ORDERED.”[1]

In ruling for the appellee, the lower court ratiocinated that the appellant's
outstanding obligations to the appellee were not yet fully paid because there was no
valid offsetting as the appellant is not a creditor of the appellee. Hence, the rule on
compensation under Articles 1278 and 1279 of the Civil Code is not applicable in the
instant case. The lower court adds that the appellee is not guilty of estoppel because
Mr. Hideki Nishimura did not falsely represent or acquiesce to any off-setting
agreement being claimed by the appellant. There was also no showing that Mr.
Hideki Nishimura was authorized by the appellee to enter into any agreement with
the appellant.

Hence, the present petition wherein the appellant assigns the following errors:
\\I.

The Court a quo erred in finding the Appellant liable for the amount of
PHP2,191,163.70.

There was a valid and binding offsetting between Appellee Daikin-Alen Air

Conditioning_Inc. and Appellant Salemaire Industries Corporation.”[?]

“I.

The Court a quo erred in ruling that the claim of Appellee is not barred by estoppel.”
[3]

Appellant argues that there was a valid offsetting of the obligations of the appellee
and the appellant because both are debtors and creditors of each other. This is
anchored on appellant's argument that there was a “merger” between Daikin
Corporation and Alen International from which the appellee (Daikin-Alen
Airconditioning, Inc.) was created. Thus, under Section 80 of the Corporation Code,
the appellee, as the newly-formed corporation, ipso jure assumes all the rights and
obligations of the constituent corporations and becomes the debtor of the appellant.
Consequently, there was a legal compensation between the debts of the appellee
and the appellant as all the requirements for legal compensation under Article 1279
of the Civil Code are present.



Appellant also argues that the appellee is guilty of estoppel because Mr. Hideki
Nishimura was vested with an apparent authority from the appellee when he
purportedly entered into an agreement with the appellant's president regarding the
offsetting of the appellant's debt with that of the appellee. Thus, appellee's failure to
deny or refute the offsetting agreement and to demand its claim for payment of the
unpaid balance for almost two years after the purported offsetting agreement is
tantamount to an acquiscence or approval to the said agreement.

Apellant's contentions are without merit.

For legal compensation to take place, the requirements set forth in Articles 1278
and 1279 of the Civil Code, quoted below, must be present.

ARTICLE 1278. Compensation shall take place when two persons, in their
own right, are creditors and debtors of each other.

ARTICLE 1279. In order that compensation may be proper, it is
necessary:

(1) That each one of the obligors be bound principally, and that he be at
the same time a principal creditor of the other;

(2) That both debts consist in a sum of money, or if the things due are
consumable, they be of the same kind, and also of the same quality if the
latter has been stated;

(3) That the two debts be due;
(4) That they be liquidated and demandable;

(5) That over neither of them there be any retention or controversy,
commenced by third persons and communicated in due time to the
debtor.

In this case, there was no legal compensation because the first requisite in Article
1279 is not present. That is, the appellee was never a debtor of the appellant. What
is clear from the records is that appellant is indebted to the appellee in the amount
of P2,191,163.70 representing the unpaid balance of its purchases from the latter.
On the other hand, appellant is a creditor of Alen International which has a separate
and distinct juridical personality from the appellee.

Merger is a union whereby one or more existing corporations are absorbed by

another corporation which survives and continues the combined business.[%]
Consolidation, on the other hand, is the union of two or more existing corporations
to form a new corporation called the consolidated corporation. In consolidation all
the constituent corporations are dissolved and absorbed by the new consolidated

enterprise.[>]

Contrary to appellant's contention, there was no showing in this case that there was
a merger or consolidation between Daikin and Alen International. Proving that there
was a merger or consolidation rests with the appellant. This is based on the principle

that he who alleges a fact has the burden of proving it.[®] In this case, the appellant
failed to present any evidence that there was indeed a merger or consolidation
between Daikin and Alen International such as (1) the approval by both the board of
directors and the stockholders of Daikin and Alen International of the plan of merger



