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Case compiliation

FIRST DIVISION

[G.R. No. 107508. April 25, 1996

PHILIPPINE NATIONALBANK, petitioner, vs. COURT OF APPEALS,
CAPITOL CITY

DEVELOPMENT BANK, PHILIPPINE BANK OF COMMUNICATIONS, and F.
ABANTE

MARKETING, respondents

1. COMMERCIAL LAW; NEGOTIABLE INSTRUMENTS; MATERIAL

ALTERATION, DEFINED, - An alteration is said to be material if
it alters the effect of theinstrument. It means an unauthorized
change in an instrument that purports to modify in any

respect the obligation of a party or an unauthorized addition of
words or numbers or other change

to an incomplete instrument relating to the obligation of a
party. In other words, a materialalteration is one which changes
the items which are required to be stated under Section 1 of
theNegotiable Instruments Law.

2. ID.; ID.; IMMATERIAL ALTERATION; EFFECT ON THE INSTRUMENT. -
In his

book entitled Pandect of Commercial Law and Jurisprudence,
Justice Jose C. Vitug opines thatan innocent alteration (generally,
changes on items other than those required to be stated underSec.
1, N. I. L.) and spoliation (alterations done by a stranger) will
not avoid the instrument, but

the holder may enforce it only according to its original
tenor.

3. ID.; ID.; ID.; PRESENT IN CASE AT BAR.The case at bench is
unique in the sense

that what was altered is the serial number of the check in
question, an item which, it can readilybe observed, is not an
essential requisite for negotiability under Section 1 of the
Negotiable

Instrument Law. The aforementioned alteration did not change the
relations between the parties.The name of the drawer and the drawee
were not altered. The intended payee was the same.

The sum of money due to the payee remained the same. The checks
serial number is not thesole indication of its origin. As
succinctly found by the Court of Appeals, the name of thegovernment
agency which issued the subject check was prominently printed
therein. The

checks issuer was therefore sufficiently identified, rendering
the referral to the serial numberredundant and inconsequential.
Petitioner, thus cannot refuse to accept the check in question
on

the ground that the serial number was altered, the same being an
immaterial or innocent one.

4. CIVIL LAW; DAMAGES; ATTORNEYS FEES; AWARD THEREOFDEMANDS
FACTUAL, LEGAL AND EQUITABLE JUSTIFICATION.The award ofattorneys
fees lies within the discretion of the court and depends upon the
circumstances of eachcase. However, the discretion of the court to
award attorneys fees under Article 2208 of theCivil Code of the
Philippines demands factual, legal and equitable justification,
without whichthe award is a conclusion without a premise and
improperly left to speculation and conjecture. It

becomes a violation of the proscription against the imposition
of a penalty on the right to litigate

(Universal Shipping Lines, Inc. v. Intermediate Appellate Court,
188 SCRA 170 [1990]). The
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reason for the award must be stated in the text of the courts
decision. If it is stated only in thedispositive portion of the
decision, the same shall be disallowed. As to the award of
attorneysfees being an exception rather than the rule, it is
necessary for the court to make findings of factand law that would
bring the case within the exception and justify the grant of the
award

(Refractories Corporation of the Philippines v. Intermediate
Appellate Court, 176 SCRA 539).

APPEARANCES OF COUNSEL

Monsod Tamargo Valencia & Associates for private respondent
Capitol City Development Bank.

Siguion Reyna Montecillo & Ongsiako for private respondent
Philippine Bank ofCommunications.

D E C I S I O N

KAPUNAN,J.:

This is a petition for review on certiorari under Rule 45 of the
Rules of Court assailing the

decision dated April 29, 1992 of respondent Court of Appeals in
CA-G.R. CV No. 24776 and its

resolution dated September 16, 1992, denying petitioner
Philippine National Banks motion forreconsideration of said
decision.

The facts of the case are as follows:

A check with serial number 7-3666-223-3, dated August 7, 1981 in
the amount of P97,650.00

was issued by the Ministry of Education and Culture (now
Department of Education, Culture andSports [DECS])payable to F.
Abante Marketing. This check was drawn against Philippine

National Bank (herein petitioner).

On August 11, 1981, F. Abante Marketing, a client of Capitol
City Development Bank (Capitol),

deposited the questioned check in its savings account with said
bank. In turn, Capitol deposited

the same in its account with the Philippine Bank of
Communications (PBCom) which, in turn,sent the check to petitioner
for clearing.

Petitioner cleared the check as good and, thereafter, PBCom
credited Capitols account for theamount stated in the check.
However, on October 19, 1981, petitioner returned the check to

PBCom and debited PBComs account for the amount covered by the
check, the reason beingthat there was a material alteration of the
check number.

PBCom, as collecting agent of Capitol, then proceeded to debit
the latters account for the sameamount, and subsequently, sent the
check back to petitioner. Petitioner, however, returned thecheck to
PBCom.

On the other hand, Capitol could not, in turn, debit F. Abante
Marketings account since thelatter had already withdrawn the amount
of the check as of October 15, 1981. Capitol sought
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clarification from PBCom and demanded the re-crediting of the
amount. PBCom followed suit

by requesting an explanation and re-crediting from
petitioner.

Since the demands of Capitol were not heeded, it filed a civil
suit with the Regional Trial Court

of Manila against PBCom which, in turn, filed a third-party
complaint against petitioner for

reimbursement/indemnity with respect to the claims of Capitol.
Petitioner, on its part, filed afourth-party complaint against F.
Abante Marketing.

On October 3, 1989; the Regional Trial Court rendered its
decision the dispositive portion ofwhich reads:

WHEREFORE, judgment is hereby rendered as follows:

1.) On plaintiffs complaint, defendant Philippine Bank of
Communications is ordered to re-credit or reimburse plaintiff
Capitol City Development Bank the amount of P97,650.00,
plusinterest of 12 percent thereto from October 19, 1981 until the
amount is fully paid;

2.) On Philippine Bank of Communications third-party complaint,
third-party defendant PNB isordered to reimburse and indemnify
Philippine Bank of Communications for whatever amount

PBCom pays to plaintiff;

3.) On Philippine National Banks fourth-party complaint, F.
Abante Marketing is ordered toreimburse and indemnify PNB for
whatever amount PNB pays to PBCom;

4.) On attorneys fees, Philippine Bank of Communications is
ordered to pay Capitol CityDevelopment Bank attorneys fees in the
amount of Ten Thousand (P 10,000.00) Pesos; butPBCom is entitled to
reimbursement/indemnity from PNB; and Philippine National Bank to
be,

in turn, reimbursed or indemnified by F. Abante Marketing for
the same amount;

5.) The Counterclaims of PBCom and PNB are hereby dismissed;

6.) No pronouncement as to costs.

SO ORDERED.i[1]

An appeal was interposed before the respondent Court of Appeals
which rendered its decision on

April 29, 1992, the decretal portion of which reads:

WHEREFORE, the judgment appealed from is modified by exempting
PBCom from liability toplaintiff-appellee for attorneys fees and
ordering PNB to honor the check for P97,650.00, withinterest as
declared by the trial court, and pay plaintiff-appellee attorneys
fees of P10,000.00.After the check shall have been honored by PNB,
PBCom shall re-credit plaintiff-appelleesaccount with it with the
amount. No pronouncement as to costs.

SO ORDERED.ii[2]
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A motion for reconsideration of the decision was denied by the
respondent Court in its resolution

dated September 16, 1992 for lack of merit.iii[3]

Hence, petitioner filed the instant petition which raises the
following issues:

I

WHETHER OR NOT AN ALTERATION OF THE SERIAL NUMBER OF A CHECK IS
AMATERIAL ALTERATION UNDER THE NEGOTIABLE INSTRUMENTS LAW.

II

WHETHER OR NOT A CERTIFICATION HEREIN ISSUED BY THE MINISTRY
OF

EDUCATION CAN BE GIVEN WEIGHT IN EVIDENCE.

