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LBHI undertook to pay all loans, advances, and other credit facilities or
financial accommodations, when due, whether at maturity, by declaration,
demand or otherwise, including interest and charges, of each of the LBHI
affiliate borrowers under the group facilities agreement which included the
PIT Loan.’

On September 12, 2008, LBHI executed a pledge agreement in favor of
SCB New York. Under the pledge agreement, LBHI represented that it had
“good and marketable title” to, and thereby pledged, the following debt
instruments to SCB New York: (1)} notes issued by HD Supply, Inc. (HD
supply notes) with a face value of USD 81,455,477.00; and (2) LBHI’s interest
in loans amounting to USD 87,189,447.00 made to Idearc, Inc. (/dearc)
(collectively, the pledged collaterals)."’

On September 15, 2008, LBHI filed for bankruptcy under Chapter 11
of the United States Bankruptcy Code (LBHI bankruptcy case) with the US
Bankruptcy Court for the Southern District of New York (US bankruptcy
court).!!

On September 16, 2008, the US bankruptcy court issued a stay order
preventing LBHI’s creditors from, among other things, enforcing or perfecting
their claims against, foreclosing on security provided by, and appropriating
property of, LBHI, while the LBHI bankruptcy case is pending.'”

Under Section I{(5)(d)} of each of the promissory notes executed by PI
Two, as required under the group facilities agreement, the occurrence of any
material change in the financial circumstances or conditions of PI Two which,
in the reasonable opinion of SCB Philippines, would adversely affect the
ability of PI Two to perform its obligations under the promissory notes, shall
entitle SCB Philippines to declare the loan of PI Two and all and any accrued
interest to be due and demandable without necessity of notice or demand.'?

When LBHI filed for bankruptcy, SCB Philippines made a demand
upon PI Two for the payment of its loan and accrued interest amounting to
PHP 825,063,286.11 as of September 2008. PI Two failed to comply with SCB
Philippines’ aforementioned demand.

On September 22, 2008, the Metropolitan Bank and Trust Company
(Metrobank), a creditor of PI Two, initiated rehabilitation proceedings with
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SCB Philippines allegedly claimed in its proof of claim before the US
bankruptcy court that LBHI’s and its affiliates’ total obligation under the
group facilities agreement was USD 25,889,954.32.22

As a result, PI Two filed a Motion before the RTC praying that SCB
Philippines be directed to disclose the status of its claim against LBHI,
particularly whether SCB Philippines was able to enforce and claim on
collaterals subject of the pledge agreement.”

In support of PI Two’s Motion, the rehabilitation receiver also filed a
Comment (On the Standard Chartered Bank Proof of Claim) recommending
that SCB Philippines be ordered to provide the information requested by PI
Two. The rehabilitation receiver stressed that PI Two should be notified about
developments with respect to the proof of claim and its status, in order to
prevent SCB Philippines from claiming “payment for the same credit twice.”**

In response, SCB Philippines stated that: (i) no claims had yet been
granted by the US bankruptcy court; (ii) not all collaterals pledged under the
Pledge Agreement were delivered to it; (iii) the same were already devalued
on account of the LBHI bankruptcy case; and (iv) the collaterals could not be
foreclosed upon on account of the Stay Order.??

In a Resolution dated May 4, 2011, the RTC resolved PI Two’s Motion
noting that since “certain collaterals under the [p]ledge [a]greement were
indeed delivered by Lehman to SCB... proper disclosure of the nature, status,
and present value of the collaterals... becomes necessary.” Thus, the RTC
ordered SCB Philippines to submit a list of the collaterals that had been
delivered to SCB Philippines by LBHI, stating the nature, status, and value
thereof.2¢

In compliance, SCB Philippines submitted a Certification from Marc
Chail, the area head, Americas, group special assets management of SCB,
stating that the following collaterals were pledged to SCB by LBHI: USD
81,455,477.00 of HD Supply Notes; and LBHI’s interest in USD
87,189,447.00 of loans made to Idearc. SCB Philippines further disclosed that
LBHI delivered USD 81,455,477.00 of HD supply notes to SCB’s depository
trust & clearing (D7C) account. SCB Philippines also revealed that the HD
supply notes had a face value of USD 112,917,096.00.%
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Philippines to repay its loan. Thus, SCB Philippines should continue to be

paid under the rehabilitation plan until it has received full payment on the loan
of PI Two.?

Meanwhile, on March 19, 2013, SCB Philippines received MRMAH?2s
Ugent Motion to release money in escrow praying that the amount of PHP
34,500,000.00 which was held in a special demand account in the name of the
rehabilitation receiver for the account of SCB Philippines, be ordered released
and returned to Pl Two immediately, and the amount of PHP 124,159,760.95
with interest payments in the additional amount of PHP 109,469,911.93
consisting of the amount already paid by PI Two to SCB Philippines be
ordered returned to PI Two immediately.?’

