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Decision 2 G.R. Nos. 199565 &199635

DECISION

LAZARO-JAVIER, J.:

The Cases

These consolidated petitions seek to reverse and set aside the following
dispositions of the Court of Appeals in CA-G.R. CV No. 90491 entitled
Spouses Juan I. Galang and Ma. Theresa Ofelia G. Galang v. Hongkong and
Shanghai Banking Corporation, Ltd., Manuel S. Estacion, as rep. by Atty,
Manuel Montecillo, Stuart Milne, and Alejandro Custodio, Atty. Grace S.
Belvis and Sofronio M. Villarin, in their capacity as Clerk of Court/Ex-Officio
Sheriff and Sheriff in Charge of the Regional Trial Court of Pasig,
Defendants., Hongkong and Shanghai Banking Corporation, Ltd., and HSBC
Staff Retirement Fund, Inc. (Formerly Hongkong and Shanghai Banking
Corp., Ltd. Staff Retirement Plan):

{. Decision' dated March 31, 2011 nullifving the foreclocure of
mattaafae at Xpguaae Galang: and

2. Resolution” dated December 6, 2011 denying reconsideration;

Antecedents

Respondent Ma. Theresa Ofelia G. Galang was a regular employee of
petitioner Hongkong and Shanghai Banking Corporation, Ltd. (HSBC), a
foreign banking institution duly licensed to do business in the Philippines.*
HSBC offered benefit plans for its employees, including housing loans,
administered and managed by Hongkong and Shanghai Banking Corporation,
Ltd. Staff Retirement Plan (HSBC-SRP).*

On March i, 1990, Ma. Theresa applied for a P400,000.00 housing
loan, payable monthly for twentv-five (25) years at six percent (6%) interest
per anaum. HSBC-SRP approved the loan. The monthly amortizations were
then paid through deductions from Ma. Theresa’s payroll account. The loan
was secured by a mertgage she and her husband petitioner Juan [. Galang
executed on their property in Mandaluyong City in favor of HSBC-SRP. The
property is covered by TCT No. 3340.

Notably, the HSBC Retirement Plan Rules and Regulations provide that
the loan may be accelerated in case of separation, viz.:

Article V1

* Designated additional meniber per Raffle dated 25 January 2021.

' Penned by Court of Appeais Associate Justice (now a member of the Supreme Court) Mario V. Lopez, with
Associate Justices Magdangal d= Leon and Ldwin Sorengon. concurring.

2GR No, 199633, roifo, pp. 54-39,

*Id. at 60,

+ HSBC-SRP had not yet becn duly incorporated at the time the original case for annulment of foreclosure
sale with damages and preliminary injuncticn was filed on December 20, 1996; id. at 60-61.

/



Decision (G.R. Nos. 199565 &199635

tad

X X X Regardless ol the Employees, (sic) length of service o the
Bank. an employee who 1s separated from the service of the Bank for
cause or any other act for which the bank suffers loss or damages|.] shall
lose all his rights to the benefits provided under the Plan.

NXNXX

Article IX

NXXX

Section 5.

x X x Should the Employee’s service with the Bank be terminated
prior to full repayment of the loan, the Employee shall make a single

pavment to cover the outstanding balance.” (I:mphascs and underscoring
supplicd).”

On the other hand, pertinent provisions ot the Mortgage Agreement,
read:

The BOARD OFF TRUSTEES. the body duly authorized to act for and on
behall of the HSBC RETIREMENT FUND, a trust fund established in
accordance with law by the Hongkong and Shanghai Banking Corporation
1o finance the HSBC Retirement Plan with postal address at P.O. Box No.
1299, Makati. Commercial Centre, Municipality ol Makati, Metro Manila.
and herein alter referred to as the "MORTGAGTL.”

——and---

SPOUISES MA. THERESA OFELIA G. GALANG & JUAN [ GALANG
both of legal age. VFilipino and resident of 52 A. Pinagtipunan,
Mandaluvong. Metro  Manila, hercinafter  referred  to as  the
"MORTGAGOR(S).”

WITNLESSETH

WHEREAS, the MORGAGOR(S) has/have applied to  the
MORTGAGEE for certain credit or credit facibities and the MORTGAGER
has agreed 1o grant said credit or eredit tacilities. under the express terms
and conditions set [orth hereinafter:

NOW. THEREFORLE. in consideration of the premises, and of the
mutual premises, convenants (sic) and stipulations herein contained. the
parties hereto have agreed. and do agree. the onc with the other or others.
as lellows:

I

The MORTGAGIL: hereby grants to the MORTGAGOR(S) a credit
or credit facilities consisting of — a loan of PESOS: FOUR HUNDRED
THOUSAND ONLY ¢P400.000.-) Philippine Currency payable on demand.
N XXX

*ldoat 30,
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I

THE MORTGAGOR(S) herchy undertake(s) and agree(s) to pay the
MORTGAGLE, upon demand. any and ali sums that may be or become due
from and owing by the MORTGAGOR(S) to said MORTGAGEE. under
and in virtue of the credit or credit facilities hereby granted or hereinafter to
be granted by the latter to the former together with the interest thereon at
the rate computed in the manner set out in Article 11 hereot.

R

Ul

~oa s L o the event that the MORTOUAGOR(S) should 1ail wo pay the sums
ol money sccured by this mortgage, or any part thercot in accordance with
the terms and conditions herein set forth, or shoutd the MORTGAGOR(S)
fail to perform any of the conditions stipulated herein, then and in that case.
the MORTGAGEE shall have the right. at his election to foreclose this
mortgage and sell the mortgaged property extrajudicially. in the manner
hereinafier in this paragraph set forth: and for such purpose the
MORTGAGEE is herchby appointed  the aftorney-in-fact  of  the
MORTGAGOR(S). with full power of substitution and revocation® x x x

In January 1993, a labor dispute broke out between HSBC and
Hongkong and Shanghai Baking Corporation Employees Union (HSBC-EU),
the union of rank-and-file employees of which Ma. Theresa was a member.”
On December 22, 1993, the tension climaxed into a full-blown strike,
prompiing HSBC to dismiss ninety percent (90%) of its rank-and-file
employees, including Ma. Theresa.” Dropped from the payroll, Ma. Theresa

was unable to pay the monthly loan amortizations from January to November
19947

On November 28, 1994, HSBC-SRP sent Spouses Galang a formal
demand for full payment of the loan. Spouses Galang, however, paid only their
arrears and resumed remitting their monthly amortizations in December 1994
when they were able to raise enough money. They had since religiously paid
their monthly amortizations until October 1996.""

In the interim, HSBC-SRP sent them Installment Overdue Reminders
dated December 13, 1994, informing them of their total outstanding balance
of £338.636.00, which includes their overdue amounts ot interest, monthly
amortizations. and the interest on the arrears.'' HSBC-SRP, too, sent demand
letters on September 25 1995 and July 19, 1996 for payment of the entire
balance, which allegedly amcunted to £313,290.00" and P347,367.02,

*G.R. Ne. 199565, rollo. pp. 30-537.
T GLR.No. 199635, maffo. p. 31

S d

7 e,

GUR, No. 199305, raffo p. 115,
Wl at 116,

2GR No. 199635, rollo, p. 39,
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respectively.'* It also threatened to foreclose the mortgaged property unless
the loan is paid in full."