III

WHETHER OR NOT A DRAWEE BANK WHO FAILED TO RETURN A CHECK
WITHIN

THE TWENTY FOUR (24) HOUR CLEARING PERIOD MAY RECOVER THE VALUE
OFTHE CHECK FROM THE COLLECTING BANK.

IV

WHETHER OR NOT IN THE ABSENCE OF MALICE OR ILL WILL PETITIONER
PNB

MAY BE HELD LIABLE FOR ATTORNEYS FEES.iv[4]

We find no merit in the petition.

We shall first deal with the effect of the alteration of the
serial number on the negotiability of the

check in question.

Petitioner anchors its position on Section 125 of the Negotiable
Instrument Law (ACT No.

2031)v[5]which provides:

Section 125. What constitutes a material alteration. - Any
alteration which changes:

(a) The date;

(b) The sum payable, either for principal or interest;

(c) The time or place of payment;

(d) The number or the relations of the parties;

(e) The medium or currency in which payment is to be made;
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(f) Or which adds a place of payment where no place of payment
is specified, or any other

change or addition which alters the effect of the instrument in
any respect, is a material

alteration.

Petitioner alleges that there is no hard and fast rule in the
interpretation of the aforequoted

provision of the Negotiable Instruments Law. It maintains that
under Section 125(f), any changethat alters the effect of the
instrument is a material alteration.vi[6]

We do not agree.

An alteration is said to be material if it alters the effect of
the instrument.vii[7]It means anunauthorized change in an
instrument that purports to modify in any respect the obligation of
a

party or an unauthorized addition of words or numbers or other
change to an incomplete

instrument relating to the obligation of a party.viii[8]In other
words, a material alteration is one

which changes the items which are required to be stated under
Section 1 of the NegotiableInstrument Law.

Section 1 of the Negotiable Instruments Law provides:

Section 1. - Form of negotiable instruments. An instrument to be
negotiable must conform to the

following requirements:

(a) It must be in writing and signed by the maker or drawer;

(b) Must contain an unconditional promise or order to pay a sum
certain in money;

(c) Must be payable on demand, or at a fixed or determinable
future time;

(d) Must be payable to order or to bearer; and

(e) Where the instrument is addressed to a drawee, he must be
named or otherwise indicatedtherein with reasonable certainty.

In his book entitled Pandect of Commercial Law and
Jurisprudence, Justice Jose C. Vitugopines that an innocent
alteration (generally, changes on items other than those required
to bestated under Sec. 1, N.I.L.) and spoliation (alterations done
by a stranger) will not avoid the

instrument, but the holder may enforce it only according to its
original tenor.ix[9]

Reproduced hereunder are some examples of material and
immaterial alterations:

A. Materi al Al terations:

(1) Substituting the words or bearer for order.

(2) Writing protest waived above blank indorsements.
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(3) A change in the date from which interest is to run.

(4) A check was originally drawn as follows: Iron County Bank,
Crystal Falls, Mich. Aug. 5,1901. Pay to G.L. or order $9 fifty
cents CTR. The insertion of the figure 5 before the figure 9,the
instrument being otherwise unchanged.

(5) Adding the words with interest with or without a fixed
rate.

(6) An alteration in the maturity of a note, whether the time
for payment is thereby curtailed or

extended.

(7) An instrument was payable First Natl Bank, the plaintiff
added the word Marion.

(8) Plaintiff, without consent of the defendant, struck out the
name of the defendant as payeeand inserted the name of the maker of
the original note.

(9) Striking out the name of the payee and substituting that of
the person who actuallydiscounted the note.

(10) Substituting the address of the maker for the name of a
co-maker.x[10]

B. Immateri al Alterations:

(1) Changing I promise to pay to We promise to pay, where there
are two makers.

(2) Adding the word annual after the interest clause.

(3) Adding the date of maturity as a marginal notation.

(4) Filling in the date of the actual delivery where the makers
of a note gave it with the datein blank, July . . .

(5) An alteration of the marginal figures of a note where the
sum stated in words in the bodyremained unchanged.

(6) The insertion of the legal rate of interest where the note
had a provision for interest at . .. per cent.

(7) A printed form of promissory note had on the margin the
printed words, Extended to . .. The holder on or after maturity
wrote in the blank space the words May 1, 1913, as areference
memorandum of a promise made by him to the principal maker at the
time the words

were written to extend the time of payment.

(8) Where there was a blank for the place of payment, filling in
the blank with the place

desired.
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(9) Adding to an indorsees name the abbreviation Cash when it
had been agreed that the draftshould be discounted by the trust
company of which the indorsee was cashier.

(10) The indorsement of a note by a stranger after its delivery
to the payee at the time the note

was negotiated to the plaintiff.

(11) An extension of time given by the holder of a note to the
principal maker, without the

consent of the a surety co-maker.xi[11]

The case at the bench is unique in the sense that what was
altered is the serial number of the

check in question, an item which, it can readily be observed, is
not an essential requisite fornegotiability under Section 1 of the
Negotiable Instruments Law. The aforementioned alteration

did not change the relations between the parties. The name of
the drawer and the drawee were

not altered. The intended payee was the same. The sum of money
due to the payee remained the

same. Despite these findings, however, petitioner insists,
that:

xxx xxx xxx.

It is an accepted concept, besides being a negotiable instrument
itself, that a TCAA check by its

very nature is the medium of exchange of governments (sic)
instrumentalities or agencies. And

as (a) safety measure, every government office o(r) agency (is)
assigned TCAA checks bearingdifferent number series.

A concrete example is that of the disbursements of the Ministry
of Education and Culture. It is

issued by the Bureau of Treasury sizeable bundles of checks in
booklet form with serial numbers

different from other government office or agency. Now, for
fictitious payee to succeed in its

malicious intentions to defraud the government, all it need do
is to get hold of a TCAA Check

and have the serial numbers of portion (sic) thereof changed or
altered to make it appear that thesame was issued by the MEC.

Otherwise, stated, it is through the serial numbers that (a)
TCAA Check is determined to have

been issued by a particular office or agency of the
government.xii[12]

xxx xxx xxx

Petitioners arguments fail to convince. The checks serial number
is not the sole indication ofits origin. As succinctly found by the
Court of Appeals, the name of the government agency

which issued the subject check was prominently printed therein.
The checks issuer was

therefore sufficiently identified, rendering the referral to the
serial number redundant andinconsequential. Thus, we quote with
favor the findings of the respondent court:

xxx xxx xxx

If the purpose of the serial number is merely to identify the
issuing government office or agency,its alteration in this case had
no material effect whatsoever on the integrity of the check.
The

identity of the issuing government office or agency was not
changed thereby and the amount of
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the check was not charged against the account of another
government office or agency which had

no liability under the check. The owner and issuer of the check
is boldly and clearly printed on

its face, second line from the top: MiNiSTRY OF EDUCATiON AND
CULTURE, and below

the name of the payee are the rubber-stamped words: Ministry of
Educ. & Culture. Thesewords are not alleged to have been
falsely or fraudulently intercalated into the check. The

ownership of the check is established without the necessity of
recourse to the serial number.Neither is there any proof that the
amount of the check was erroneously charged against theaccount of a
government office or agency other than the Ministry of Education
and Culture.

Hence, the alteration in the number of the check did not affect
or change the liability of the

Ministry of Education and Culture under the check and,
therefore, is immaterial. Thegenuineness of the amount and the
signatures therein of then Deputy Minister of Education

Hermenegildo C. Dumlao and of the resident Auditor, Penomio C.
Alvarez are not challenged.

Neither is the authenticity of the different codes appearing
therein questioned x x x.xiii[13](Italics

ours.)

Petitioner, thus cannot refuse to accept the check in question
on the ground that the serial number

was altered, the same being an immaterial or innocent one.

