Bepublic of the Philippines

Supreme Court
fHanila

FIRST DIVISION

JOHNSON &  JOHNSON G.R. No. 279436
PHILS., INC. & LA CONCHA
LAND DEVELOPMENT, INC., Present:
Petitioners,
GESMUNDO, C.J.,
Chairperson,
- Versus - HERNANDO,
ZALAMEDA,
ROSARIO, and
EDUARDO ERNESTO A. MARQUEZ, JJ.
EVANGELISTA, EDILBERTO
ANTONIO A. EVANGELISTA, Promulgated:
AND RAFAELITA A.

EVANGELISTA .

Respondents.
e e e X
DECISION

HERNANDO, J.:

The Petition for Review on Certiorari' assails the Decision® dated May
30, 2024 and the Resolution® dated March 20, 2025 of the Court of Appeals
(CA) in CA-G.R. CV No. 121306, affirming the Decision’ dated May 16, 2022
and the Order’ dated September 22, 2022 of the Regional Trial Court (RTC)
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which declared that the foreclosure of the properties of respondents Eduardo
and Edilberto Evangelista were null and void for having been undertaken
without proper basis.

The Factual Antecedents

The siblings Eduardo Emesto (Eduardo) and Edilberto Antonio
(Edilberto), both surnamed Evangelista, were the registered owners of two
parcels of land covered by Transfer Certificates of Title (TCT) Nos. 129237 and
74006 (subject properties). Their father was the proprietor of Karahayan
Enterprises (Karahayan), a business entity engaged in the sale and distribution
of products of petitioner Johnson & Johnson Phils., Inc. (JJPI).6

On November 9, 1998, Karahayan and JJPI entered into a Distributorship
Agreement,’ appointing Karahayan as JJPI’s distributor in Naga, Bicol and
Puerto Princesa, Palawan for two years. The Agreement required Karahayan to
secure its obligations with a collateral, thus Eduardo and Edilberto authorized
their father to mortgage the subject properties.® Consequentially, on March 11,
1999, a Deed of Real Estate Mortgage’ was executed by and between Edilberto,
Eduardo, and their father on one side (collectively, the Evangelistas), and JJPI
on the other. The Deed provided the grant of a credit facility in the sum of PHP
2,940,000.00 in favor of Karahayan, conditioned upon the mortgage of the
subject properties to secure such credit facility.'®

Sometime in 2003, Karahayan closed shop.!!

Sometime in 2005, JJPI filed a petition for extrajudicial foreclosure of the
subject properties to satisfy Karahayan’s alleged debt amounting to PHP
2,153,990.31. After notice and public auction, the subject properties were sold
to respondent La Concha Land Development, Inc. (La Concha) for PHP
1,500,000.00. The TCTs in the names of Eduardo and Edilberto were cancelled
and new TCTs were issued to La Concha.'?

The Evangelistas filed a Complaint’® for the annulment of the extrajudicial
sale of the subject properties and the cancellation of the TCTs issued in favor
of La Concha.'* They contended that the foreclosure was baseless, since
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Karahayan had an outstanding obligation to JJPI only in the amount of PHP
578,461.41, and the same had already been paid."”

Rafaelita, Eduardo and Edilberto’s mother, testified that the Deed of Real
Estate Mortgage was constituted to cover only obligations arising from the
distributorship in Puerto Princesa City, and that Karahayan had even paid an
amount exceeding its debt to JJPL.'®

Marilyn Briz, a former employee of Karahayan, testified that the mortgage
indeed did not cover the obligations of distributorship areas other than those in
Puerto Princesa City. She contended that JJPI’s accounting was defective and
echoed the assertion that Karahayan overpaid JJPI.!7

For its part, JJPI maintained that the Distributorship Agreement covered
both the Puerto Princesa and the Bicol areas. As a result, the Deed of Real Estate
Mortgage covered Karahayan’s obligations arising from both areas, amounting
to PHP 2,153,990.31 as of 2004. Karahayan’s failure to pay led JJPI to
extrajudicially foreclose the subject properties.'®

On rebuttal, Rafaelita theorized that since the Distributorship Agreement
had already expired on November 9, 2000 without any extension, the Deed of
Real Estate Mortgage had likewise expired.”” JJPI and La Concha did not
present sur-rebuttal evidence.?’