In response, Ma. Theresa sent HSBC-SRP a letter dated September 2,
1996, explaining that her account was up-to-date as she and her husband had
paid the arrears and since December 1994, and they had been paying their
monthly amortizations regularly.'

HSBC-SRP, however, sent Spouses Galang yet another Installment
Overdue Reminders on September 11, 1996 regarding their overdue account
which then totaled P295,948.000. A month later, October 10, 1996, HSBC-
SRP extrajudicially foreclosed the mortgage for 324,119.59 which covered
the outstanding balance of the housing loan then at P294,614.00.'° Petitioner
Manuel Estacion, Vice President of HSBC and former trustee ot HSBC-SRP
emerged as the highest bidder.!”

On December 20, 1996, Spouses Galang sued HSBC and HSBC-SRP
tfor Annulment of Sale with Damages and Preliminary Injunction before the
Regional Trial Court (RTC)-Pasig City. The case was docketed Civil Case No.
66057 and raffled to Branch 68.'%

On April 30, 1997, the trial court issued a writ of injunction, restraining
petitioners and the Clerk of Court and Sheriff of RTC, Pasig City from
registering the Certificate of Sale or from executing and registering a Final
Deed of Sale and/or other documents with the Register of Deeds. They were
also restrained from taking any action that would cancel registration ot TCT
No. 3340 under the name ot Spouses Galang and consolidating ownership in
favor of anyone else.'”

In its answer, FISBC-SRP asserted that the complaint stated no cause of
action. For based on the HSBC Retirement Plan Rules and Regulations, upon
termination of Ma. Theresa's employment with HSBC, her loan balance
automatically became due and demandable. Since she failed to settle this
amount in full upon demand, foreclosure of her mortgage logically followed.”"

As for HSBC, it also sought to dismiss the case on the ground that it
was not a privy to the real estate mortgage contract between Spouses Galang
and HSBC-SRP. a different and separate entity from HSBC itself. In any
event. its relationship with Ma. Theresa was purely one of employer-employee
— no other.”'

1 GLR. No. 199563, roflo. p. 117,
Ml at 31

P L at T8,

Ml

T GURL Now 199035, miflo. p, 32,
B

MGLUR. No. 199365, rollo, p. 56,
" GLUR. No. 199635, rolfo. p. 32
2
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During the pre-trial. the parties stipulated inrer alia, that HSBC-SRP is
managed by the Board of Trustees appointed solely by HSBC’s Board of
Directors; HSBC was not a signatory to any contract entered into and executed
between Spouses Galang and HSBC-SRP: Ma. Theresa availed of' the benefits
otfered by HSBC to its employees; in connection with the loan, Ma. Theresa
accomplished the corresponding application and executed a Mortgage
Agreement on the property in favor of HSBC-SRP; and HSBC-SRP has its
own policies, as defined in the HSBC Retirement Plan Rules and
Regulations.™

During the main trial, Ma. Theresa testified that while the labor dispute
between HSBC and the rank-and-file employees was pending compulsory
arbitration, HSBC agreed to restructure the loans of some striking
employees.”

Meanwhile, HSBC Vice-President Manuel Estacion testified that he
acted as a Trustee for HSBC-SRP. He clarified that HSBC-SRP was not
involved in the labor dispute between HSBC and its employees; HSBC-SRP
had no staft of its own, but had HSBC employees carry out its functions.”

The foreclosure was a necessary consequence of Ma. Theresa’s tailure
to pay her amortizations in 1994 and was done in the regular course of
business. Although Ma. Theresa resumed her amortization payments, the
same were not enough to cover the full outstanding balance of her loan that
had already become due and demandable.”> On cross, he admitted that HSBC
accepted Ma. Theresa’s payments but claimed that this was merely due to
oversight. He, too, admitted that HSBC-SRP got incorporated and registered
with the Securities and Exchange Commission (SEC) only after the mortgage
on the property of Spouses Galang already got foreclosed.™

HSBC Manager for Labor Relations Nilo Antonio J. Dicen
corroborated Estacion’s testimony. He added that he joined HSBC-SRP in
1998 when it got incorporated; the other incorporators were also officers of
HSBC. He noted that Ma. Theresa was terminated by HSBC even betfore the
strike was declared illegal by the Department of Labor and Employment.”’

Finally, HSBC Assistant Vice President for Credit Control Ma. Gina
A. De Guzman testified that she was in charge of the release of funds for
loans, payment collections, and security documentations; the mortgage on
Ma. Theresa’s property got foreclosed in October 1996 due to her separation
from HSBC; when a staff resigns, retires, or is terminated, his’her loans
become due and demandable; the loans of some of the striking employees
were restructured; and Ma. Theresa was up-to-date in her monthly payments

I at 65-67.
L at 67.
e

Id

ol al 68,
T
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when HSBC-SRP foreclosed the mortgage on her property.™
The Ruling of the Trial Court

By Decision™ dated July 24, 2004 the trial court disposed of the case,
thus:

Quite obviously there is an apparent discrepancy between the plan’s
rules and regulations and the mortgage contract. But the Court’s hand. so to
speak. is tied up from appreciating the plan’s rules and regulations because
the matter of the plaintiff wife’s dismissal is still swh judice. For this Court
therelore 1o appreciate the regularity or irregularity of the dismissal would
be a clear preemption of the higher court’s resolution on the matter. And
besides even il the Court could venture for a reconciliation of the said
documents. the discrepancy would still have to be resolved in favor of the
plaintiff's (sic) in line with the axiomatic precept of interpretation that
doubts are resolved against the party that caused the doubt.

In view thereot, the Court is thus lefi with only the morigage
contract in determining if the lorcelosure of the mortgage in question 1s 1n
order or not. Tt is. however. not difticult to sec that the foreclosurc ol the
mortgage is highly irregular for the simple reason that plaintiffs were up to
date in their monthly payments. Foreclosure only appears in case of arrear
and delault. which under the mortgage contract are wanting.

And vet. despite the above observation of the court. stifl the Court
could not make a delinitive adjudication on this case inasmuch as the
dismissal issuc between the parties remain unresolved. The court reckons
that if the dismissal issue is decided in plaintiff wife’s favor, then perhaps
the illegality of the foreclosure would have been then clearly shown for the
plan’s rules will not come into play. However. it is not [ar fetched that the
decision may also be adverse to them. But by then preference of priority
shall then be the issue between the two documents, which incidentally 18 not
raised as an issue in this case.

In iine. the Court feels that the determination of whether or not the
foreclosure of mortgage subject of this case should be annulled is
premature. [t therefore could not be sustained. On the other hand, the Court
could not likewise sustain the counterclaims for damages ol the delendants
for the supposed litigation expenses for this case as the plaitiffs were
merely impelled in iling this case for their legitimate exercise of property
right protection.

WHLEREFORLE. in view ol all the forcgoing. the Court resolves to
DISMISS this case for reason of prematurity. However. in the interest of
justice and fair play. the Court resolves not to dissolve [sic] the Temporary
Restraining Order until the issues between the parties shall have been finally
decided.