We now go to the second issue. It is petitioners submission that
the certification issued byMinrado C. Batonghinog, Cashier III of
the MEC clearly shows that the check was altered. Said

certification reads:

July 22, 1985

TO WHOM IT MAY CONCERN:

This is to certify that according to the records of this Office,
TCAA PNB Check No. SN7-

3666223-3 dated August 7, 1981 drawn in favor of F. Abante
Marketing in the amount ofNINETY (S)EVEN THOUSAND SIX HUNDRED FIFTY
PESOS ONLY (P97,650.00) was not

issued by this Office nor released to the payee concerned. The
series number of said check was

not included among those requisition by this Office from the
Bureau of Treasury.

Very truly yours,

(SGD.) MINRADO C. BATONGHINOG Cashier

III.xiv[14]

Petitioner claims that even if the author of the certification
issued by the Ministry of Education

and Culture (MEC) was not presented, still the best evidence of
the material alteration would bethe disputed check itself and the
serial number thereon. Petitioner thus assails the refusal
ofrespondent court to give weight to the certification because the
author thereof was not presented

to identify it and to be cross-examined thereon.xv[15]

We agree with the respondent court.
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The one who signed the certification was not presented before
the trial court to prove that the

said document was really the document he prepared and that the
signature below the said

document is his own signature. Neither did petitioner present an
eyewitness to the execution ofthe questioned document who could
possibly identify it.xvi[16]Absent this proof, we cannot rule

on the authenticity of the contents of the certification.
Moreover, as we previously emphasized,

there was no material alteration on the check, the change of its
serial number not beingsubstantial to its negotiability.

Anent the third issue - whether or not the drawee bank may still
recover the value of the checkfrom the collecting bank even if it
failed to return the check within the twenty-four (24) hour

clearing period because the check was tampered - suffice it to
state that since there is no material

alteration in the check, petitioner has no right to dishonor it
and return it to PBCom, the same

being in all respects negotiable.

However, the amount of P10,000.00 as attorneys fees is hereby
deleted. In their respectivedecisions, the trial court and the
Court of Appeals failed to explicitly state the rationale for
the

said award. The trial court merely ruled as follows:

With respect to Capitols claim for damages consisting of alleged
loss of opportunity, this Courtfinds that Capitol failed to
adequately substantiate its claim. What Capitol had presented was
a

self-serving, unsubstantiated and speculative computation of
what it allegedly could have earned

or realized were it not for the debit made by PBCom which was
triggered by the return and debitmade by PNB. However, this Court
finds that it would be fair and reasonable to impose interest

at 12% per annum on the principal amount of the check computed
from October 19, 1981 (the

date PBCom debited Capitols account) until the amount is fully
paid and reasonable attorneysfees.xvii[17](Italics ours.)

And contrary to the Court of Appeals resolution, petitioner
unambiguously questioned before itthe award of attorneys fees,
assigning the latter as one of the errors committed by the
trialcourt.xviii[18]

The foregoing is in conformity with the guiding principles laid
down in a long line of cases and

reiterated recently in Consolidated Bank & Trust Corporation
(Solidbank) v. Court of

Appeals:xix[19]

The award of attorneys fees lies within the discretion of the
court and depends upon thecircumstances of each case. However, the
discretion of the court to award attorneys fees underArticle 2208
of the Civil Code of the Philippines demands factual, legal and
equitablejustification, without which the award is a conclusion
without a premise and improperly left to

speculation and conjecture. It becomes a violation of the
proscription against the imposition of a

penalty on the right to litigate (Universal Shipping Lines Inc.
v. Intermediate Appellate Court,188 SCRA 170 [1990]). The reason
for the award must be stated in the text of the courtsdecision. If
it is stated only in the dispositive portion of the decision, the
same shall be

disallowed. As to the award of attorneys fees being an exception
rather than the rule, it isnecessary for the court to make findings
of fact and law that would bring the case within the
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exception and justify the grant of the award (Refractories
Corporation of the Philippines v.

Intermediate Appellate Court, 176 SCRA 539).

WHEREFORE, premises considered, except for the deletion of the
award of attorneys fees, thedecision of the Court of Appeals is
hereby AFFIRMED.

SO ORDERED.
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[G.R. No. 107382. January 31, 1996]

ASSOCIATED BANK,petitioner, vs. HON. COURT OF APPEALS, PROVINCE
OF TARLACand PHiLIPPINE NATIONAL BANK, respondents.

[G.R. No. 107612. January 31, 1996]

PHILIPPINE NATIONAL BANK,petitioner, vs. HONORABLE COURT OF
APPEALS,PROVINCE OF TARLAC, and ASSOCIATED BANK, respondents.

SYLLABUS

1. COMMERCIAL LAW; NEGOTIABLE INSTRUMENTS; A FORGED

SIGNATURE IS WHOLLY INOPERATIVE AND NO ONE CAN GAIN TITLE TO
THE

INSTRUMENT THROUGH IT.- A forged signature, whether it be that
of the drawer or the

payee, is wholly inoperative and no one can gain title to the
instrument through it. A person

whose signature to an instrument was forged was never aparty and
never consented to thecontract which allegedly gave rise to such
instrument. Section 23 does not avoid the instrumentbut only the
forged signature. Thus, a forged indorsement does not operate as
the payeesindorsement.

2. ID.; ID.; ID.; EXCEPTION. -The exception to the general rule
in Section 23 is where

a party against whom it is sought to enforce a right is
precluded from setting up the forgery orwant of authority. Parties
who warrant or admit the genuineness of the signature in question
andthose who, by their acts, silence or negligence are estopped
from setting up the defense of

forgery, are precluded from using this defense. Indorsers,
persons negotiating by delivery and

acceptors are warrantors of the genuineness of the signatures on
the instrument.

3. ID.; ID.; BEARER INSTRUMENT; SIGNATURE OF PAYEE OR HOLDER,
NOT

NECESSARY TO PASS TITLE TO THE INSTRUMENT.- In bearer
instruments, thesignature of the payee or holder is unnecessary to
pass title to the instrument. Hence, when the

indorsement is a forgery, only the person whose signature is
forged can raise the defense of

forgery against a holder in due course.

4. ID.; ID.; ORDER INSTRUMENT; SIGNATURE OF HOLDER, ESSENTIAL
TO

TRANSFER TITLE TO THE INSTRUMENT; EFFECT OF FORGED
INDORSEMENT

OF HOLDER. - Where the instrument is payable to order at the
time of the forgery, such as the

checks in this case, the signature of its rightful holder (here,
the payee hospital) is essential to

transfer title to the same instrument. When the holders
indorsement is forged, all parties prior tothe forgery may raise
the real defense of forgery against all parties subsequent
thereto.

5. ID.; ID.; ID.; LIABILITY OF GENERAL ENDORSER. - An indorser
of an orderinstrument warrants that the instrument is genuine and
in all respects what it purports to be; thathe has a good title to
it; that all prior parties had capacity to contract; and that the
instrument is at

the time of his indorsement valid and subsisting. He cannot
interpose the defense that signaturesprior to him are forged.
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6. ID.; ID.; ID.; ID.; COLLECTING BANK WHERE CHECK IS DEPOSITED
AND

INDORSES CHECK, AN INDORSER. - A collecting bank where a check
is deposited and

which indorses the check upon presentment with the drawee bank,
is such an indorser. So even ifthe indorsement on the check
deposited by the bankss client is forged, the collecting
bankisbound by his warranties as an indorser and cannot set up the
defense of forgery as against the

drawee bank.

7. ID.; ID.; ID.; PAYMENT UNDER A FORGED INDORSEMENT IS NOT TO
THE

DRAWERS ORDER; REASON. - The bank on which a check is drawn,
known as the draweebank, is under strict liability to pay the check
to the order of the payee. The drawers instructionsare reflected on
the face and by the terms of the check. Payment under a forged
indorsement is

not to the drawers order. When the drawee bank pays aperson
other than the payee, it does notcomply with the terms of the check
and violates its duty to charge its customers (the drawer)account
only for properly payable items. Since the drawee bank did not pay
a holder or other

person entitled to receive payment, it has no right to
reimbursement from the drawer. The

general rule then is that the drawee bank may not debit the
drawers account and is not entitled to

indemnification from the drawer. The risk of loss must perforce
fall on the drawee bank.