On even date, SCB Philippines also received P1 One’s Motion to Order
Rehabilitation Receiver to release escrow account dated March 14, 2013,
praying that the RTC “direct the [r]ehabilitation [r]eceiver to release in favor
of PI Two, the money held in escrow in the sum of [PHP] 34,500,000.00, plus
interest, representing the approximate amount deposited in the special demand
account in the name of the rehabilitation receiver for the account of SCB
Philippines.”*®

In response, SCB Philippines filed its Consolidated Opposition to
MRMAH2’s Urgent Motion and PI One’s Motion (Consolidated Oppoosition).
The Consolidated Opposition, among others, explained that the execution,
effectivity and/or operation of the stipulation, agreement and order, viewed
through the lens of the relevant New York or Philippine law, did not extinguish
the PIT Loan.”

Meanwhile, Metrobank, which was also a creditor of PI Two, filed a
Comment which similarly prayed for the removal of SCB Philippines as a
creditor of PI Two, and that the amounts incorrectly allotted as PI Two’s
payment to SCB Philippines be applied to PI Two’s debt to Metrobank.*

On August 30, 2013, the RTC issued the Joint Resolution granting: (1)
the Urgent Motion of PI Two dated March 6, 2013; (2) PI One’s Motion to
Order Rehabilitation Receiver to release escrow amount dated March 14, 2013;
and (3) MRMAH2’s Urgent Motion to release money in escrow dated March
14, 2013. The dispositive portion of the Joint Resolution reads:

1% Id. at 30. Opposition dated May 27, 2013.

7 1d at 49.
# o Id at 49-50.
¥ Id at 51,
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WHEREFORE, all said and considered, this court hereby grants the
urgent motion filed by PI Two, as well as P1 One’s and MRMAH2’s motions
to release escrow account in the sum of PhP34,511,095.05 in favor of PI
Two. Moreover, Standard Chartered Bank’s claim against PI Two in this
Rehabilitation Proceedings is now deemed excluded, and Standard
Chartered Bank is ordered to return the amounts it already received under
the Rehabilitation Plan in the sum of Php233,629,672.88 to PI Two.

Finally, the approved Rehabilitation Plan dated December 14, 2009 is
hereby amended to the effect that creditor Standard Chartered Bank is
excluded from the list of creditors. Hence, the distribution of available cash
tor payment by the debtor shall be allocated 1o the remaining creditors.

SO ORDERED *

The RTC held that “based on the recent developments that have
transpired in the US [b]ankruptcy [c]ourt on the allowed SCB guarantee claim,
SCB Philippines has been paid and will be paid under future distributions
under the Lehman Plan, on account of SCB’s claims in the rehabilitation
proceedings.” The RTC also noted the rehabilitation receiver’s comment that
under the Stipulation, Agreement, and Order, the parties intended for SCB to
be paid under the approved payment plan of the US bankruptcy court, and that
SCB shall have to collect from LBHI in the US bankruptcy court. The RTC
found that under the two promissory notes (Nos. 93137901039 and
93137901040), the bases of SCB Philippines’ claims against PI Two, the same
shall be governed by and construed in accordance with Philippine law. The
RTC also held that SCB Philippines’ opposition to PI Two’s argument that its
obligation to SCB Philippines has been extinguished calls for examination of
factual evidence as to the parties’ agreements before the US bankruptcy court,
as well as whether foreign or Philippine law governs. Further, the RTC held
that issues related to the Stipulation, Agreement, and Order are adversarial in
nature, which are beyond the mandate of the rehabilitation court; thus, a
separate proceeding is proper before another court.*

Subsequently, P1 One and MRMAH?2 filed their Motion for Execution
(of the Joint Resolution dated August 30, 2013), and Motion for Execution (re:
Joint Resolution dated 30 August 2013), respectively, before the RTC. Both
motions for execution prayed for the immediate execution and enforcement
of the Joint Resolution dated August 30, 2013, and the issuance of a writ of

execution. The RTC then set the hearing for both motions for execution on
September 10, 2013.%}

Aggrieved by the Joint Resolution, SCB Philippines filed a Petition for
Review with application for the issuance of a Temporary Restraining Order

Wl at 205,

2 fdoat 212,

“ Rolfo (G.R. No. 216702-03), p. 63. Motion for Extension and Motion for Execution both dated
September 5, 2013.
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(TRO) and Temporary Mandatory Order (TMO) before the CA, which was
subsequently docketed as CA-G.R. SP No. 131652. In its Petition, SCB
Philippines sought for, among others, the issuance of injunctive relief against
the immediate execution of the Joint Resolution and the subsequent reversal
of the same.**