No pronouncement as to costs.

SO ORDERED.Y

I
2 penned by Judge Santiago G. Estrellaz il at 00-72.
Mrdoat 7i-72.
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It emphasized that the parties failed to show the supposed interplay
between the HSBC Retirement Plan Rules and Regulations, on one hand and
the mortgage contract, on the other. The court opined that each is separate and
distinct from the other.'' Thus, under the mortgage agreement, the entire
obligation becomes due and demandable when the mortgagor defaults and
fails to pay despite demand. In contrast, under the HSBC Retirement Plan
Rules and Regulations, the entire obligation is accelerated upon the severance
from employment of the employee-mortgagor.™ Although the court
recognized the need to reconcile these two (2) apparently conflicting sources
of the parties’ rights and obligations, it declined to pass upon the issue in view
of what it perceived is a prejudicial question to the issue of default, to wit: the
validity or invalidity of the termination of Ma. Theresa then pending betore
the Court.™ Hence, the court dismissed the complaint for being supposedly
premature,

Proeceedings before the Court of Appeals

HSBC, HSBC-SRP together with Estacion, and Spouses Galang filed
their respective appeals.*

HSBC-SRP and Estacion faulted the trial court for not finding that
HSBC-SRP had the right to foreclose the mortgage on the subject property.*
They maintained that although Spouses Galang were able to update their
account, the same did not prevent the foreclosure of mortgage.% Too, the issue
atfecting the validity or invalidity of Ma. Theresa’s termination did not bear
on the right of HSBC-SRP to foreclose.”’

As for HSBC.** it faulted the trial court for not dismissing the complaint
against it despite the patent absence of any showing on record that it
participated in the transaction or even in the subsequent foreclosure
proceedings between Spouses Galang and HSBC-SRP,

For their part, Spouses Galang faulted the trial court for dismissing the
complaint on the supposed ground that it was premature and for not holding
petitioners liable for damages.’ They argued anew that since they had been
religiously paying their monthly amortizations, they could not be declared in
defauit, much less, could the mortgage on their property be foreclosed. More
so since the resolution of the issue of default here depended on the validity or
invalidity of the termination ot Ma. Theresa then pending before the Supreme
Court.

Hd at 69,

S al 69-70.

Shdoat 70,

HGLR. No. 199365, roffa, p. 66-85,
Sdan 73-75.

Wopdat 75-80.

M al B0-82.

g at 75-94

M at 109-130.
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The Decision of the Court of Appeals

By Decision™ dated March 31, 2011, the Court of Appeals ruled in
favor of Spouses Galang, declaring as void the foreclosure of mortgage on
their property, viz.:

WHEREFORE. the extrajudicial foreclosure ol the mortgage is
declared VOID and the claims tor damages and attorney’s fees by the
partics are DENIED.

SO ORDERED.!

For one, HSBC could not invoke lack of privity in the mortgage
contracts to escape liability under the complaint. First, it created HSBC-SRP
tasked with administering retirement. pension, and other plans for the benefit
of its employees; second, when the loan agreement and the real estate
mortgage were executed in 1990, HSBC-SRP was still directly attached to
HSBC as the former was only incorporated in 1998; third, HSBC appointed
the trustees to manage HSBC-SRP; and finally, HSBC’s assets, liabilities, or
other interests were transterred to HSBC-SRP. For all intents and purposes,
HSBC-SRP was a mere conduit of HSBC which is the real party in interest.
To be sure, the foreclosure proceedings were predicated on the loan and
mortgage contracts executed between Ma. Theresa and HSBC, through
HSBC-SRP. In sum, it was HSBC which stood to benefit from the
foreclosure.’

For another. the iliegal dismissal case against Ma. Theresa was still
pending when the mortgage was foreclosed. Thus, her employment with
HSBC could not have been considered as “terminated with cause™ which
could have obligated her to immediately pay the entire balance of her loan.
More, Ma. Theresa's failure to pay her amortizations from January to
November 1994 did not justify the foreclosure. For foreclosure is only proper
when the debtor is in default after demand has been made. Here, after HSBC-
SRP sent its demand letter on November 28, 1994, Ma. Theresa promptly paid
the arrears and regularly paid the succeeding monthly amortizations as well
until October 1996 — which HSBC and HSBC-SRP accepted.™

As for the claim for damages and attorney’s fees, the Court of Appeals
found no basis to grant them. Before moral damages may be awarded, the
claimant must first allege and prove moral suffering, mental anguish, and the
like. Unfortunately for Spouses Galang, they offered no proof of “mental
anguish, sleepless nights, besmirched reputation, and embarrassment.”
Consequently, they cannot be entitled 1o exemplary damages, either.

“ penncd by Court of Appeals Associate Justice tnow a member of the Supreme Court) Mario V. Lopez, with
Associate Justices Magdangal de Leon and kdwin Sorongon. coneurring.
HCA Decision, p. 13,

14 at 8.
Word at 10-12.
Hnbat12-13,
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The Court of Appeals denied reconsideration on December 6, 2011.%

The Present Petitions

Through their respective petitions for review on certiorari, HSBC-SRP
and Manuel Estacion in G.R. No. 19956, and HSBC in G.R. No. 199635 now
seek affirmative relief against the foregoing dispositions of the Court of
Appeals.*

G.R. No. 199565: Petition for Review
of HSBC-SRP and Manuel Estacion

HSBC-SRP and Estacion assert that Ma. Theresa was able to apply for
the loan by reason of her employment with HSBC. Her eligibility for the loan
was predicated on her status as a regular employee. Too, she was well aware
of the terms of the HSBC Retirement Plan Rules and Regulations which
expressly provide that should her service with HSBC be terminated, she loses
the benetit, and her loan, gets accelerated.

They also cite Article VI-H of the Mortgage Agreement, thus:

H. In the event that the MORTGAGOR(S) should [all to pay the sums of
money sceured by this mortgage. or any part thereol in accordance with the
terms and conditions herein set forth, or should the MORTGAGOR(S) fail
Lo pertorm any of the conditions stipulated hercin. then and in that case. the
MORTGAGLL shall have the right. at his election 1o foreclose this
mortgage and sell the morigaged property extrajudicially, m the manner
hereinaller in this paragraph set forth: and for such purpose the
MORTGAGEE  is  herchy appointed  the  attorney-in-fact  of  (he
MORTGAGOR(S). with full power of substitution and revocation: x X X
(Underscoring provided)

They emphasize anew that failure to pay any of the sums secured by the
mortgage or failure to comply with the conditions of the Mortgage Agreement
already constitutes a valid ground to foreclose the mortgage. Spouses Galang
had admitted their failure to pay their monthly amortizations in 1994,
Consequently, the right ot HSBC-SRP to foreclose the mortgage on the
subject property atutomatically accrued. The fact that they subsequently paid
their arrears and monthly amortizations did not cure the detault already
incurred by them under the Mortgage Agreement.’