8. ID.; ID.; ID.; ID.; EXCEPTIONS. - If the drawee bank can
prove a failure by thecustomer/drawer to exercise ordinary care
that substantially contributed to the making of the

forged signature, the drawer is precluded from asserting the
forgery. If at the same time the

drawee bank was also negligent to the point of substantially
contributing to the loss, then such

loss from the forgery can be apportioned between the negligent
drawer and the negligent bank.

9. ID.; ID.; ID.; WHERE THE DRAWERS SIGNATURE IS FORGED, THE

DRAWER CAN RECOVER FROM THE DRAWEE BANK. - In cases involving a
forgedcheck, where the drawers signature is forged, the drawer can
recover from the drawee bank. No

drawee bank has a right to pay a forged check. If it does, it
shall have to recredit the amount ofthe check to the account of the
drawer. The liability chain ends with the drawee bank
whoseresponsibility it is to know the drawers signature since the
latter is its customer.

10. ID.; ID.; ID.; IN CASES OF FORGED INDORSEMENTS, THE LOSS
FALLS ON

THE PARTY WHO TOOK THE CHECK FROM THE FORGER OR THE FORGER

HIMSELF.In cases involving checks with forged indorsements, such
as the present petition,

the chain of liability does not end with the drawee bank. The
drawee bank may not debit theaccount of the drawer but may
generally pass liability back through the collection chain to
the

party who took from the forger and, of course, to the forger
himself, if available. In other words,

the drawee bank can seek reimbursement or a return of the amount
it paid from the presentor

bank or person. Theoretically, the latter can demand
reimbursement from the person whoindorsed the check to it and so
on. The loss falls on the party who took the check from the
forger,

or on the forger himself. Since a forged indorsement is
inoperative, the collecting bank had no

right to be paid by the drawee bank. The former must necessarily
return the money paid by the

latter because it was paid wrongfully.

11. ID.; ID.; ID.; ID.; CASE AT BAR. - In this case, the checks
were indorsed by thecollecting bank (Associated Bank) to the drawee
bank (PNB). The former will necessarily be
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liable to the latter for the checks bearing forged indorsements.
If the forgery is that of the payeesor holders indorsement, the
collecting bank is held liable, without prejudice to the
latterproceeding against the forger.

12. ID.; ID.; ID.; GENERAL INDORSER; COLLECTING BANK OR LAST

ENDORSER SUFFERS LOSS ON FORGED IN-DORSEMENT; REASON.
-Moreimportantly, by reason of the statutory warranty of a general
indorser in Section 66 of the

Negotiable Instruments Law, a collecting bank which indorses a
check bearing a forged

indorsement and presents it to .the drawee bank guarantees all
prior indorsements, including theforged indorsement. It warrants
that the instrument is genuine, and that it is valid and
subsisting

at the time of his indorsement. Because the indorsement is a
forgery, the collecting bank

commits a breach of this warranty and will be accountable to the
drawee bank. This liability

scheme operates without regard to fault on the part of the
collecting/presenting bank. Even if thelatter bank was not
negligent, it would still be liable to the drawee bank because of
its

indorsement. The Court has consistently ruled that the
collecting bank orlast endorser generallysuffers the loss because
it has the duty to ascertain the genuineness of all prior
endorsements

considering that the act of presenting the check for payment to
the drawee is an assertion that theparty making the presentment has
done its duty to ascertain the genuineness of the

endorsements. Moreover, the collecting bank is made liable
because it is privy to the depositorwho negotiated the check. The
bank knows him, his address and history because he is a client.
Ithas taken a risk on his deposit. The bank is also in a better
position to detect forgery, fraud or

irregularity in the indorsement.

13. ID.; ID.; ID.; DRAWEE BANK NOT LIABLE FOR LOSS ON
FORGEDINDORSEMENT; REASON. - The drawee bank is not similarly
situated as the collecting bank

because the former makes no warranty as to the genuineness of
any indorsement. The draweebanks duty is but to verify the
genuineness of the drawers signature and not of the
indorsementbecause the drawer is its client.

14. ID.; ID.; ID.; ID.; DUTY OF DRAWEE BANK TO PROMPTLY
INFORM

PRESENTOR OF THE FORGERY UPON DISCOVERY; EFFECT OF FAILURE
TO

PROMPTLY INFORM.The drawee bank can recover the amount paid on
the check bearinga forged indorsement from the collecting bank.
However, a drawee bank has the duty to

promptly inform the presentor of the forgery upon discovery. If
the drawee bank delays in

informing the presentor of the forgery, thereby depriving said
presentor of the right to recover

from the forger, the former is deemed negligent and can no
longer recover from the presentor.

15. ID.; ID.; ID.; ID.; ID.; ID.; EFFECT OF CON-TRIBUTORY
NEGLIGENCE IN

CASE AT BAR. - Applying these rules to the case at bench, PNB,
the drawee bank, cannotdebit the current account of the Province of
Tarlac because it paid checks which bore forged

indorsements. However, if the Province of Tarlac as drawer was
negligent to the point of

substantially contributing to the loss, then the drawee bank PNB
can charge its account. If both

drawee bank-PNB and drawer-Province of TarJac were negligent,
the loss should be properlyapportioned between them. The loss
incurred by drawee bank-PNB can be passed on to the

collecting bank-Associated Bank which presented and indorsed the
checks to it. Associated Bank

can, in turn, hold the forger, Fausto Pangilinan, liable. If PNB
negligently delayed in informing


	
8/14/2019 defenses case.docx

14/90

Associated Bank of the forgery, thus depriving the latter of the
opportunity to recover from the

forger, it forfeits its right to reimbursement and will be made
to bear the loss. After careful

examination of the records, the Court finds that the Province of
Tarlac was equally negligent andshould, therefore, share the burden
of loss from the checks bearing a forged indorsement. The

Province of Tarlac permitted Fausto Pangilinan to collect the
checks when the latter, having

already retired from government service, was no longer connected
with the hospital. With theexception of the first check (dated
January 17, 1978), all the checks were issued and releasedafter
Pangilinans retirement on February 28, 1978. After nearly three
years, the Treasurersoffice was still releasing the checks to the
retired cashier. In addition, some of the aid allotment

checks were released to Pangilinan and the others to Elizabeth
Juco, the new cashier. The factthat there were now two persons
collecting the checks for the hospital is an unmistakable sign
of

an irregularity which should have alerted employees in the
Treasurers office of the fraud beingcommitted. There is also
evidence indicating that the provincial employees were aware of

Pangilinans retirement and consequent dissociation from the
hospital. The failure of theProvince of Tarlac to exercise due care
contributed to a significant degree to the loss tantamount

to negligence. Hence, the Province of Tarlac should be liable
for part of the total amount paid on

the questioned checks. The drawee bank PNB also breached its
duty to pay only according to theterms of the check. Hence, it
cannot escape liability and should also bear part of the loss.
The

Court finds as reasonable, the proportionate sharing of fifty
percent - fifty percent (50%-50%).

Due to the negligence of the Province of Tarlac in releasing the
checks to an unauthorized person

(Fausto Pangilinan), in allowing the retired hospital cashier to
receive the checks for the payeehospital for a period close to
three years and in not properly ascertaining why the retired
hospital

cashier was collecting checks for the payee hospital in addition
to the hospitals real cashier,respondent Province contributed to
the loss amounting to P203,300.00 and shall be liable to thePNB for
fifty (50%)percent thereof. In effect, the Province of Tarlac can
only recover fifty

percent (50%) of P203,300.00 from PNB. The collecting bank,
Associated Bank, shall be liable

to PNB for fifty (50%) percent of P203,300.00. It is liable on
its warranties as indorser of the

checks which were deposited by Fausto Pangilinan, having
guaranteed the genuineness of allprior indorsements, including that
of the chief of the payee hospital, Dr. Adena Canlas.