On the same day and after the hearing on the motions for execution
before the RTC had already ended, SCB Philippines filed a Manifestation and
Urgent Motion for resolution of the application for the ex-parte issuance of a
TRO and TMO before the CA. SCB Philippines reiterated its prayer for the
immediate issuance of a TRO and TMO, and claimed that the execution of the
Joint Resolution was extremely imminent.*’

On September 12, 2013, the CA issued a Resolution granting the
application for TRO of SCB Philippines.**

Subsequently, PI Two filed a Petition for indirect contempt before the
CA which was docketed as CA-G.R. SP No. 132088.*” PI Two claimed that
SCB Philippines, willfully and deliberately misled the CA into issuing a TRO
when there was no urgency or necessity to do so. PI Two alleged that, contrary
to the representations made by SCB Philippines in its manifestation and urgent
motion filed before the appellate court, the RTC made it clear during the
hearing on the Motion for Execution that the execution of the Joint Resolution
is not Imminent considering that it: (I) granted SCB Philippines’ request for
a period of seven days to submit its comment on the motions for execution of
Pl One and MRMAH2; (2) directed PI Two and SCB Philippines to undergo
judicially mediated settlement talks to resolve the disagreement and to obviate
forcible execution process; (3) and directed the counsel for SCB Philippines,
to submit, not later than 5:00 p.m. of September 2013, the names and the
available dates of SCB Philippines” officers who would attend the judicially
mediated talks.*®

The CA later consolidated the Petition for indirect contempt filed by PI
Two with the Petition for Review filed by SCB Philippines.*’

The CA thereafter rendered the assailed Decision denying both the
Petition for Review filed by SCB Philippines and the Petition for indirect
contempt filed by PI Two. The dispositive portion of the Decision states:*

M Rollo (G.R. Nos. 216608 & 216625}, pp. 58-59. Petition for Review with application for the issuance
of a Temporary Restraining Order dated September 10, 2013,
B Id at 59-60,

W6 Jd. a1 60.
7 Rollo (G. R. Nos. 216702-03), pp. 150167
B 14 at 64,

1 Rollo (G.R. Nos. 216608 & 216625), p. 67.
I at 238,
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WHEREFORE, the foregoing premises considered, the petition for
review filed by Standard Chartered Bank in CA-G.R. SP. No. 131652 is
hereby DENIED and the assailed Joint Resolution dated August 30, 2013
of the Regional Trial Court of Makati (Branch 149), in SP. Proc. (Case) No.
M-8863 is hereby AFFIRMED.

The petition for indirect contempt filed by PI Two in CA-G.R. SP. No.
132088 is hereby DENIED.

SO ORDERED. (Emphasis in the original)

In CA-G.R. SP No. 131652, the CA ruled that the “sale” of the pledged
collaterals by SCB New York had the effect of extinguishing PI Two’s
obligation under Article 2115 of the Civil Code.”' However, SCB Philippines
has the right to pursue simultaneously claims before the US bankruptcy court
and the RTC.*?

In CA-G.R. SP No. 132088, the CA ruled that it did not see any malice
nor deliberate intent on the part of SCB Philippines to withhold from it,
information on the alleged judicially mediated settlement talks and the RTC’s
disinclination to enforce the Joint Resolution.™

Both SCB Philippines and PI Two filed a Motion for Partial
Reconsideration of the aforesaid Decision,” but both were denied by the
appellate court in its Resolution,’ the dispositive portion of which states:

WHEREFORE, the foregoing premises considered, the motion for
partial reconsideration filed by Standard Chartered Bank in CA-G.R. SP.
No. 131652 (Pctition for Review) of the Court’s consolidated Decision
dated May 26, 2014 is DENIED.

The motion for partial reconsideration filed by Philippine Investment
(SPV-AMC), Inc. in CA-G.R. SP. No. 132088 (Petition for Indirect
Contempt) also of the Court’s consolidated Decision dated May 26, 2014 is
DENIED.

SO ORDERED.*® (Emphasis in the original)
Dissatisfied with the ruling of the CA upholding the Joint Resolution,

SCB Philippines tiled a Petition for Review on Certiorari docketed as G.R.
Nos. 216608 and 216625.