Ruling of the Regional Trial Court

The RTC ruled for the Evangelistas in its Decision dated May 16, 2022,
thus:

WHEREFORE, premises considered, judgment is hereby rendered:

1. Declaring null and void the foreclosure sale of the properties covered by
TCT Nos. 74006 and 129237, held on February 28, 2005; the Certificate
of Sale dated February 28, 2005; and the TCT Nos. 176009 and 176010
issued to La Concha;

2. Directing the Register of Deeds of Puerto Princesa City to cancel TCT
Nos. 176009 and 176010 issued to L.a Concha, and reinstate TCT Nos.
74006 and 129237 to Edilberto Antonio A. Evangelista Jr. and Eduardo
Emesto A. Evangelista;

3. Ordering La Concha Land Development Corporation to surrender the
owner’s copy of TCT Nos. 176009 and 176010 to the Reglster of Deeds
of Puerto Princesa City for cancellation;

5 jd at 139.
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4. Ordering Johnson & Johnson Phils. Inc. to pay La Concha Land
Development Corporation the amount of One Million Five Hundred
Thousand Pesos ([PHP]1,500,000) with 6% interest per annum from
finality of this Decision until fully paid.

5. There is no award for damages for lack of proof. The counter-claim is also
dismissed.

No cost.

SO ORDERED.*

The RTC preliminarily determined that the central issue to be resolved is
whether Karahayan was already in default, properly triggering the foreclosure
of the real estate mortgage.? The first requisite of default, that the obligation is
already demandable and liquidated, was found to have been met because JJPI
presented a demand letter dated September 3, 2004 with a demand to pay the
amount of PHP 2,153,990.31, within seven working days from receipt, failing
which would result to foreclosure.?? The second requisite, that the debtor delays
in their performance, was also found to exist because nothing in the evidence
shows that Karahayan had settled its obligation to JJPI as set out in the demand
letter dated September 3, 2004.2* The third requisite, that the creditor judicially
or extrajudicially requires the debtor’s performance, was likewise found to have
been met, since JJIPI already demanded payment from Karahayan through a
demand letter.?>

The trial court ruled that the foreclosure would have been proper if not
for the crucial issue raised by the Evangelistas on rebuttal, through Rafaelita’s
testimony, that the real estate mortgage was defective because the
Distributorship Agreement dated November 9, 1998 had already expired on
November 9, 2000. The trial court held that the real estate mortgage is only an
accessory contract to the Distributorship Agreement, without which there is no
principal contract to secure.?® The liabilities owed as set out in the demand
letter of September 3, 2004 were found to have been incurred in 2003, a period
when the real estate mortgage had already expired.?’

Significantly, while the issue on the expiration of the Distributorship
Agreement and consequentially, the Deed of Real Estate Mortgage, was not
discussed in the complaint nor was it raised at pre-trial, the trial court observed
that JJPI failed to object to the contention at the time it was raised, so it shall be
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treated as if it had been raised in the pleadings®® and can thus be considered by
the court.

JIPI and La Concha moved for reconsideration, which the trial court
denied.?®

Ruling of the Court of Appeals

Upon recourse to the CA, the appeal was denied through a Decision dated
May 30, 2024, to wit:

WHEREFORE, the appeal is DENIED.

IT IS SO ORDERED.*® (Emphasis in the original)

The appellate court observed that the Distributorship Agreement was
executed on November 9, 1998, with a specific effectivity period of two years.
The Deed of Real Estate Mortgage was contracted as a collateral to obligations
that may be or have been incurred in relation to the Distributorship Agreement.
Thus, when the Distributorship Agreement expired on November 9, 2000, so
too did the Deed of Real Estate Mortgage since it is a mere accessory contract
that cannot exist independently of the principal obligation.”