Further, the validity or invalidity of the termination of Ma. Theresa’s
employment does not bear upon the joint civil obligation of Ma. Theresa and
her husband to HSBC-SRP which was not even a party to the labor dispute.*®

SGR NoL 199635, o, r. S4-36

0GR Now 199563 roflo. p. 8-23 and GLR. No. 199633, roffo, p. 9-32,
" G.R. No. 1995365, roffo. p. 15-17.

P ar 17222,
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In Nestle Philippines Inc. v. NLRCY and NDC Guthrie Plantations v.
NLRC." the Court consistently ruled that enforcement of a loan agreement
involves debtor-creditor relations founded on a contract, which does not, in
any way, concern employer-employee relations.”’ Hence, the pendency of the
illegal dismissal case of Ma. Theresa should not affect her separation per se
from HSBC and its effect on her loan with HSBC-SRP.

The Court of Appeals ignored the relevant rulings of the Court in HSBC
Ltd. Staff Retirement Plan (now HSBC Retirement Trust Fund, Inc.) v.
Spouses Broqueza™ and Spouses Tamonte v. HSBC Ltd., et al.™ Both
involved co-employees of Ma. Theresa who were also separated from HSBC
because of their participation in the same illegal strike. When these
employees defaulted on their respective loans, HSBC-SRP also sought to
collect payments, albeit they, too, raised the detense that the HSBC-SRP
cannot exercise the right to collect and/or foreclose their mortgages in view
of the pending illegal dismissal case. In Brogueza, the Court ruled that a loan
agreement involves a debtor-creditor relation which does not in any way
concern emplovee relations.™ Meanwhile, in Tamonte, the Court dismissed a
similar complaint for annuiment of foreclosure proceedings filed by therein
petitioners.™

The principle of estoppel does not apply here as none of its elements
are present.” It never made any false representation to Spouses Galang for the
latter to make partial payments of their outstanding balance; it did not conceal
material facts from them: it did not make any statement to mislead them into
believing that there would be no foreclosure if they continued paying their
account: it was consistent in its position that full payment was required to
prevent foreclosure; and it did not act in bad faith nor actively participate in
the acceptance of their late payments.™

G.R. No. 199635: Petition for Review of HSBC

On the other hand, HSBC faults the Court of Appeals for (1) ruling that
HSBC-SRP was merely its conduit; (2) disregarding the relativity or privity
of contracts under Article 1311 of the Civil Code; and (3) making factual
findings not based on evidence, but mere conjectures.™

W72-A Phil. 305,309 (1991).

A4 Phil. 714,726 (2001,

GOR, Na. 199565, roflo. p. 18-19.

2049 Phil 311,318 (2010).

e71 Phil. 377,387 (2011).

TGUR. Noeo 1993635, raffo. p. 20.

S

“ (a) conduel amounting to false representation or concealment of material Tacts or at least calculated to
convey the impression that the facts ace othenwise than. and inconsistent with, those which the party
subsequently atlempts to assert: (by intent. o at least cxpectation that this conduct shall be acted upon. or at
jeast influenced by the other party: and (¢) knowledge, actual or constructive of the actual facts, ciling
Manectung v. Bawz, 284 Phil, 302,317 (1902),

TGUR No. 1993635, roflo . 181-182.

W GR.No. 199635, roflo, p, 9-32.
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It reiterates that HSBC and HSBC-SRP are separate and distinct
entities. In fact, the Court of Appeals, in its Decision dated March 31, 2011,
expressly recognized the Trust Agreement between HSBC as trustor and
HSBC-SRP as trustee. HSBC put up funds for its employees as beneficiaries,
to be administered, managed, and maintained by HSBC-SRP with the former
having no control over the same. Thus, it is erroneous to conclude that HSBC-
SRP is a “mere conduit” of HSBC.*"

Too, contracts take effect only between the parties, their assigns, and
heirs.® The Court of Appeals ruled that HSBC was a real party in interest
because it executed the loan and mortgage contracts through HSBC-SRP and
it stood to benefit from or could be held liable for violating said contracts.
This ruling contradicts the following factual findings of the Court of Appeals,
viz., Ma. Theresa applied for the loan with HSBC-SRP; Ma. Theresa executed
the mortgage contract in favor of HSBC-SRP; it was [ISBC-SRP which
demanded payment for the loan through demand letters; and HSBC-SRP
instituted the foreclosurc proceedings. Thus, it is clear that HSBC was not a
party to any of these transactions.”’

More, the ruling of the Court of Appeals that HSBC could be held liable
for violation of the loan and mortgage contracts is not consistent with
Broqueza and Tamonte.

Finally, the Court of Appeals erroneously ruled that HSBC failed to
exercise the high degree of diligence required of banks though such failure
was not even imputed during trial. Notably, Estacion testified that it was
human error which caused the acceptance of the late payments of Spouses
Galang, not wanton carelessness or malice. Unfortunately, the Court of
Appeals drew its conclusion, not based on the evidence, but on mere
speculations.”

Consolidated Comment of Spouses Galang
in G.R. Nos. 199565 and 199635

In their Consolidated Comment® dated April 19, 2012, Spouses Galang
reiterate that HSBC-SRP did not have any legal basis to foreclose their
property; the HSBC Retirement Plan Rules and Regulations did not justify
such foreclosure; and HSBC-SRP’s acceptance of amortization payments
from them constitutes estoppel. Further, the Court of Appeals was correct in

Mhd at 17-22

S 22, citing Article 1311, Civil Code:

Contracts take effect only between the parties. their assigns and heirs, except in case where the rights and
obligations arising Irom the contract are not transmissible by their nature, ur by stipulation or by provision
of law. The heir is not liable beyond the vidue ot the property he received from the decedent.

I a contract should contain some stipulation in favor of a third person, he may demand its fulfillment
provided he communicated his aceeptance to the obligor before its revocation. A mere incidental benelit or
interest ol a person is not sulficient. The contracting parties must have clearly and deliberately conterred a
favor upon a third person, (1257a)

“LGUR. No. 199635, rolfoop. 22-24.

“fed al 28-3 1.

MLl ar 114128,
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holding that HSBC is a privy to the ioan and mortgage contracts.”

Spouses Galang elucidate that since the HSBC Retirement Plan Rules
and Regulations impose a condition — separation for a cause. before an
employee loses his/her right to the loan benefits, there exists therefore a
prejudicial question pertaining to the validity of the termination of Ma.
Theresa. hence, the unilateral withdrawal ot the loan benetfit done by HSBC-
SRP pending final resolution of this prejudicial question was premature. And
while HSBC-SRP was not involved in the labor dispute, the privileges it
extended to the beneficiaries were dependent on the employment status of the
latter. At any rate, they were not in arrears anymore and were in tfact up-to-
date with their payments.”