S Id at 231
o Jd ac229-231.
B ld at 236,
Mo Ldoat 241,

S Jd at 241-250,
[ at 249,
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In G.R. Nos. 216608 & 216625, SCB Philippines argues that the CA
erred when it upheld the Joint Resolution considering that:

The LBHI Guarantee, LBHI Pledge Agreement, and Stipulation,
Agreement and Order all expressly stipulate that they shall be
governed by New York law. Thus, only New York law, the
governing law expressly stated in these agreements, and not
Philippine law, should be applied in determining the legal effects
of the LBHI Guarantee, LBHI Pledge Agreement, and
Stipulation, Agreement and Order;

The PIT Loan has not been extinguished upon the execution of
the Stipulation, Agreement and Order because the remittance of
the Pledged Collaterals to LCPI does not constitute a sale,
transfer or other “exercise of ownership” on the part of SCB
Philippines resulting in the PIT Loan being extinguished. Thus,
Article 2115 of the Civil Code, which speaks of the
extinguishment of the principal obligation when the thing
pledged is sold, finds no application as there was no sale of the
Pledged Collaterals from SCB Philippines to LCPI; and

The Joint Resolution is null and void for failing to state the facts
and law upon which the conclusions therein were based in
violation of SCB Philippines’ right to due process and deprived
it of an effective appeal process.”’

On the other hand, PI Two, PI One, and MRMAH2 argue that the CA
committed no error when it denied SCB Philippines’ Petition for Review since:

b

The Promissory Notes executed by PI Two in favor of SCB
Philippines are the source of SCB’s cause of action against PI
Two in the Rehabilitation Proceedings, and said Promissory
Notes that expressly state that the same shall be governed and
construed in accordance with Philippine law. Accordingly,
Article 2115 of the Civil Code finds application in this case;

SCB Philippines had taken ownership of the Pledged Collaterals
as proven, among others, by SCB Philippines’ deposit of the HD
Bonds in its Depository Trust Company (D7C) Account, by
LBHI’s institution of the Adversary Complaint, and by SCB
Philippines’ redemption of the HD Supply Notes, the proceeds of
which it received for its own account. The appropriation of the
Pledged Collaterals constituted a sale of the Pledged Collaterals,

57

Id. at 76—180.
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which under Article 2115 of the Civil Code, extinguishes the
principal obligation; and

3. The Joint Resolution contains sufficient factual and legal bases
to justify the results reached.”®

Equally disgruntled, Pl Two filed before this Court a Petition for
Review on Certiorari, subsequently docketed as G.R. Nos. 216702-03,
assailing the CA’s denial of its Petition for indirect contempt

In G.R. Nos. 216702-03, PI Two submits that SCB Philippines
deliberately concealed from the CA essential information which shows that
there is no extreme urgency for the issuance of TRO and TMO. According to
PI Two, after the hearing on the motions for execution, SCB Philippines was
already fully aware that the execution of the Joint Resolution was no longer
imminent because the RTC already directed PI Two and SCB Philippines to
undergo judicially mediated settlement talks to resolve the disagreement and
to obviate forcible execution process. However, when PI Two filed its
manifestation and urgent motion after the hearing on the motions for
execution, it still claimed that the execution of the Joint Resolution was
extremely imminent, nor did it make any subsequent manifestation before the
appellate court regarding the developments during the hearing on the motion
for execution. PI Two avers that SCB Philippines’ failure to relay to the CA
the developments which occurred during the hearing on the motions for
execution before the RTC constitutes concealment of information and such
concealment degrades the administration of justice, which in turn constitutes
indirect contempt under Sections 3(c) and 3(d) of Rule 71 of the Rules of
Court.”

On the other hand, SCB Philippines prays for the denial of PI Two’s
Petition for Review on Certiorari considering that: (1) the CA’s denial of the
Petition for indirect contempt is tantamount to an acquittal that is final and
unappealable; (2) the necessity for the issuance of the TRO remains despite
the RTC’s directive that SCB Philippines and Pl Two undergo judicially
mediated settlement talks; and (3) there was no concealment of information
amounting to indirect contempt because of lack of intent on its part to impede,
obstruct, and degrade the administration of justice.®

3% Id at 1834—1848, [854—1869, and 1927-1931.
% Rollo (G.R. Nos. 216702-03), pp. 73-94.
o0 fd at 723=751 and 1115-1148,
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Issues

L.
Whether the Joint Resolution is null and void for failing to
state the facts and law upon which the conclusions therein were
based in violation of SCB Philippines’ right to due process;

I1.
Whether Philippine law finds application in settling the
question of whether the PIT Loan was extinguished by the
execution of the stipulation, agreement and order;

[11.
Whether SCB Philippines’ claims against PI Two had been
extinguished upon the execution of the stipulation, agreement
and order;

IV.
Whether the ruling of the CA denying PI Two’s Petition
for indirect contempt is tantamount to an acquittal that is already
final and may no longer be appealed; and

V.
Whether or not SCB Philippines is guilty of indirect
contempt.
This Court’s Ruling

Whether the Joint Resolution is null
and void for failing to state the facts
and law upon which the conclusions
therein were based in violation of SCB
Philippines’right to due process

SCB Philippines claims that the CA gravely erred when it refused to
nullify the Joint Resolution considering that the same failed to state the facts
and law upon which the conclusions therein were based.®' According to SCB
Philippines, the CA tolerated, if not attempted to cure, a patent violation of
the constitutional mandate under Article VIII, Section 14 of the Constitution,
thereby violating its right to due process and depriving it of an effective appeal
process.%?