Associated Bank was also remiss in its duty to ascertain the
genuineness of the payeesindorsement.

16. ID.; ID.; ID.; FORGERY; DELAY IN INFORMING COLLECTING BANK
OF

FORGERY BY THE DRAWEE BANK SIGNIFIES NEGLIGENCE. -A delay in
informingthe collecting bank (Associated Bank) of the forgery,
which deprives it of the opportunity to go

after the forger, signifies negligence on the part of the drawee
bank (PNB) and will preclude it

from claiming reimbursement.

17. ID.; ID.; ID.; RETURN OF FORGED INDORSEMENT; 24-HOUR PERIOD
BUT

NOT BEYOND PERIOD FOR FILING LEGAL ACTION FOR BANKS OUTSIDE

METRO MANILA; CASE AT BAR. -Under Section 4(c) of CB Circular
No. 580, items

bearing a forged endorsement shall be returned within
twenty-four (24) hours after discovery of

the forgery but in no event beyond the period fixed or provided
by law for filing of a legal action

by the returning bank. Section 23 of the PCHC Rules deleted the
requirement that items bearinga forged endorsement should be
returned within twenty-four hours. Associated Bank now argues

that the aforementioned Central Bank Circular is applicable.
Since PNB did not return the
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questioned checks within twenty-four hours, but several days
later, Associated Bank alleges that

PNB should be considered negligent and not entitled to
reimbursement of the amount it paid on

the checks. The Central Bank circular was in force for all banks
until June 1980 when thePhilippine Clearing House Corporation
(PCHC) was set up and commenced operations. Banks in

Metro Manila were covered by the PCHC while banks located
elsewhere still had to go through

Central Bank Clearing. In any event, the twenty-four-hour return
rule was adopted by the PCHCuntil it was changed in 1982. The
contending banks herein, which are both branches in Tarlacprovince,
are therefore not covered by PCHC Rules but by CB Circular No. 580.
Clearly then,

the CB circular was applicable when the forgery of the checks
was discovered in 1981.

18. ID.; ID.; ID.; ID.; RATIONALE. - The rule mandates that the
checks be returned

within twenty-four hours after discovery of the forgery but in
no event beyond the period fixed

by law for filing a legal action. The rationale of the rule is
to give the collecting bank (whichindorsed the check) adequate
opportunity to proceed against the forger. If prompt notice is
not

given, the collecting bank maybe prejudiced and lose the
opportunity to go after its depositor.

19. ID.; ID.; ID.; ID.; FAILURE TO RETURN FORGED INDORSEMENT
WITHIN24 HOURS FROM DISCOVERY DOES NOT PREJUDICE COLLECTING
BANK

WHICH PRESENTED FORGER AS ITS REBUTTAL WITNESS.The Court finds
thateven if PNB did not return the questioned checks to Associated
Bank within twenty-four hours,

as mandated by the rule, PNB did not commit negligent delay.
Under the circumstances, PNB

gave prompt notice to Associated Bank and the latter bank was
not prejudiced in going after

Fausto Pangilinan. After the Province of Tarlac informed PNB of
the forgeries, PNB necessarilyhad to inspect the checks and conduct
its own investigation. Thereafter, it requested the

Provincial Treasurers office on March 31, 1981 to return the
checks for verification. TheProvince of Tarlac returned the checks
only on April 22, 1981. Two days later, Associated Bankreceived the
checks from PNB. Associated Bank was also furnished a copy of the
Provincesletter of demand to PNB dated March 20, 1981, thus giving
it notice of the forgeries. At this

time, however, Pangilinans account with Associated had only
P24.63 in it. Had AssociatedBank decided to debit Pangilinans
account, it could not have recovered the amounts paid on
thequestioned checks. In addition, while Associated Bank filed a
fourth-party complaint against

Fausto Pangilinan, it did not present evidence against
Pangilinan and even presented him as its

rebuttal witness. Hence, Associated Bank was not prejudiced by
PNBs failure to comply withthe twenty-four-hour return rule.

20. REMEDIAL LAW; ACTIONS; ESTOPPEL; WILL NOT APPLY TO
DRAWEE

BANK WHO FAID AND CLEARED CHECKS WITH FORGED INDORSEMENT.
-Associated Bank contends that PNB is estopped from requiring
reimbursement because the latter

paid and cleared the checks. The Court finds this contention
unmeritorious. Even if PNB cleared

and paid the checks, it can still recover from Associated Bank.
This is true even if the payeesChief Officer who was supposed to
have indorsed the checks is also a customer of the drawee

bank. PNBs duty was to verify the genuineness of the drawers
signature and not thegenuineness ofpayees indorsement. Associated
Bank, as the collecting bank, is the entity withthe duty to verify
the genuineness of the payees indorsement.
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21. CIVIL LAW; OBLIGATIONS AND CON-TRACTS; THERE IS NO PRIVITY
OF

CONTRACT BETWEEN THE DRAWER AND COLLECTING BANK; DRAWER CAN

RECOVER FROM DRAWEE BANK AND DRAWEE BANK CAN SEEK

REIMBURSEMENT FROM COLLECTING BANK. -PNB also avers that
respondent court

erred in adjudging circuitous liability by directing PNB to
return to the Province of Tarlac the

amount of the checks and then directing Associated Bank to
reimburse PNB. The Court findsnothing wrong with the mode of the
award. The drawer, Province of Tarlac, is a client orcustomer of
the PNB, not of Associated Bank. There is no privity of contract
between the drawer

and the collecting bank.

22. COMMERCIAL LAW; BANKS; BANK DEPOSITS ARE LOANS; RECOVERY

OF AMOUNT DEPOSITED IN CURRENT ACCOUNT GIVEN 6% INTEREST PER

ANNUM. - The trial court made PNB and Associated Bank liable
with legal interest from March20, 1981, the date of extrajudicial
demand made by the Province of Tarlac on PNB. The

payments to be made in this case stem from the deposits of the
Province of Tarlac in its current

account with the PNB. Bank deposits are considered under the law
as loans. Central Bank

Circular No. 416 prescribes a twelve percent (12%) interest per
annum for loans, forebearance ofmoney, goods or credits in the
absence of express stipulation. Normally, current accounts are

likewise interest-bearing, by express contract, thus excluding
them from the coverage of CBCircular No. 416. In this case,
however, the actual interest rate, if any, for the current
accountopened by the Province of Tarlac with PNB was not given in
evidence. Hence, the Court deems

it wise to affirm the trial courts use of the legal interest
rate, or six percent (6%) per annum. Theinterest rate shall be
computed from the date of default, or the date of judicial or
extrajudicialdemand. The trial court did not err in granting legal
interest from March 20, 1981, the date of

extrajudicial demand.

APPEARANCES OF COUNSEL

Jose A. Soluta, Jr. & Associates for Associated Bank.

Santiago, Jr., Vidad, Corpus & Associates for PNB.

The Solicitor General for public respondent.

D E C I S I O N

ROMERO, J.:

Where thirty checks bearing forged endorsements are paid, who
bears the loss, the drawer, thedrawee bank or the collecting
bank?

This is the main issue in these consolidated petitions for
review assailing the decision of theCourt of Appeals in Province of
Tarlac v. Philippine National Bank v. Associated Bank v.Fausto
Pangilinan, et. al. (CA-G.R. No. CV No. 17962).1

The facts of the case are as follows:
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The Province of Tarlac maintains a current account with the
Philippine National Bank (PNB)

Tarlac Branch where the provincial funds are deposited. Checks
issued by the Province are

signed by the Provincial Treasurer and countersigned by the
Provincial Auditor or the Secretaryof the Sangguniang Bayan.