Also, the provisions of the HSBC Retirement Plan Rules and
Regulations constitute a contract of adhesion where they did not have the
opportunity to negotiate with HSBC-SRP on the provisions affecting their
loan. At any rate, they were not furnished copy ot HSBC Retirement Plan
Rules and Regulations and were never apprised of its contents. Worse, Ma.
Theresa was not made aware of her automatic membership in the retirement
benefit plan of HSBC-SRP. There was, therefore, no mutuality of contract
between them.®

Even assuming that the HSBC Retirement Plan Rules and Regulations
were valid, the same have not been incorporated in the Morigage Agreement
itself, specifically the automatic acceleration clause in case of the employee’s
separation from HSBC. To be sure, Article VI, par. H of the Mortgage
Agreement limits the instances of delault wihere the mortgagor fails to pay the
sums secured by the mortgage, or anv part thereof. or fails to perform any of
the conditions stipulated therein — nothing more, nothing less. Estacion could
not even show where it states that the loan becomes due and demandable
should an employee be separated without cause.”’

And even further assuming that HSBC-SRP had the right to foreclose
by reason of Ma. Theresa’s delay in payment or her termination from
employment, the fact that HSBC-SRP had accepted the payment of arrears
and succeeding amortizations trom them, sans any comment should be
deemed a waiver of its right to foreclose.”™

Finally, while it is true that the named mortgagee is HSBC-5RP, not
HSBC, the latter cannot deny privity to the foreclosure of the mortgage
because its interests are so closely intertwined with those of HSBC-SRP that
they practically have the same interests in the loan collection and foreclosure.
Notably, HSBC-SRP had no staff of its own; it was HSBC that issued
statements of accounts and overdue reminders, among others; it made

R at 117-124
B L at 118-119.
“ofdoat 119,
PT at 119-120.
o ar 123,
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conlimmations and receipts of payments; it debited and collected loan
payments [rom the employees’ accounts; in the Memorandum of
Understanding between some of the striking employees and HSBC, HSBC-
SRP was included in the restructuring of loans; and lastly, HSBC-SRP did not
even have a corporate personality of its own when their mortgage was
foreclosed.

Issues

FIRST. Is the [oreclosure of the subject mortgage dependent on the
final resolution of the illegal dismissal case filed by Ma. Theresa Galang
against HSBC?

SECOND. Was HSBC-SRP estopped from demanding full payment of
the obligation from Spouses Galang and from subsequently foreclosing the
mortgage on their property?

THIRD. Are Spouses Galang entitled to damages?

FOURTH. Are HSBC-SRP and HSBC distinct from each other?

Ruling

On the right of HSBC-SRP to foreclose the
mortgage constituted to secure the housing
loan

The Mortgage Agreement of HSBC-SRP and Spouses Galang reads,

inter alia, viz.:
[11.

THEE MORTGAGOR(S) hereby undertake(s) and agree(s) to_pay
the MORTGAGEE, upon demand, any and all sums that may be or
become due from and owing by the MORTGAGOR(S) to said
MORTGAGEE. under and in virtue ol the credit or credit facilities hercby
granted or hercinafter to be granted by the latter (o the former together with
the interest thercon at the rate computed in the manner set out in Article Tl
hereof.

XX X
V.

v x x I In the event that the MORTGAGOR(S) should fail to pay the
sums of money secured by this mortgage, or any part thereof in
aceordance with the terms and conditions herein set forth. or should the
MORTGAGOR(S) fail to perform any of the conditions stipulated
herein, then and in that casc. the MORTGAGEE shall have the right, at
his election to foreclose this mortgage and scll the mortgaged property
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extrajudicially, in the monner hereinafier in this paragraph set forth: and
for such purpose the MORTGAGLEE is hereby appointed the attorney-in-
fact of the MORTGAGOR(S). with full power of substitution and
revocation: x x x (Emphascs and underscoring supplied)™

The Rules and Regulations, on the other hand, provide that the loan
may be accelerated in case of lermination for cause, viz.:

Article VII

x x X Regardless ol the Employcees. (sic) length of scervice to the
Bunk. an employce who is separated from the service of the Bank for
cause or any other act lor which the bank sufters loss or damages|.] shall
lose all his rights to the benefits provided under the Plan.

NXNX

Article 1X

Section 3.

X X X Should the Employee’s service with the Bank be terminated
prior to full repayment of the loan, the Employee shall make a single

payvment to cover the outstanding balance.” (Limphases and underscoring
7t

supplied)

Taken together, these provisions clearly establish that Spouses Galang
undertook 1o pay HSBC-SRP their monthly dues; and HSBC-SRP shall have
the right to foreclose the property extrajudicially: (1) should they fail to pay
any part of their loan OR (2) should Ma. Theresa be separated from her
employment with HSBC for cause.

Both circumstances obtain here.
a. HSBC-SRP’s right to foreclose under the Mortgage Agreement

Under the Mortgage Agreement, the remedy of foreclosure becomes
available to HSBC-SRP the moment Spouses Galang fail to pay their
installments. The rule is clear — foreclosure is valid when the debtor is in
default in the payment of his obligation.” Undeniably, Spouses Galang had
stopped paying their amortization for almost the entire year in 1994 — default,
plain and simple. We therefore agree with HSBC-SRP that its right to
{oreclose had already accrued at that point,

“CGLRL N, 199365, roflo, po 3052,

M GUR. Noo 199635, roflo, p. 30,

T pevelopment Bunk of the Philippines v Licuaman, 543,551 Phil, 544 (2007), citing State fmvestnrent Howse,
e, v Conrt of Appeals, 290 PRIL 222 (1992),

{
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To emphasize its right te foreclose, HSBC-SRP relies on HSBC Ltd.
Staff Retirement Plan (now HSBC Retirement Trust Fund, Inc.) v. Spouses
Broqueza™ and Spouses Tamonte v. HSBC Ltd., et al..”

Tamonte and Brogqueza share factual antecedents here, viz.: the co-
employees of Ma. Theresa (1) also availed of loans under the HSBC-SRP: (2)
they were terminated for participating in the same strike against HSBC; and
{(3) they also questioned the legality of their termination before the Labor
Tribunals. In both Tamonte and Brogueza, the Court ruted in favor ot HSBC-
SRP, explaining that the enforcement of a loan agreement involves debtor-
creditor relations founded on contract and does not, in any way, concern
employee relations. The Court added that HSBC-SRP need not wait for the
results of the illegal dismissal case before pursuing its remedies.

There is, however, a striking distinction between Tamonte and
Brogueza, on the one hand, and the present case, on the other, which prevents
us from applying the doctrines in the former cases in a straightforward manner
here -- Spouses Galang updated their accounts and continued paying their
monthly amortizations after Ma. Theresa got dismissed from employment.
Notably, in Brogueza and Tamonte, petitioners therein admitied to not having
paid any installment at all.

But as will be shown below, HSBC-SRP has the right to foreclose the
mortgaged property regardless of whether the Court applies Tamonte and
Brogqueza here.

b. HSBC-SRP’s right to foreclose under the Rules and Regulations

As judiciously observed by Senior Associate Justice Estela Perlas-
Bernabe during deliberations, HSBC-SRP’s right to foreclose under the Rules
and Regulations bears relevance not just here, but in the other cases involving
the same company and set of terminated employees.