8 Rollo (G.R. Nos. 216608 & 216625), pp. [60-173.
S fd at 174-180.
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be another reason why they might choose to include a choice of law stipulation
in their contract.

In this case, the applicable laws in the relevant contracts are based on
the principle of lex loci intentionis due to the choice of law stipulations present
in these contracts.

The promissory notes stipulate that it should be “governed and
construed in accordance with the laws of the Republic of the Philippines™” as
the choice of law. A promissory note is a written promise to pay a specific
amount of money at a specified time or on demand. Depending on the
stipulations, it may or may not be a negotiable instrument, and it is generally
(though not necessarily) assignable or transferable from one person to another.
A promissory note typically includes the name and address of the borrower,
the amount of the loan, the interest rate, and the repayment schedule. It may
also include other terms and conditions, such as the consequences of
defaulting on the loan. Promissory notes are commonly used in lending
transactions, and they can be used to secure loans from banks or other
financial institutions. Here, the promissory notes give rise to a principal
obligation on the part of PI Two to repay the principal amount to SCB
Philippines. This principal obligation, which is in the nature of a simple loan
under the Civil Code, is doubtless governed by Philippine law based on their
choice of law stipulations.

This principal obligation of simple loan, which arises from the
Promissory Notes, is supported by accessory contracts, which arise from the
LBHI guarantee and the LBHI pledge agreement. The LBHI guarantee and
the LBHI pledge agreement stipulate New York law as the choice of law.

A pledge agreement is a contract that is used to secure a loan. In a
pledge agreement, the borrower agrees to pledge collateral, such as real
property or personal property, as security for the loan. If the borrower defaults
on the loan, the lender can use the pledged collateral to satisfy the outstanding
debt. Pledge agreements are commonly used in lending transactions, and they
can provide greater protection for the lender by giving them the right to seize
the pledged collateral if the borrower fails to repay the loan. Pledge
agreements can be used in conjunction with other types of loan documents,
such as promissory notes or guarantee agreements.”

A guarantee agreement is a contract in which one party, known as the
guarantor, agrees to be responsible for the obligations of another party, known
as the borrower, in the event that the borrower fails to fulfill those obligations.
A guarantee agreement is also commonly used in lending transactions, where

& Rollo (G.R. No. 216608 & 216625), pp. 388, 392, 396 & 400.
5 CiviL CODE. arts. 2093-2123.
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it can provide additional protection for the lender. If the borrower defaults on
the loan, the lender can seek payment from the guarantor, who is contractually
bound to fulfill the borrower’s obligations. Guarantee agreements can be used
in conjunction with other types of loan documents, such as promissory notes
or pledge agreements.’®

Both pledge and guarantee agreements are mere accessory contracts.
An accessory contract is a contract that is connected to or dependent on
another obligation”” or contract. In other words, an accessory contract is a
secondary or subordinate obligation that is dependent on the fulfillment of a
primary or principal obligation or contract. The guarantee agreement is
considered an accessory contract, because the guarantor’s obligation to fulfill
the borrower’s obligation is dependent on the borrower’s failure to fulfill those
obligations. A pledge agreement is an accessory contract because the
borrower’s obligation to repay the loan is the primary or principal obligation,
and the lender’s right to seize the pledged collateral is the secondary or
subordinate obligation. The borrower’s obligation to repay the loan is the main
obligation, and the pledge agreement is an accessory obligation that is
dependent on the borrower’s failure to fulfill that obligation. If the borrower
repays the loan as agreed, then the lender’s right to seize the pledged collateral
will never come into effect. The pledge agreement only becomes relevant if
the borrower defaults on the loan, at which point the lender can exercise their
right to seize the pledged collateral to satisfy the outstanding debt. Accessory
obligations, in these contexts, are often used in contracts to provide additional
protection or security for one of the parties.

These accessory obligations of LBHI guarantee and the LBHI pledge
agreement were modified in, and supplemented by, the Stipulation,
Agreement and Order, as an amicable settlement in the US bankruptcy case.
The Stipulation, Agreement and Order stipulates New York law as the choice
of law.