The appellate court examined JJPI and La Concha’s assertion on appeal
that the Distributorship Agreement was renewed on various occasions, but
ultimately found that JJPI and L.a Concha failed to prove such renewal or
extension. JJPI and La Concha submitted copies of the purported extension
agreements for the first time on appeal.** Not having been formally offered in
the trial court, these alleged extension agreements cannot be considered as
evidence.®

JIPI and La Concha further argued that there was an implied renewal of
the Distributorship Agreement by virtue of the continuance of business between
Karahayan and JJPI. The CA ruled that the argument was never raised in the
trial court and issues raised for the first time on appeal cannot be resolved.*
Assuming arguendo there was an implied renewal of the Distributorship

28 RULES OF COURT, Rule 10, sec. 5, as amended by Rule 10 of AM. No. 19-10-20-SC, May 1, 2020. No
amendment necessary to conform to or authorize presentation of evidence. — When issues not raised by the
pleadings are tried with the express or implied consent of the parties, they shall be treated in all respects as
if they had been raised in the pleadings. No amendment of such pleadings deemed amended is necessary to
cause them to conform to the evidence.

B Rollo, pp. 320-326.
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Agreement, the CA opined that such implied renewal cannot extend to the Deed
of Real Estate Mortgage.?® Since dragnet clauses are contracts of adhesion, any
ambiguity it may suffer must be construed against the party who caused the
ambiguity.® The dragnet clause will not apply to a mere renewal of the
Distributorship Agreement without the corresponding renewal of the agreement
to collateralize.’”

Unrelenting, JJPT and La Concha moved for reconsideration, which the CA
denied in a Resolution dated March 20, 2025.38

Issues

JJPI and La Concha filed the instant Petition for Review on Certiorari
insisting that: (1) the Deed of Real Estate Mortgage had a dragnet clause which
should apply to all sums of money that are owed or will be owed by Karahayan
to JJPT under the credit facility in the Distributorship Agreement and other
instruments, including its renewals, amendments, or extensions;* and (2) the
expiry of the Distributorship Agreement or its non-renewal did not carry with it
the extinguishment of the Deed of Real Estate Mortgage, as the credit facility
granted by JJPI to Karahayan extended beyond November 2000 considering
Karahayan’s purchase of JJPI goods on credit in 2003.4°

Our Ruling
The Petition must be denied.

Questions of fact cannot be
entertained in a Rule 45 petition

Preliminarily, it must be noted that this Court has always accorded great
weight and respect to the factual findings of trial courts.*! Likewise, when
supported by substantial evidence, the factual findings of the CA are conclusive
and binding on the parties and are not reviewable by this Court.*? It is oft-
repeated that a petition for review under Rule 45 is limited only to questions of
law and factual questions are not the proper subject of an appeal by certiorari.
This Court’s function is not to analyze or weigh all over again evidence already

¥ id at21-22.

36 Id at22.

5 Id at22-23.

¥ Id at25-26.

¥ Id at 47-48.
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“ Gatanv. Vinarao, 820 Phil. 257, 293 (2017) [Per J. Leonardo-De Castro, First Division].

Valencia (Bukidnon) Farmers Cooperative Marketing Association, Inc. v. Heirs of Cabotaje, 851 Phil. 95,
102 (2019) [Per J. Caguioa, Second Division].
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considered by tribunals below.* This policy is necessary to prevent inordinate
demands upon this Court’s time and attention that should be devoted to matters
within its exclusive jurisdiction, and to prevent overcrowding the Court’s
docket.** Jurisprudence has provided several exceptions to these rules, but for
these to apply, exceptions must be alleged, substantiated, and proved by the
parties in order for the Court to fully evaluate and review the facts of the case.*’

A question of law arises when there is doubt as to what the law is on a
certain statement of fact, while there is a question of fact when doubt arises as
to the truth or falsity of the alleged facts.*® On the other hand, a question of law
must not involve an examination of the probative value of the evidence
presented during trial.*’

The two arguments presented by petitioners require an examination of the
Distributorship Agreement, the Deed of Real Estate Mortgage, and the
documents presented to prove the extension or renewal of the Distributorship
Agreement. Undoubtedly, the resolution of this case involves an examination
of the evidence presented in the tribunals below, thus the petition poses
questions of fact that are outside the ambit of a Rule 45 petition.

However, due to the serious nature of the issue and for the guidance of
the parties, We proceed to rule on the substance of the petition.

The renewal or extension of the
Distributorship Agreement dated
November 8, 1998 was not duly
proven by preponderance of
evidence

The quantum of proof in civil cases is preponderance of evidence —
evidence adduced by one party that is, taken all together, superior to or has
greater weight than that of the other.* It means evidence that is more convincing
to the court as worthy of belief than that offered in opposition thereto.*

¥ Gatanv. Vinarao, 820 Phil. 257, 266 (2017) [Per J. Leonardo-De Castro, First Division], citing Miro v. Vda.
de Erederos, 721 Phil. 772, 785787 (2013) [Per J. Brion, Second Division}.