Under the Rules and Regulations, Ma. Theresa is obligated to pay the
entire amount of her outstanding loan upon her termination from service for
cause. In this regard, the Court takes judicial notice of its earlier ruling in
Hongkong & Shanghai Banking Corp. Employees Union v. National Labor
Relations Commission (G.R. No. 156635, January 11, 2016) which held that
Ma. Theresa and her co-employees were validly dismissed for staging an
illegal strike, thus:

The petitioners insist that all they did was to conduct an orderly,
peacetul. and moving picket. They deny employing any act of vielence or
ohstruction of HSBC's entry and exit points during the period of the strike.

The contrary was undeniably true. The strike was far from orderly
and peacelul. HSBC's claim that from the time when the strike was

A9 Phil SUE(2010).
Sa7 Phil. 37 (2011).
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commenced on December 22, 1993 the petitioners had on several instances
obstructed the ingress into and egress from its offices in Makati and in Pasig
was not competently disputed. and should thus be accorded credence in the
light of the records. We agree with HSBC. for all the allidavits and
testimonies of its witnesses, as well as the photographs and the video
recordings reviewed by LA Pati depicted the acts of obstruction. violence
and intimidation committed by the petitioners during their picketing. It was
undeniable that such acts ol the strikers forced HSBC's ofticers 1o resort to
unusual means of gaining aceess into its premises at one point. In this
connection. LA Pati even obscerved as tollows:

[[Jt must be pointed out that the Bank has shown by clear and
indubitable evidence that most of the respondents have actually
violated the prlo|scription provided for in paragraph (b} ol Article
264 on tree ingress and ceress. The incident depicted i the video
lootage ol 05 January 1994, which has been viewed several times
during the tnal and even privately. demonstrates bevond doubt
that the picket was a non-moving, stationary ene — nothing less
but a barricade. This officc is more than convinced that the
respondents, at least on that day, have demonstrated an
abnormally high degree of hatred and anger at the Bank and its
officers (including the Bank's chief executive officer whe fell to
the ground as a result of the pushing and shoving) lcading them
to do anything to carry out their resolve not to let anymore
inside the Bank. Additionally. as observed by this Labor Arbiter.
the tensed and disquicting relation between the partics became all
the more apparent during the actual hearings as clearly evident from
the demeanor and actuations of the respondents.

The situation during the strike actually went out of hund because ot
the petitioners’ illegal conduet. compelling HSBC to secure an infunction
from the NLRC as well as to file its petition tor fivheas corpus in the proper
court in the interest of its trapped otlicers and employees: and at one point
to lease a helicopter to extract its employvees and officers from its premises
on the eve of Christmas Day of 1993,

or sure, the petitioners could not justify their illegal strike by
invoking the constitutional right ol labor to concerted actions. Although
the Constitution recognized and promoted their right to strike. they should
still exercise the right within the bounds of lavw. Those bounds had been
well-defined and well-known. Specitically. Article 264 (e} of the Lahor
Code expressly enjoined the striking workers engaged in picketing from
committing any act of violence. coercion or intimidation, or from
obstructing the frec ingress into or egress from the employer's premises for
fawlul purposes. or [rom obstructing public thoroughtares. The employment
of prohibited means in carrying out concerted actions mjurious to the right
to property ol others could only render their strike illegal. Moreover. their
strike was rendered unlaw (Gl because their picketing which constituted an
obstruction to the free use of the emplover's property or the comfortable
enjoyment of life or property. when accompanied by intimidation. threats,
violence. and coercion as o constitute nuisance, should be repulated. In
fine. the strike, cven if justified as to its ends, could become illegal because
of the means cmployed, especiaily when the means came within the
prohibitions under Article 264 () of the Labor Code.
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In view of our ruling in G.R. No. 156635, the acceleration clause under
the Rules and Regulation indubitably comes into play. Spouses Galang’s
failure to pay the accelerated amount of their obligation therefore entitled
HSCB-SRP to foreclose their mortgaged property in accordance with the
Rules and Regulations.

Notably, G.R. No. 156635 was only resolved in 2016. Thus, Spouses
Galang assert that the foreclosure of the mortgaged property in October 1996
was premature since the validity of Ma. Theresa’s dismissal from service was
still pending at that time and was oniy resolved two (2) decades later; whether
she was validly dismissed for cause was a prejudicial question which had to
be resolved before toreclosure proccedings may be commenced. Both trial
court and the Court of Appeals concurred that the foreclosure was premature.

We disagree.

For one, the rule on prejudicial questions only finds application in
criminal cases, thus:™

A prejudicial question is one that arises in a case the resolution of
which is a logical antccedent of the issuc involved thercin, and the
cognizance of which pertains to another tribunal. It is a question based
on a fact distinct and separate from the crime but so intimately
connected with it that it determines the guilt or innocence of the
accused, and lor it to suspend the criminal action, it must appear not only
that said casc involves facts intimately related to those upon which the
criminal prosecution would be based but also that in the resolution of the
issuc or issucs raised in the civil case. the guilt or innocence ol the accused
would necessarily be determined.

Scction 7. Rule 111 ol the 2000 Rules of Criminal Procedure
prescribes the elements that must coneur in order for a civil case to be
considered a prejudicial question, 1o wit:

Section 7. Elements of prejudicial question. — The elements
ol a prejudicial question arc: () the previously instituted
civil action involves an issue similar or intimately related to
the issue raised in the subsequent criminal action. and (b)
the resolution of such issue determines whether or not the
criminal action may proceed.

Aptly put. the following requisites must be present for a civil action
1o be considered prejudicial to a criminal case as o cause the suspension
ol the criminal proceedings unul the [inal resolution of the civil case: (1)
the civil case involves facts intimately related 1o those upon which the
criminal prosecution would be based: (2) in the resolution of the issue or
issues raised in the civil action, the guilt or innocence of the accused would
necessarily be determined: and (3) jurisdiction to try said question must be
lodged in another tribunal. {Fmphascs supplied: citations omitted)

o Peaple v Arambaide, 760 Phit. 754,761 (2015)
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Since the present case is for annulment of the foreclosure sale and does
not in any way involve a criminal complaint, the concept of prejudicial
question becomes inapplicable here.

For another, even assuming that G.R. No. 156635 may be trcated as

analogous to a prejudicial question. this could have only resulted in the
suspension of the annulment proceedings, thus:

Section 6. Suspension by reason of prejudicial question. — A petition for
suspension ol the ¢criminal action bused upon the pendency of a prejudicial
question in a civil action may be (tled in the office of the prosecutor or the
courl conducting the preliminary investivation. When the criminal action
has been frled in court for trial. the petition to suspend shall be filed in the
same criminal action at any time before the prosecution rests.

Verily, the pendency of G.R. No. 156633, at best, could have constituted
a valid ground for issuance of an injunction and sufficient reason to hold the
annulment proceedings in abeyance until G.R. No. 156635 got resolved. It
does not, by itself, warrant the nullification of the foreclosure sale.

In any event, G.R. No. 156635 had already been resolved with finality
against Ma. Theresa and her co-employees. Consequently, there is no longer
any “prejudicial question™ or any other legal impediment in resolving the case
on the merits.

All told, whether under the Mortgage Agreement or the Rules and
Regulations, HSBC-SRP’s right to foreclose the mortgaged property had
already accrued.