A portion of the funds of the province is allocated to the
Concepcion Emergency Hospital.2Theallotment checks for said
government hospital are drawn to the order of Concepcion.Emergency
Hospital, Concepcion, Tarlac or The Chief, Concepcion Emergency
Hospital,Concepcion, Tarlac. The checks are released by the Office
of the Provincial Treasurer andreceived for the hospital by its
administrative officer and cashier.

In January 1981, the books of account of the Provincial
Treasurer were post-audited by theProvincial Auditor. It was then
discovered that the hospital did not receive several allotment

checks drawn by the Province.

On February 19, 1981, the Provincial Treasurer requested the
manager of the PNB to return all of

its cleared checks which were issued from 1977 to 1980 in order
to verify the regularity of theirencashment. After the checks were
examined, the Provincial Treasurer learned that 30 checks

amounting to P203,300.00 were encashed by one Fausto Pangilinan,
with the Associated Bankacting as collecting bank.

It turned out that Fausto Pangilinan, who was the administrative
officer and cashier of payeehospital until his retirement on
February 28, 1978, collected the questioned checks from the

office of the Provincial Treasurer. He claimed to be assisting
or helping the hospital follow up

the release of the checks and had official receipts.3Pangilinan
sought to encash the first check4with Associated Bank. However, the
manager of Associated Bank refused and suggested that

Pangilinan deposit the check in his personal savings account
with the same bank. Pangilinan was

able to withdraw the money when the check was cleared and paid
by the drawee bank, PNB.

After forging the signature of Dr. Adena Canlas who was chief of
the payee hospital, Pangilinan

followed the same procedure for the second check, in the amount
of P5,000.00 and dated April20, 1978,5as well as for twenty-eight
other checks, of various amounts and on various dates. The

last check negotiated by Pangilinan was for P8,000.00 and dated
February 10, 1981.6All the

checks bore the stamp of Associated Bank which reads All prior
endorsements guaranteedASSOCIATED BANK.

Jesus David, the manager of Associated Bank testified that
Pangilinan made it appear that the

checks were paid to him for certain projects with the
hospital.7He did not find as irregular thefact that the checks were
not payable to Pangilinan but to the Concepcion Emergency
Hospital.

While he admitted that his wife and Pangilinans wife are first
cousins, the manager deniedhaving given Pangilinan preferential
treatment on this account.8

On February 26, 1981, the Provincial Treasurer wrote the manager
of the PNB seeking the

restoration of the various amounts debited from the current
account of the Province.9


	
8/14/2019 defenses case.docx

18/90

In turn, the PNB manager demanded reimbursement from the
Associated Bank on May 15,

1981.10

As both banks resisted payment, the Province of Tarlac brought
suit against PNB which, in turn,

impleaded Associated Bank as third-party defendant. The latter
then filed a fourth-party

complaint against Adena Canlas and Fausto Pangilinan.11

After trial on the merits, the lower court rendered its decision
on March 21, 1988, disposing as

follows:

WHEREFORE, in view of the foregoing, judgment is hereby
rendered:

1. On the basic complaint, in favor of plaintiff Province of
Tarlac and against defendant

Philippine National Bank (PNB), ordering the latter to pay to
the former, the sum of Two

Hundred Three Thousand Three Hundred (P203,300.00) Pesos with
legal interest thereon fromMarch 20, 1981 until fully paid;

2. On the third-party complaint, in favor of
defendant/third-party plaintiff Philippine NationalBank (PNB) and
against third-party defendant/fourth-party plaintiff Associated
Bank ordering

the latter to reimburse to the former the amount of Two Hundred
Three Thousand Three

Hundred (P203,300.00) Pesos with legal interests thereon from
March 20, 1981 until fully paid;.

3. On the fourth-party complaint, the same is hereby ordered
dismissed for lack of cause ofaction as against fourth-party
defendant Adena Canlas and lack of jurisdiction over the person
of

fourth-party defendant Fausto Pangilinan as against the
latter.

4. On the counterclaims on the complaint, third-party complaint
and fourth-party complaint, the

same are hereby ordered dismissed for lack of merit.

SO ORDERED.12

PNB and Associated Bank appealed to the Court of
AppealS.13Respondent court affirmed thetrial courts decision in
toto on September 30, 1992.

Hence these consolidated petitions which seek a reversal of
respondent appellate courtsdecision.

PNB assigned two errors. First, the bank contends that
respondent court erred in exempting the

Province of Tarlac from liability when, in fact, the latter was
negligent because it delivered andreleased the questioned checks to
Fausto Pangilinan who was then already retired as the

hospitals cashier and administrative officer. PNB also maintains
its innocence and alleges thatas between two innocent persons, the
one whose act was the cause of the loss, in this case the

Province of Tarlac, bears the loss.

Next, PNB asserts that it was error for the court to order it to
pay the province and then seek

reimbursement from Associated Bank. According to petitioner
bank, respondent appellate Court
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should have directed Associated Bank to pay the adjudged
liability directly to the Province of

Tarlac to avoid circuity.14

Associated Bank, on the other hand, argues that the order of
liability should be totally reversed,

with the drawee bank (PNB) solely and ultimately bearing the
loss.

Respondent court allegedly erred in applying Section 23 of the
Philippine Clearing House Rules

instead of Central Bank Circular No. 580, which, being an
administrative regulation issued

pursuant to law, has the force and effect of law.15The PCHC
Rules are merely contractualstipulations among and between
member-banks. As such, they cannot prevail over the aforesaid

CB Circular.

It likewise contends that PNB, the drawee bank, is estopped from
asserting the defense of

guarantee of prior indorsements against Associated Bank, the
collecting bank. In stamping the

guarantee (for all prior indorsements), it merely followed a
mandatory requirement for clearingand had no choice but to place
the stamp of guarantee; otherwise, there would be no clearing.

The bank will be in a no-win situation and will always bear the
loss as against the draweebank.16

Associated Bank also claims that since PNB already cleared and
paid the value of the forged

checks in question, it is now estopped from asserting the
defense that Associated Bankguaranteed prior indorsements. The
drawee bank allegedly has the primary duty to verify thegenuineness
of payees indorsement before paying the check.17

While both banks are innocent of the forgery, Associated Bank
claims that PNB was at fault and

should solely bear the loss because it cleared and paid the
forged checks.

xxx xxx xxx

The case at bench concerns checks payable to the order of
Concepcion Emergency Hospital or itsChief. They were properly
issued and bear the genuine signatures of the drawer, the Province
of

Tarlac. The infirmity in the questioned checks lies in the
payees (Concepcion EmergencyHospital) indorsements which are
forgeries. At the time of their indorsement, the checks wereorder
instruments.

Checks having forged indorsements should be differentiated from
forged checks or checksbearing the forged signature of the
drawer.

Section 23 of the Negotiable Instruments Law (NIL) provides:

Sec. 23. FORGED SIGNATURE, EFFECT OF. - When a signature is
forged or made without

authority of the person whose signature it purports to be, it is
wholly inoperative, and no right toretain the instrument, or to
give a discharge therefor, or to enforce payment thereof against
any

party thereto, can be acquired through or under such signature
unless the party against whom it is

sought to enforce such right is precluded from setting up the
forgery or want of authority.
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A forged signature, whether it be that of the drawer or the
payee, is wholly inoperative and no

one can gain title to the instrument through it. A person whose
signature to an instrument was

forged was never a party and never consented to the contract
which allegedly gave rise to suchinstrument.18Section 23 does not
avoid the instrument but only the forged signature.19Thus, a

forged indorsement does not operate as the payees
indorsement.

The exception to the general rule in Section 23 is where a party
against whom it is sought toenforce a right is precluded from
setting up the forgery or want of authority. Parties whowarrant or
admit the genuineness of the signature in question and those who,
by their acts,silence or negligence are estopped from setting up
the defense of forgery, are precluded from

using this defense. Indorsers, persons negotiating by delivery
and acceptors are warrantors of the

genuineness of the signatures on the instIument.20

In bearer instruments, the signature of the payee or holder is
unnecessary to pass title to the

instrument. Hence, when the indorsement is a forgery, only the
person whose signature is forged

can raise the defense of forgery against a holder in due
course.21

The checks involved in this case are order instruments, hence,
the following discussion is made

with reference to the effects of a forged indorsement on an
instrument payable to order.