It is not difficult to conceive why these contracts have varying choice
of law stipulations. First, the LBHI guarantee is a contract that ensures the
payment of all loans, advances, and other credit facilities or financial
accommodations that are owed by the LBHI affiliate borrowers under the
group facilities agreement. This includes payment of interest and charges, and
applies to all obligations that are due, regardless of how or when they are
required to be paid. The LBHI guarantee is subject to New York law, and it
was created and is to be performed by LBHI, which is a corporation based in
New York. Second, the pledged collateral under the LBHI pledge agreement
consists of dollar-denominated securities issued by corporations based in the
USA that were deposited in a depository trust and clearing account in New

70
77

Note that the “guarantee™ here does not necessarily refer to the “guaranty”™ under the Civil Code.
Spouses Rigor v, Consolidated Orix Leasing and Finance Corporation, 436 Phil. 243 (2002) [Per J,
Carpio, Third Division],
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York. Furthermore, the LBHI pledge agreement was signed in New York by
LBHI and SCB New York, both of which are based in New York. Third, as for
the promissory notes, they were executed between two Philippine-based
entities, with the performance thereof taking place in the Philippines, and thus
they had to be governed by Philippine law.

We are therefore faced with a situation where (1) the principal contract
is governed by Philippine law but (2) the accessory contracts, and the
modifications thereon, are governed by New York law.

The question now is: when the Stipulation, Agreement and Order was
executed, has the principal obligation under the promissory notes been
extinguished? A threshold question is whether the fact of extinguishment of
the principal obligation should be governed by the choice of law stipulation
in the principal contract or the choice of law stipulation in the accessory
contracts.

We rule that the extinguishment of a principal obligation is a matter
incidental to that obligation, and not to the supporting accessory obligations.
Thus, issues on extinguishment of the principal obligation should be governed
by the law governing the principal obligation, and not the law governing the
accessory obligations.

An obligation is a legal relationship between two parties, in which one
party is required to perform certain actions or provide certain things to the
other party. An obligation typically has three incidents in its existence:
creation, performance, and extinguishment. First, the incident of creation
refers to the moment when the obligation is created, such as when a contract
is signed or when a legal duty is imposed.’”® Second, the incident of
performance refers to the time when the obligation must be fulfilled, such as
when a contract specifies that certain actions must be taken or when a legal
duty requires a certain behavior.”” Third, the incident of extinguishment refers
to the moment when the obligation is ended or discharged, such as when a
contract is terminated or when a legal duty is no longer in effect.®

Both principal obligations and accessory obligations each have their
own separate legal existence—i.e., a principal obligation can be created,
performed, and extinguished independently and separately from the creation,
performance, and extinguishment of the accessory obligation. For example,
the creation, performance, and extinguishment of a loan is different from the
creation, performance, and extinguishment of a pledge agreement. Parties

™ See, generally, Civil. CopL:, Book 1V, Title I, Chapter | and the various provisions on the manner of
execution and perfection of certain kinds of contracts in the Civil Code.

See, generally, Ctvir, Cani. Book IV, Title I, Chapters 2 and 3.

0 Civin CopE, art. 1231,
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may create a loan by executing a promissory note and delivering the proceeds,
but they may create a pledge agreement by executing that agreement and
delivering the pledged security. It is true that when a party defaults under the
loan and the secured lender (who is the pledgee) forecloses the pledge, the
foreclosure (if successful)} results in the extinguishment of the loan and the
simultaneous extinguishment of the pledge. However, these two incidents of
extinguishment are of two counts—i.e., the extinguishment of the loan
(through payment by way of a successful foreclosure) and the extinguishment
of the pledge (through the extinguishment of the principal obligation that it
supports). These two incidents of extinguishment are concurrent because We
are talking about a principal obligation supported by an accessory obligation,
but they are theoretically separate simply because two contracts (and
therefore, two separate sets of prestation) are involved.

In the same manner, when the Stipulation, Agreement and Order, which
ts an amendatory agreement that affects the accessory contracts of LBHI
guarantee and LBHI pledge agreement was executed, the question of whether
the principal obligation arising from the promissory notes was extinguished is
a matter to be decided under the law governing the promissory notes, and not
under the law governing the Stipulation, Agreement and Order, LBHI
guarantee, or LBHI pledge agreement.

Accordingly, under Philippine law, Article 1231 of the Civil Code
provides:

Article 1231. Obligations are extinguished:

(1) By payment or performance;

(2) By the loss of the thing due;

(3) By the condonation or remission of the debt;

(4} By the confusion or merger of the rights of creditor and debtor;
(5) By compensation;

{6) By novation.

Other causes of extinguishment of obligations, such as annulment,
rescission, fulfillment of a resolutory condition, and prescription, are
governed elsewherc in this Code.