“  Candelariav. Regional Trial Court, 739 Phil. 1, 10-11 (2014) [Per J. Del Castillo, Second Division].

“ Pascual v. Burgos, 776 Phil. 167, 169 (2016) [Per I. Leonen, Second Division].

% Far Eastern Surety and Insurance Co., Inc. v. People, 721 Phil. 760, 767 (2013) {Per J. Brion, Second
Division].

4T Tongoran Holdings and Development Corporation v. Atty. Escafio, 672 Phil. 747, 756 (2011) [Per J.
Mendoza, Third Division].

8 Heirs of Magsaysay v. Spouses Perez, 905 Phil. 819, 830 (2021) [Per J. Hemmando, Third Division], citing
Siao Abav. De Guzman, Jr., 678 Phil. 588, 601 (2011) [Per J. Carpio, Second Division].

49 Id
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The subject Distributorship Agreement was effective for a period of two
years from the date of execution.”® It expressly provided that the absence of a
duly signed agreement extending the term upon expiration shall not trigger
automatic renewal of the Distributorship Agreement.’! It is worthy to recall that
in the course of the proceedings in the trial court, petitioner JJPI called as
witness its Senior Team Lead for Accounts Receivable, Marvin F. Ocbefia®
(Ocbefia) who has custody of the records pertaining to the claims of petitioner
JIPI against Karahayan as distributor.>® Ocbefia testified that based on records
in his custody, there had been a Distributorship Agreement between petitioner
JJPI and Karahayan executed on November 9, 1998, supported by a Real Estate
Mortgage.”* When asked whether he had knowledge of other documents
executed in connection with the Distributorship Agreement, Ocbefia testified
that there was a Real Estate Mortgage executed by Edilberto and Eduardo on
behalf of Karahayan and in favor of petitioner JJPI on March 11, 1999.%° Other
documents presented were the certificate of sale of the foreclosed properties,*®
the petition for extrajudicial foreclosure,”” and the notice of extrajudicial sale.*®
Ocbeiia further testified that the properties were foreclosed due to the failure of
Karahayan to settle its outstanding obligation amounting to PHP 2,153,990.31,
as set out in the demand letter dated September 3, 2004.% Notably, a survey of
the case records reveal that Ocbefia never mentioned documents executed in
connection with the Distributorship Agreement in the form of a renewal or
extension agreement.

Ocbefia was then asked about the specifics surrounding the outstanding
obligation. He testified that the outstanding obligation related to transactions
made within several periods in 2002 to 2004.%

Petitioner JJPI likewise offered the testtmony of its National Sales
Manager on General Trade, Richard Adarna Serion®! (Serion) who testified on
the process of accreditation as a distributor of JJPI products. Serion narrated
that when an area opens for distributorship, entities send in applications, and
JJIPI selects and appoints authorized distributors after evaluation. A
distributorship agreement 1s drawn and would normally include the term and
termination of the contract, prices, terms and conditions, payment terms,
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collateral, territories assigned to the distributor, list of products, and
performance standards.®? Serion acknowledged the Real Estate Mortgage
entered into between Eduardo and Edilberto on one side, and petitioner JJPI on
the other, to fulfill the collateral security requirement of the Distributorship
Agreement.5®

JIPI further .presented its manager, Janice Francia,®* who testified on the
specifics of the accounting platform of JJPI® and the outstanding balance of
Karahayan as of 2019.5¢

On rebuttal at the trial court, respondents contended, among others, that
the Karahayan distributorship in Bicol and Palawan were not renewed after the
Distributorship Agreement expired on November 9, 2000.°” Respondents
presented petitioner JIPI’s Letter dated July 1, 2003,%® extending the contract
term from July 1, 2003 to December 31, 2003 pending the execution of another
agreement in light of the expiration of a distributorship agreement executed in
June 2002.% Notably, neither of the parties presented any evidence of an
agreement executed between November 10, 2000 and June 30, 2003 at the trial
court. Absent evidence regarding the agreement within the period between the
expiration of the November 8, 1998 agreement and the renewal of the June 2002
agreement, the trial court had no way to determine the terms of the alleged
extension subject of the July 1, 2003 Letter from petitioner JJPI. Relevant to
this issue are the following provisions in the July 1, 2003 Letter:

The  Distributorship  Agreement/Memorandum  of | Apgreement
(“Agreement™) between Johmson & Johmson Philippines, Inc. (“J&J’) and
Karahayan Enterprises (“Distributor”) executed [iln June 2002 has already
expired.