Where the instrument is payable to order at the time of the
forgery, such as the checks in thiscase, the signature of its
rightful holder (here, the payee hospital) is essential to transfer
title tothe same instrument. When the holders indorsement is
forged, all parties prior to the forgerymay raise the real defense
of forgery against all parties subsequent thereto.22

An indorser of an order instrument warrants that the instrument
is genuine and in all respectswhat it purports to be; that he has a
good title to it; that all prior parties had capacity to
contract;

and that the instrument is at the time of his indorsement valid
and subsisting.23

He cannotinterpose the defense that signatures prior to him are
forged.

A collecting bank where a check is deposited and which indorses
the check upon presentment

with the drawee bank, is such an indorser. So even if the
indorsement on the check deposited by

the bankss client is forged, the collecting bank is bound by his
warranties as an indorser andcannot set up the defense of forgery
as against the drawee bank.

The bank on which a check is drawn, known as the drawee bank, is
under strict liability to pay

the check to the order of the payee. The drawers instructions
are reflected on the face and by theterms of the check. Payment
under a forged indorsement is not to the drawers order. When
thedrawee bank pays a person other than the payee, it does not
comply with the terms of the check

and violates its duty to charge its customers (the drawer)
account only for properly payableitems. Since the drawee bank did
not pay a holder or other person entitled to receive payment, ithas
no right to reimbursement from the drawer.24The general rule then
is that the drawee bank

may not debit the drawers account and is not entitled to
indemnification from the drawer.25Therisk of loss must perforce
fall on the drawee bank.
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However, if the drawee bank can prove a failure by the
customer/drawer to exercise ordinary

care that substantially contributed to the making of the forged
signature, the drawer is precluded

from asserting the forgery.

If at the same time the drawee bank was also negligent to the
point of substantially contributing

to the loss, then such loss from the forgery can be apportioned
between the negligent drawer andthe negligent bank.26

In cases involving a forged check, where the drawers signature
is forged, the drawer can recoverfrom the drawee bank. No drawee
bank has a right to pay a forged check. If it does, it shall
have

to recredit the amount of the check to the account of the
drawer. The liability chain ends with the

drawee bank whose responsibility it is to know the drawers
signature since the latter is itscustomer.27

In cases involving checks with forged indorsements, such as the
present petition, the chain ofliability does not end with the
drawee bank. The drawee bank may not debit the account of the

drawer but may generally pass liability back through the
collection chain to the party who tookfrom the forger and, of
course, to the forger himself, if available.28In other words, the
drawee

bank can seek reimbursement or a return of the amount it paid
from the presentor bank orperson.29Theoretically, the latter can
demand reimbursement from the person who indorsed the

check to it and so on. The loss falls on the party who took the
check from the forger, or on the

forger himself.

In this case, the checks were indorsed by the collecting bank
(Associated Bank) to the drawee

bank (PNB). The former will necessarily be liable to the latter
for the checks bearing forgedindorsements. If the forgery is that
of the payees or holders indorsement, the collecting bank isheld
liable, without prejudice to the latter proceeding against the
forger.

Since a forged indorsement is inoperative, the collecting bank
had no right to be paid by the

drawee bank. The former must necessarily return the money paid
by the latter because it was

paid wrongfully.30

More importantly, by reason of the statutory warranty of a
general indorser in Section 66 of the

Negotiable Instruments Law, a collecting bank which indorses a
check bearing a forgedindorsement and presents it to the drawee
bank guarantees all prior indorsements, including the

forged indorsement. It warrants that the instrument is genuine,
and that it is valid and subsisting

at the time of his indorsement. Because the indorsement is a
forgery, the collecting bank

commits a breach of this warranty and will be accountable to the
drawee bank. This liabilityscheme operates without regard to fault
on the part of the collecting/presenting bank. Even if the

latter bank was not negligent, it would still be liable to the
drawee bank because of its

indorsement.

The Court has consistently ruled that the collecting bank or
last endorser generally suffers theloss because it has the duty to
ascertain the genuineness of all prior endorsements consideringthat
the act of presenting the check for payment to the drawee is an
assertion that the party

making the presentment has done its duty to ascertain the
genuineness of the endorsements.31
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The drawee bank is not similarly situated as the collecting bank
because the former makes no

warranty as to the genuineness of any indorsement.32The drawee
banks duty is but to verify thegenuineness of the drawers signature
and not of the indorsement because the drawer is its client.

Moreover, the collecting bank is made liable because it is privy
to the depositor who negotiated

the check. The bank knows him, his address and history because
he is a client. It has taken a riskon his deposit. The bank is also
in a better position to detect forgery, fraud or irregularity in
the

indorsement.

Hence, the drawee bank can recover the amount paid on the check
bearing a forged indorsement

from the collecting bank. However, a drawee bank has the duty to
promptly inform the presentor

of the forgery upon discovery. If the drawee bank delays in
informing the presentor of theforgery, thereby depriving said
presentor of the right to recover from the forger, the former
is

deemed negligent and can no longer recover from the
presentor.33

Applying these rules to the case at bench, PNB, the drawee bank,
cannot debit the current

account of the Province of Tarlac because it paid checks which
bore forged indorsements.However, if the Province of Tarlac as
drawer was negligent to the point of substantially

contributing to the loss, then the drawee bank PNB can charge
its account. If both drawee bank-PNB and drawer-Province of Tarlac
were negligent, the loss should be properly apportioned

between them.

The loss incurred by drawee bank-PNB can be passed on to the
collecting bank-Associated Bank

which presented and indorsed the checks to it. Associated Bank
can, in turn, hold the forger,

Fausto Pangilinan, liable.

If PNB negligently delayed in informing Associated Bank of the
forgery, thus depriving the

latter of the opportunity to recover from the forger, it
forfeits its right to reimbursement and willbe made to bear the
loss.

After careful examination of the records, the Court finds that
the Province of Tarlac was equally

negligent and should, therefore, share the burden of loss from
the checks bearing a forged

indorsement.

The Province of Tarlac permitted Fausto Pangilinan to collect
the checks when the latter, having

already retired from government service, was no longer connected
with the hospital. With the

exception of the first check (dated January 17, 1978), all the
checks were issued and releasedafter Pangilinans retirement on
February 28, 1978. After nearly three years, the Treasurersoffice
was still releasing the checks to the retired cashier. In addition,
some of the aid allotment

checks were released to Pangilinan and the others to Elizabeth
Juco, the new cashier. The fact

that there were now two persons collecting the checks for the
hospital is an unmistakable sign ofan irregularity which should
have alerted employees in the Treasurers office of the fraud
beingcommitted. There is also evidence indicating that the
provincial employees were aware of

Pangilinans retirement and consequent dissociation from the
hospital. Jose Meru, the ProvincialTreasurer, testified:.
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ATTY. MORGA:

Q : Now, is it true that for a given month there were two
releases of checks, one went to Mr.Pangilinan and one went to Miss
Juco?

JOSE MERU:

A : Yes, sir.

Q : Will you please tell us how at the time (sic) when the
authorized representative of

Concepcion Emergency Hospital is and was supposed to be Miss
Juco?

A : Well, as far as my investigation show (sic) the assistant
cashier told me that Pangilinan

represented himself as also authorized to help in the release of
these checks and we wereapparently misled because they accepted the
representation of Pangilinan that he was helping

them in the release of the checks and besides according to them
they were, Pangilinan, like the

rest, was able to present an official receipt to acknowledge
these receipts and according to themsince this is a government
check and believed that it will eventually go to the hospital
followingthe standard procedure of negotiating government checks,
they released the checks to Pangilinan

aside from Miss Juco.34

The failure of the Province of Tarlac to exercise due care
contributed to a significant degree to

the loss tantamount to negligence. Hence, the Province of Tarlac
should be liable for part of thetotal amount paid on the questioned
checks.