HSBC-SRP and HSBC are nonetheless
estopped from demanding payment in full
and subsequently foreclosing the mortgage

Spouses Galang nevertheless insist that the acceptance’” of the payment
for their arrears and monthly amortizations from 1994 to 1996 and
accordingly sending them their updated account after twenty-two (22) months
should place HSBC-SRP in estoppel from demanding full payment and later
on, foreclosing the mortgage.’

On the other hand, HSBC-SRP ripostes that estoppel does not apply
here as none of its elements are present.”” First, it never made any false
representation to Spouses Galang for them to continue in their monthly

TINB. Payments were coursed through their paveall account with HSBC. in which employees could make
deposits for payiment despite termination of salaries. the set-olf with such salaries were not the sole source
of pavment of amortizations.

GURONo. 199635 rodfo. po 1TT7-124,

Ay conduct amounting to false representation or concealment of material facts or at least calculated to
convey (he impression that the lacts are otherwise than, and inconsistent with. those which the party
subsequently attempls Lo assert; (b) intent, or at feast expectation that this conduct shall be acted upon, or at
least influenced by the other party: and (¢} knowledge, actual or constructive of the actual facts., citing
Muaneclang v Bann, 284 Phil. 302,317 (19972},
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payments; second, it did not conceal material facts from them; #/7ird. it did not
mislead them into believing that there would be no foreclosure it they paid
their arrears and continued paying their account; fourth, it was consistent in
its position that full payment was required to prevent toreclosure; and finally,
it did not act in bad faith in receiving Spouses Galang’s continued payments,
as it did not actively participate in the acceptance of their late payments.™

We agree with Spouses Galang.
Article 1431 of the Civil Code defines estoppel, thus:

Art, 1431, Through cstoppel an admission or representation is rendered
conclusive upon the person making . and canmot be denied or
disproved as against the person relying thereon.

Spouses Loquellano v. HSBC, HSBC-SRP, and Manuel Estacion,” is

aprapas :

IEstoppel is a doctrine that prevents a person from adopting an
inconsistent position, attitude, or action if it will result in injury to
another. One who. by his acts, representations or admissions. or by his
own silence when he ought to speak out. intentionally or through eulpable
negligence, induces another to believe certain facts to exist and such
other rightfully relies and acts on such belief, can no longer deny the
existence of such fact as it will prejudice the fatter. The doctrine of
estoppel is based upon the grounds of public policy. fair dealing. good faith
and justice. It springs {rom equitable principles and the equities in the case.
[t is designed to aid the law in the administration of justice where, without
its aid, injustice might result. (L\mphases and underscoring supplied)

Loquellano is another case involving similar events and incidents —
almost on all fours here. In Loquellano, petitioner Rosalina obtained a
P400,000.00 housing loan tfrom HSBC-SRP, similarly secured by an
analogous Mortgage Agreement and paid through monthly amortizations
collected through automatic salary deductions. Rosalina was terminated
together with her co-employees because of the strike they had staged. After
losing her employment, she failed to pay her monthly dues beginning January
1994, Rosalina nevertheless offered to make partial payments tor her arrears
which HSBC-SRP rejected. Subsequently, she received an Installment Due
Reminder dated July 26, 1995 which showed her monthly installment overdue
and the accrued interest. On August 1. 1995, Rosalina deposited amounts in
her salary savings account to pay for the arrears reflected in the reminder,
which HSBC-SRP accepted. Consequently, she received updated Installment
Due Reminders in August 28. 1995, September 27, 1995, December 21, 1995,
February 26, 1996, March 13, 1996 and April 11, 1996 — all reflecting her
payments and diminishing loan balances based on these payments which
HSBC-SRP accepted. Despite Rosalina’s payments, HSBC-SRP proceeded to

T GUR. No. 199565, rello, p. 181-182.
™GRO No. 200553, December 10, 2018,
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extrajudicially foreclose her mortgage. The Court however ruled that such
foreclosure was invalid, viz.:

To stress, respondent HSBC-SRP continuously sent out monthly
Installment Duc Reminders to petitioner Rosalina despite its demand
fetter dated September 230 1993 to pay the full amount of the loan
obligation within 3 days lrom receipt of the letter. It. likewise.
continuously accepted petitioner Rosalina's subsequent monthly
amortization payments until June 1996: thus. making their default
mmmaterizl. Morcover. there was no more demand for the pavment of the
full obligation atterwards. Consequently, petitioners were made to believe
that respondent HSBC-SRP wus applying their payments to their monthly
loan obligations as it had done before. [t 15 now estopped from enforcing its
right to toreclose by reason ot its acceptance of the delayved payments.

Also. Article 1235 of the Civil Code provides that when the ereditor
accepts performance, knowing its incompleteness and irrcgularity
without protest or objection, the obligation is deemed complied with.
Respondent LISBC-SRP accepted Rosaling’s payment of her housing loan
account lor almost one ycar without any objection. (Emphases and
underscoring supplied)

Conspicuously, the Court acknowledged that Spouses Loquellano were
already in default, as with Spouses Galang here, albeit it had become
immaterial due to estoppel. The Court considered the following
circumstances: first, HSBC-SRP sent updated accounts through the monthly
Installment Due Reminders; second. 1t continuously accepted Rosalina’s
monthly amortizations; and thie/, HSBC-SRP no longer demanded payment
of the full obligation. Taken together, these acts induced Rosalina to believe
that her default had become immaterial and relied on such beliet that HSBC-
SRP can no longer deny the same, as it would greatly prejudice Rosalina.

Here, too, HSBC-SRP sent Spouses Galang Installment Due
Reminders, particularly in December 13, 1994 and September 11, 1996: this,
despite the fact that it earlier sent Spouses Galang demand letters in November
28, 1994, September 25 1995 and July 19, 1996. Interestingly, the final
[nstallment Due Reminder was sent two (2} months after the last demand letter
was sent by HSBC-SRP. The Court is therefore convinced that by sending the
Instalment Due Reminder gffer accepting unconditionally twenty-two (22
monthly amortizations and «/ier the last demand, HSBC-SRP made Spouses
Galang believe that they were up-to-date with their account and that their
default with HSBC-SRP had become immaterial. Indeed. to rule otherwise
would greatly prejudice Spouses Galang who, in good faith, believed that their
payments had stalled the foreclosure. Hence, as in Lequellano, the HSBC-
SRP’s toreclosure of Spouses Galang's property must be nullified.

Moving forward, however, the Court bears stress that in view of our
ruling in G.R. No. 156635, it would no longer be sufficient for Spouses
Galang to pay their monthly instaliments. FFor as earlier stated, under the Rules
and Regulations, Spouses Galang, are already under obligation to make a
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single payment covering the entire outstanding balance. This is without
prejudice, however, to proper defenses which include future actions of HSBC-
SRPs which may again place it in estoppel.

Should Spouses Galang fail to pay or comply with their obligation,
HSBC-SRP may institute either a personal action for its collection or a real
action to extrajudicially foreclose the mortgage, which remedies are
alternative, not cumulative or successive,*” and the election or use of one
remedy operates as a waiver of the others.®!