Payment or performance is the mode of extinguishment most relevant
to the factual situation in the present case. Under Article 1232 of the Civil
Code, payment means not only the delivery of money but also the
performance, in any other manner, of an obligation. This means that payment
can also include other forms of performance that satisfy the obligations of the
parties involved. For example, if a contract requires one party to provide a
certain service to the other party, payment for that service could be made by
delivering money to the party that provided the service, or alternatively,
payment could be made by providing some other form of performance that
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satisfies the obligations of the contract, such as delivering a certain item or
providing some other service. In either case, the performance of the obligation
is considered to be payment for the purposes of the contract.

Article 1233 of the Civil Code states that “a debt shall not be understood
to have been paid unless the thing or service in which the obligation consists
has been completely delivered or rendered, as the case may be.” In other
words, payment of a debt requires the full and complete performance of the
obligation, rather than partial or incomplete performance.

In contracts of loan, the debtor is expected to deliver the sum of money
due the creditor. These provisions must be read in relation with the other rules
on payment under the Civil Code, which rules impliedly require acceptance
by the creditor of the payment in order to extinguish an obligation.

In the present case, SCB Philippines claims that the principal obligation
under the promissory notes was not yet paid and extinguished. Meanwhile, PI
Two claims that the said principal obligation was already paid and
extinguished. Whether the principal obligation under the promissory notes was
paid or not is a question of fact. In attempting to resolve this question of fact,
PI Two, PI One, and MRMAH?2 identified the Stipulation, Agreement and
Order as proof of the fact of payment and extinguishment of the principal
obligation. The Stipulation, Agreement and Order was submitted as an
evidence of such payment and extinguishment. As proof or evidence of the
factual question of payment and extinguishment of the principal obligation,
the Stipulation, Agreement and Order is incidentally also a written contract,
and one which is governed by New York law. 4s a written contract, submitted
as documentary evidence, it must therefore be read and interpreted in
accordance with its own terms. And its own terms dictate that it must be read
and interpreted in accordance with New York law.

Now, in reading and interpreting the Stipulation, Agreement and Order
in accordance with its own terms, are We then able to infer and resolve the
question of whether there is payment and extinguishment of the principal
obligation arising from the promissory notes under Philippine law?

We hold that the payment and extinguishment of the principal
obligation arising from the promissory notes have not been adequately proved
by the mere execution of the Stipulation, Agreement and Order.

Whether SCB  Philippines’ claims
against PI Two had been extinguished
upon the execution of the Stipulation,
Agreement and Order
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Based on the submission by SCB Philippines of the interpretation of the
Stipulation, Agreement and Order under New York law, We are constrained to
rule that SCB Philippines’ claim arising from the PIT Loan has not yet been
extinguished nor paid in the LBHI bankruptcy case.

To recall, the LBHI pledge agreement exccuted by LBHI was to
constitute the pledged collaterals as a security for “any and all indebtedness,
liabilities and obligations of every kind”®' under the LBHI guarantee. LBHI
delivered the pledged collaterals (particularly, the HD supply notes) in a
depository trust and clearing account in favor of SCB New York to perfect the
latter’s security interest in the HD supply notes under the Uniform
Commercial Code.** When LBHI initiated the LBHI bankruptcy case, the
automatic stay and the stay order™ prevented any creditor from foreclosing,
enforcing or appropriating any security to satisfy the claims against LBHI
while the LBHI bankruptey case is pending.™ When SCB New York filed a
claim in the LBHI bankruptcy case, LBHI and LCPI filed an adversary
complaint and objection against SCB New York and SCB Korea in the US
Bankruptcy Court claiming that: the transfers were done “with the actual
intent to hinder, delay and/or defraud LBHI’s creditors”;%* (2) in any event, it
was LCPI and not LBHI who owned the pledged collaterals;*® and (3) that the
same was likewise done “with the actual intent to hinder, delay and/or defraud
LCPI’s creditors.” This litigation led to the execution of the Stipulation,
Agreement and Order, which was a way to amicably settle the dispute, and
which was later on approved by the US bankruptcy court.®®

The Stipulation, Agreement and Order recognized that LCPI is the
owner of the pledged collaterals,* and that SCB New York would release all
its security interests over the HD supply notes and/or remit the redemption
proceeds to LCPI, and release all of its security interests over the Idearc
Loans.” In exchange, both SCB Korea and SCB are granted an “allowed non-

priority, senior, non-subordinated general unsecured guarantee claim against
LBHI[.]""