Pending the exccution of a new agreement between the two companics, we
are extending the term of the said Agreement from July 1, 2003 until December
31, 2003.7

While the records show that petitioner JIPI attached copies of the alleged
renewals to its appeal, the trnial court was deprived of the opportunity to
authenticate and examine these pieces of evidence, and ultimately consider the
same in arriving at its conclusion.

Petitioners must be reminded that while Batas Pambansa Blg. 129
empowers the CA to receive evidence, this power is not without limits. The CA

62 Jd at 266.
& Id at267.
Id. at273-278.
& Id at274-276.
5 Id at276.
67 1d. at284-285.
58 Id. at 289.
 Id. at285.
M Id at 289.
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cannot simply accept additional evidence from the parties, otherwise, there
would be no end to litigation. The appellate court may only receive evidence
when it grants new trial based on newly discovered evidence.”! Even then, the
kind of evidence the CA can accept is further qualified to that which could not
have been discovered prior to the trial in the court below by exercise of due
diligence and which is of a nature that would probably change the result.”

The real estate mortgage cannot be

SJoreclosed absent any liability
flowing  from  the  expired,
unrenewed, and  unextended
Distributorship Agreement dated
November 9, 1998

Loans or credits are often secured by mortgage constituted upon real or
personal property to protect the creditor’s interest in case of default. By its
nature, a mortgage remains an accessory contract dependent on the principal
obligation, such that the enforcement of the mortgage depends on whether there
has been a violation of the principal obligation.”

A discussion on the dragnet or blanket mortgage clause is relevant here.
Prudential Bank v. Alviar™ is instructive:

A “blanket mortgage clause,” also known as a “dragnet clause” in
American jurisprudence, is one which is specifically phrased to subsume all debts
of past or future origins. Such clauses are “carefully scrutinized and strictly
consirued. ” Morigages of this character enable the parties to provide continuous
dealings, the nature or extent of which may not be known or anticipated at the
time, and they avoid the expense and inconvenience of executing a new security
on each new transaction. A “dragnet clause” operates as a convenience and
accommodation to the borrowers as it makes available additional funds without
their having to execute additional security documents, thereby saving time,
travel, loan closing costs, costs of extra legal services, recording fees, et cetera.
Indeed, it has been settled in a long line of decisions that mortgages given to
secure future advancements are valid and legal contracts, and the amounts named
as consideration in said contracts do not limit the amount for which the mortgage
may stand as security if from the four corners of the instrument the intent to
secure future and other indebtedness can be gathered.” (Citations omitted,
emphasis supplied)

The Court in Prudential Bank opined that when parties conform to a
dragnet clause, it is reasonable to conclude that they also agreed to an implied

' Crispino v. Tansay, 801 Phil. 711, 730 (2016) [Per J. Leonen, Second Division].

2 Id at 729, citing RULES OF COURT, Rule 53, sec. 1.

" Philippine National Bank v. Spouses. Tajonera, 744 Phil. 127, 144 (2014) [Per J. Mendoza, Second
Division].

502 Phil. 595 (2005) [Per J. Tinga, Second Division].

7 Id at 606.
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understanding that subsequent loans need not be secured by other securities, as

the subsequent loans will be secured by the first mortgage.”®

To understand the dragnet clause employed in the contract between
petitioners and respondent JIPI, We look at the relevant provisions in the

Distributorship Agreement,’’ as follows:

DISTRIBUTORSHIP AGREEMENT

C.1. Collaterals

The DISTRIBUTOR, upon signing of the contract shall post a collateral
such as land and other types of real property acceptable to the COMPANY where
current fair market value shall form the basis for setting the credit limit of the
DISTRIBUTOR but shall in no instance be less than 100% of the said credit limit;
and in case the collateral is in the form of cash, bank guarantee or irrevocable
stand-by letter of credit issued by a banking firm acceptable to the COMPANY,
it shall be equivalent to 100% of its credit limit. The collateral shall be to
guarantee the faithful performance and payment by the DISTRIBUTOR of its
obligations under this Agreement and to answer for any of the DISTRIBUTOR’s
unpaid amounts and obligations, as well as for damages, injury, costs and
expenses that may be incurred by the COMPANY under this Agreement. The
DISTRIBUTOR may post other collaterals provided the same are acceptable to
the COMPANY. The credit limit provided herein may be revised, amended,
increased or decreased by the COMPANY upon written notification to the
DISTRIBUTOR.

In case of default in the payment of any amounts due under this Agreement
by DISTRIBUTOR, the COMPANY is hereby authorized, by mere notice to
the DISTRIBUTOR, to foreclose on or draw against the surety or performance
bond or collateral aforementioned. DISTRIBUTOR warrants that it has
executed all the necessary papers and documents required for the proper
implementation of this provision.”® (Emphasis supplied)

We consider also the relevant provisions of the Deed of Real Estate

Mortgage,” thus:

REAL ESTATE MORTGAGE

WHEREAS, EDILBERTO R. EVANGELISTA as owner of said
KARAHAYAN ENTERPRISES applied for and obtained from the

Id
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MORTGAGEE, a credit facility in the sum of PESOS: TWO MILLION NINE
HUNDRED FORTHY THOUSAND ([PHP] 2,940,000.00) Philippine Currency,
payable under the terms and conditions set forth in the Distributorship Agreement
dated November 9, 1998, which forms an integral part hereof as ANNEX “A”.

WIHEREAS, the MORTGAGORS, as a condition for the grant of the said
credit facility by the MORTGAGEE, have agreed to mortgage to the
MORTGAGEE the real properties owned by them and described herein to secure
the said credit facility.

NOW THEREFORE, for an in consideration of the foregoing premises and
the terms and conditions hereinafter set forth and as security for the payment on
demand or at maturity, as the case may be, of all sums of money now owed by
EDILBERTO R EVANGELISTA or which may hereafier be owing by said
EDILBERTO R EVANGELISTA to the MORTGAGEE under the Distributorship
Agreement, credit facility or any other instruments, notes payable or bills of
exchange, purchases and advances made in connection with said Distributorship
Agreement or credit facility including any renewals, amendments or extension
thereof, the MORTGAGORS have transferred and conveyed and by these
presents do hereby transfer and convey by way of mortgage unto the
MORTGAGEE, its successors-in-interest and assigns, all their rights, title and
interest in the parcels of land described below together with all the buildings and
improvements now existing or which may thereafter cxist thereon.®® (Emphasis
supplied)

The emphasized portions of the relevant provisions reveal that the real
estate mortgage may be foreclosed to answer for liabilities under the
Distributorship Agreement of November 9, 1998 and other transactions made
in connection with the same, not for liabilities of the debtor to the creditor in
separate transactions.

Unfortunately for petitioners, there was a failure to duly offer evidence
showing renewals or extensions of the November 9, 1998 Distributorship
Agreement, as discussed above. The financial liability of Karahayan owed to
petitioner JIPI are found to have stemmed from purchases outside the contract
period of the November 9, 1998 Distributorship Agreement. Thus, there can be
no conclusion other than the invalidity of the foreclosure. The remaining
liabilities of Karahayan to petitioner JJPI flows from a separate agreement, not
from an extension or renewal of the Distributorship Agreement dated November
9, 1998 and not secured by the subject collaterals.

FOR THESE REASONS, the Petition for Review on Certiorari is
DENIED. The Decision dated May 30, 2024 and the Resolution dated March
20, 2025 of the Court of Appeals in CA-G.R. CV No. 121306 are AFFIRMED.

¥ fd ar113.



Deciston 13 G.R. No. 279436

SO ORDERED.
RAM UL L. §)
Associate Justice
Working Chairperson
WE CONCUR:

Chairperson

RODILN. ZALAMEDA RICAR . ROSARIO
clate Justice Assqciate Justice
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CERTIFICATION

Pursuant to Article VIII, Section 13 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 the Court’s Division.