Spouses Galang are not entitled to damages

As for their claim tor damages, Spouses Galang continue to assert that
HSBC-SRP’s foreclosure was not only without basis, but illegal and contrary
to morals, good customs and public policy. Assuming that HSBC-SRP had
basis to foreclose, it was exercised in bad faith and grave abuse of power.
Thus, damages should have been awarded to them.

Significantly, the courts below are consistent in ruling that Spouses
(Galang are not entitled to damages. While the trial court did not grant damages
on the ground that the case was prematurely filed, the Court of Appeals simply
found no basis for the award at all. It ruled that Spouses Galang failed to
allege, much less, prove moral suffering, mental anguish, sleepless nights,
besmirched reputation, or embarrassment. Consequently, they are also not
entitled to exemplary danages.®

We agree with the courts below.
Spouses Estrada v. Philippine Bus Rabbit Lines, Inc.* elucidates:

Moral damages include physical suffering, mental anguish,
fright, serious anxiety, besmirched reputation, wounded feelings, moral
shock, social humiliation, and similar injury. Though mcapable of
pecuniary computation, moral damages may be recovercd if they arc the
proximate result of the defendant's wrongful act or omission.

Under Article 2219 of the Civil Code. moral damages are
recoverable in the foHowing and analogous cases: (1) a eriminal offense
resulting in physical injuries: (2) quasi-delicts causing physical injuries: (3)
seduction. abduction. rape or other lascivious acts; (4) adultery or
concubinage: (5) illegal or arbitrary detention or arrest: (6) illegal search:
(7) libel, slander, or any other form of defamation: (8) malicious
prosceution: (9) acts mentioned in Article 309: 22 and (1) acts and actions
referred Lo in Articles 21,26, 27 . 28,29, 30, 32, 34. and 35

N X x [Clase law establishes the Tollowing requisites tor the award of moral
damages: (1) there must be an injury clearly sustained by the claimant,
whether physical, mental or psychological: (2) there must be a culpable act

MU Marilae v Murtinez, 764 Phil. 376, 586 (2013),

B Sveaniore Yeatures Corparation v, 721 Phil. 290,297 (2013},
8 CA Decision. pp. 12-13.

52813 Phil. 950, 064 (2017).
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or omission factually established: (3) the wrongful act or omission of the
defendant is the proximate cause of the injury sustained by the
claimant; and (1) the award for damages is predicated on any of the cascs
stated 1 Article 2219 of the Civil Code. (Fmphases added: citations
omitted)

While Spouses Galang alleged bad faith, grave abuse, and illegality on
part of petitioners, they utterly failed to substantiate the same. In any event,
HSBC-SRP had basis to foreclose the mortgage in accordance with the
Mortgage Agreement were it not for its actions which placed it on estoppel.

HSBC-SRP and HSBC are separate entities

Finally, in refusing to dismiss the case against HSBC, the Court of
Appeals seemingly applied a variation ot the doctrine of piercing the veil of
corporate fiction, thus: when hwo business enterprises are owned, conducted
and controlled by the same parties, both law and equitv will, when necessary
to protect the rights of third parties. disregard the legal fiction that two
corporations are distinct entities and treat them as identical or one and the

.S'C?'I’HE.“‘:4

We disagree.

Though a subsidiary company's separate corporate personality may be
disregarded when the evidence shows that such separate personality was being
used by its parent or holding corporation to perpetrate a fraud or evade an
existing obligation.*” none of these circumstances were alleged or proved by
Spouses Galang. They simply claimed that HSBC-SRP and HSBC acted in
bad faith when they foreclosed the mortgaged property though they (Spouses
Galang) were up to date in their payments.

More, the insistence ot Spouses Galang that HSBC was privy to the
Mortgage Agreement for its interests are so intertwined with those ot HSBC-
SRP that they have hecome identical — constitutes a collateral attack on the
corporate personality of HSBC-SRP which is prohibited by the Corporation
Code of the Philippines.™ Such an inquiry into the legal personality of a
corporation may only be made by the Solicitor General in a Quo Warranto
proceeding.

At any rate, HSBC correctly argues that it had no participation in the
tforeclosure proceedings. The parties even stipulated during the pre-trial that
HSBC was not a signatory to any contract between Spouses Galang and
HSBC-SRP. Its role was limited to determining who among its employees

8 feirs of Fe T Uy v Internaliondd Exchange Bunk, 703 Phil. 477 (2083)0 Goldkey Developnient
Carporation v Inrcrnational Exchanee Baah, 703 Phil. 477 20133 citing Geawrad Credit Corporation .
Alscny Devetopaient and Tnvestment Corporation. 342 Phil, 289,231 (2007).

8 Maricalum Mining Corporation v Floreniing, e ol . 836 Phil. 655,004 (2018).

M Section 19, De Tacto Corporations. - The due mcorparation of any corporation claiming in good faith to be
a corporation under this Code, and its right to exercise corporate powers, shall not be inquired into
collaterally in any private suit to which such corporation may be a party. Such ingquiry may be made
by the Solicitor Genceral in a quo warrsnte proceeding.
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were eligible to apply for housing loans. processing and approval of which
were left to the discretion of HSBC-SRP.

Considering, too, that Spouses Galang are not entitled to damages, there
is simply no reason to pierce the corporate veil as they would have nothing to
collect or regain tfrom HSBC. Otherwise stated, Spouses Galang do not have
a cause of action against HSBC.

All told, the Court of Appeals correctly nullified the foreclosure sale,
albeit tor a different reason. Meanwhile, there is simply no reason to involve
HSBC in the fray as a non-party to the Mortgage Agreement. Consequently,
the Court is compelled to dismiss the petition of HSBC-SRP and grant the
petition of HSBC.

ACCORDINGLY, in G.R. No. 199565, the pctition is DENIED. The
Decision dated March 31, 2011 and Resolution dated December 6, 2011 of the
Court ot Appeals in CA-G.R. €V No. 90491 are AFFIRMED. The
foreclosure of the mortgage on the property of Spouses Juan . Galang and
Ma. Theresa Ofelia G. Galang is declared VOID.

Meanwhile, in G.R. No. 199635, the petition is GRANTED. The
complaint for Annulment of Sale with Damages and Preliminary {njunction 1s
DISMISSED as against HONGKONG AND SHANGHAI BANKING
CORP. for lack of cause of action.

SO ORDERED. /

AMY (. LAZARO-JAVIER

{ssaciate Justice



Decision 25 G.R. Nos. 199565 &199635

WE CONCUR:

ESTELAM ufERLAS BERNABE

Chairperson

"

HEN AN PAL B. INTING . ROSARIO
Associate Justice Assbciate Justice

JHOSE@OPEZ

Associate Justice

ATTESTATION

I attest that the conclusion in the above Decision had been reached in
consultation before the cases were assigned to the writer of the opinion of the
Court’s Division.

ESTELA NM%ERLAS-BERNABE
Senior Associate Justice
Chairperson

CERTIFICATION

Pursuant to Section 13, Article VIII of the Constitution, and the
Division Chairperson’s Attestation, I certity that the conclusions in the above
Decision had been rzached it consultation before the cases were assigned to
the writer of the opinion of the Court’s Division.

ALEX AR G GESMUNDO
ChtefJuSnce