Thus, 1t is readily apparent that the release of the pledged collateral to
LCPI did not mean that ownership was transferred from SCB to LCPL. Pl Two
took this release of security by SCB to mean that ownership was in the first
place vested in SCB, and since ownership was previously vested in SCB, it
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constituted an appropriation of the pledged collateral which allegedly resulted
in the extinguishment of the PIT Loan. However, there is nothing in the
stipulation, agreement and order that proves this.

To the contrary, there is no evidence on record to prove that SCB
obtained title or ownership over the pledged collaterals. As shown by SCB
Philippines through an affidavit of an expert on the law of New York, the
proper procedure for SCB to obtain title or ownership over the pledged
collateral is through its foreclosure or acceptance as full or partial satisfaction
of the secured obligation in the event of an occurrence of an event of default
and notice thereof.?? There was no proof or evidence of foreclosure, or
acceptance of the pledged collateral as full or partial satisfaction of the secured
obligation. Moreover, the issuance of the automatic stay order and stay order
in the LBHI bankruptcy proceedings in New York effectively prevented SCB
from foreclosing or appropriating the pledged collaterals.??

With respect to the redemption of the HD supply notes by the original
issuer thereof, We are inclined to believe that the redemption proceeds were
received by SCB New York considering that it had possession as well a
security interest over the same. However, such redemption proceeds were held
by SCB in trust for LCPI, the owner of the HD supply notes. This was the
reason why SCB New York remitted the redemption proceeds to LCPI. It was
not because SCB New York became at one point in time the owner of the FHD
supply notes.

In short, the delivery by SCB of the pledged collaterals to LCPI
constituted a return of the pledged collaterals to LCP], its original owner. In
exchange, both SCB Korea and SCB are granted an “allowed non-priority,
senior, non-subordinated general unsecured guarantee claim against
LBHI[.]”* Thus, there is no basis for PI Two to claim that, under the
Stipulation, Agreement and Order, the PIT Loan was considered extinguished.

We shall now proceed to tackle the issue of indirect contempt.

Whether the ruling of the CA denying
Pl Twos Petition for indirect
contempt is tantamount to an acquittal
that is already final and may no longer
be appealed

2 fel at 101102,
93 Id at 532-539.
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Thus, the threat of immediate execution of the Joint Resolution
remained despite the RTC’s directive that SBC Philippines and PI Two submit
their dispute to mediation. Verily, SBC Philippines’ only iron-clad guarantee
against the immediate execution of the Joint Resolution is the issuance of
injunctive relief by the appellate court. Thus, SBC Philippines did not mislead
the CA when it claimed in its manifestation and urgent motion that the
execution of the Joint Resolution is imminent.

ACCORDINGLY, the Petition for Review on Certiorari filed by
Standard Chartered Bank, Philippine Branch is GRANTED, while the
Petition for Review on Certiorari filed by Philippine Investment Two (SPV-
AMC), Inc. is DENIED. The Decision dated May 26, 2014 and Resolution
dated January 27, 2015 issued by the Court of Appeals in CA-G.R. SP Nos.
131652 & 132088 are hereby PARTLY MODIFIED.

Branch 149 of the Regional Trial Court of Makati City and the
Rehabilitation Receiver in SP Case No. M-6683 is DIRECTED to:

. Determine the outstanding balance of Standard Chartered Bank,
Philippine Branch’s loan to Philippine Investment Two (SPV-AMC),
Inc. taking into consideration prior payments as well as distributions
made to Standard Chartered Bank in the Lehman Brothers Holding,
Inc. bankruptcy proceedings in New York; and

Lo

Amend  Philippine Investment Two (SPV-AMC), Inc.’s
Rehabilitation Plan to include Standard Chartered Bank, Philippine
Branch as a creditor.

SO ORDERED.

JHOSEﬁOPEZ

Associate Justice



Decision 33 G.R. Nos. 216608, 216625 and
(G.R. Nos. 216702-03

WE CONCUR:

7 »
- /‘//\/éﬁéi%/\

< MARVIC M.V.F. LEONEN T

Senior Associate Justice

AM %KZ RO-JAVIER

ssociate Justice

e

e
o
por T g .

_—""ANTONIO T. KHO, JiT.
Associate Justice

ATTESTATION

I attest that the conclusions in the above Decision had been reached in
consultation before the case was assigned to the writer of the opinion of this

Court’s Division.

—~ MARIVICM.V.F. LEONEN
Senior Associate Justice
Chairperson, Second Division



Decision 34 G.R. Nos. 216608, 216625 and
G.R. Nos. 216702-03

CERTIFICATION

Pursuant to Section 13, Article VIII of the Constitution, I certify that
the conclusions in the above Decision had been reached in consultation before
the case was assigned to the writer of the opinion of this Court’s Division.

AL G. GESMUNDO
Chief Justice