The drawee bank PNB also breached its duty to pay only according
to the terms of the check.

Hence, it cannot escape liability and should also bear part of
the loss.

As earlier stated, PNB can recover from the collecting bank.

In the case ofAssociated Bank v. CA,35six crossed checks with
forged indorsements were

deposited in the forgers account with the collecting bank and
were later paid by four differentdrawee banks. The Court found the
collecting bank (Associated) to be negligent and held:

The Bank should have first verified his right to endorse the
crossed checks, of which he was notthe payee, and to deposit the
proceeds of the checks to his own account. The Bank was by
reason

of the nature of the checks put upon notice that they were
issued for deposit only to the private

respondents account. xxx

The situation in the case at bench is analogous to the above
case, for it was not the payee who

deposited the checks with the collecting bank. Here, the checks
were all payable to ConcepcionEmergency Hospital but it was Fausto
Pangilinan who deposited the checks in his personal

savings account.

Although Associated Bank claims that the guarantee stamped on
the checks (All prior and/or

lack of endorsements guaranteed) is merely a requirement forced
upon it by clearing house rules,
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it cannot but remain liable. The stamp guaranteeing prior
indorsements is not an empty rubric

which a bank must fulfill for the sake of convenience. A bank is
not required to accept all the

checks negotiated to it. It is within the bahks discretion to
receive a check for no bankinginstitution would consciously or
deliberately accept a check bearing a forged indorsement. When

a check is deposited with the collecting bank, it takes a risk
on its depositor. It is only logical that

this bank be held accountable for checks deposited by its
customers.

A delay in informing the collecting bank (Associated Bank) of
the forgery, which deprives it of

the opportunity to go after the forger, signifies negligence on
the part of the drawee bank (PNB)and will preclude it from claiming
reimbursement.

It is here that Associated Banks assignment of error concerning
C.B. Circular No. 580 andSection 23 of the Philippine Clearing
House Corporation Rules comes to fore. Under Section

4(c) of CB Circular No. 580, items bearing a forged endorsement
shall be returned within

twenty-four (24) hours after discovery of the forgery but in no
event beyond the period fixed or

provided by law for filing of a legal action by the returning
bank. Section 23 of the PCHC Rules

deleted the requirement that items bearing a forged endorsement
should be returned withintwenty-four hours. Associated Bank now
argues that the aforementioned Central Bank Circular

is applicable. Since PNB did not return the questioned checks
within twenty-four hours, butseveral days later, Associated Bank
alleges that PNB should be considered negligent and not

entitled to reimbursement of the amount it paid on the
checks.

The Court deems it unnecessary to discuss Associated Banks
assertions that CB Circular No.580 is an administrative regulation
issued pursuant to law and as such, must prevail over the

PCHC rule. The Central Bank circular was in force for all banks
until June 1980 when the

Philippine Clearing House Corporation (PCHC) was set up and
commenced operations. Banks inMetro Manila were covered by the PCHC
while banks located elsewhere still had to go through

Central Bank Clearing. In any event, the twenty-four-hour return
rule was adopted by the PCHCuntil it was changed in 1982. The
contending banks herein, which are both branches in Tarlacprovince,
are therefore not covered by PCHC Rules but by CB Circular No. 580.
Clearly then,

the CB circular was applicable when the forgery of the checks
was discovered in 1981.

The rule mandates that the checks be returned within twenty-four
hours after discovery of the

forgery but in no event beyond the period fixed by law for
filing a legal action. The rationale of

the rule is to give the collecting bank (which indorsed the
check) adequate opportunity toproceed against the forger. If prompt
notice is not given, the collecting bank maybe prejudiced

and lose the opportunity to go after its depositor.

The Court finds that even if PNB did not return the questioned
checks to Associated Bank within

twenty-four hours, as mandated by the rule, PNB did not commit
negligent delay. Under the

circumstances, PNB gave prompt notice to Associated Bank and the
latter bank was not

prejudiced in going after Fausto Pangilinan. After the Province
of Tarlac informed PNB of theforgeries, PNB necessarily had to
inspect the checks and conduct its own investigation.

Thereafter, it requested the Provincial Treasurers office on
March 31, 1981 to return the checksfor verification. The Province
of Tarlac returned the checks only on April 22, 1981. Two
dayslater, Associated Bank received the checks from PNB.36
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Associated Bank was also furnished a copy of the Provinces
letter of demand to PNB datedMarch 20, 1981, thus giving it notice
of the forgeries. At this time, however, Pangilinansaccount with
Associated had only P24.63 in it.37Had Associated Bank decided to
debitPangilinans account, it could not have recovered the amounts
paid on the questioned checks. Inaddition, while Associated Bank
filed a fourth-party complaint against Fausto Pangilinan, it
did

not present evidence against Pangilinan and even presented him
as its rebuttal witness.38Hence,Associated Bank was not prejudiced
by PNBs failure to comply with the twenty-four-hourreturn rule.

Next, Associated Bank contends that PNB is estopped from
requiring reimbursement because the

latter paid and cleared the checks. The Court finds this
contention unmeritorious. Even if PNB

cleared and paid the checks, it can still recover from
Associated Bank. This is true even if thepayees Chief Officer who
was supposed to have indorsed the checks is also a customer of
thedrawee bank.39PNBs duty was to verify the genuineness of the
drawers signature and not thegenuineness of payees indorsement.
Associated Bank, as the collecting bank, is the entity withthe duty
to verify the genuineness of the payees indorsement.

PNB also avers that respondent court erred in adjudging
circuitous liability by directing PNB to

return to the Province of Tarlac the amount of the checks and
then directing Associated Bank toreimburse PNB. The Court finds
nothing wrong with the mode of the award. The drawer,

Province of Tarlac, is a client or customer of the PNB, not of
Associated Bank. There is no

privity of contract between the drawer and the collecting
bank.

The trial court made PNB and Associated Bank liable with legal
interest from March 20, 1981,

the date of extrajudicial demand made by the Province of Tarlac
on PNB. The payments to be

made in this case stem from the deposits of the Province of
Tarlac in its current account with thePNB. Bank deposits are
considered under the law as loans. 40Central Bank Circular No.
416

prescribes a twelve percent (12%) interest per annum for loans,
forebearance of money, goods orcredits in the absence of express
stipulation. Normally, current accounts are likewise
interest-bearing, by express contract, thus excluding them from the
coverage of CB Circular No. 416. In

this case, however, the actual interest rate, if any, for the
current account opened by the Province

of Tarlac with PNB was not given in evidence. Hence, the Court
deems it wise to affirm the trialcourts use of the legal interest
rate, or six percent (6%) per annum. The interest rate shall
becomputed from the date of default, or the date of judicial or
extrajudicial demand.41The trial

court did not err in granting legal interest from March 20,
1981, the date of extrajudicial demand.

The Court finds as reasonable, the proportionate sharing of
fifty percent - fifty percent (50%-

50%).Due to the negligence of the Province of Tarlac in
releasing the checks to an unauthorized

person (Fausto Pangilinan), in allowing the retired hospital
cashier to receive the checks for thepayee hospital for a period
close to three years and in not properly ascertaining why the
retired

hospital cashier was collecting checks for the payee hospital in
addition to the hospitals realcashier, respondent Province
contributed to the loss amounting to. P203,300.00 and shall be

liable to the PNB for fifty (50%)percent thereof. In effect, the
Province of Tarlac can onlyrecover fifty percent (50%) of
P203,300.00 from PNB.
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The collecting bank, Associated Bank, shall be liable to PNB for
fifty (50%) percent of

P203,300.00. It is liable on its warranties as indorser of the
checks which were deposited by

Fausto Pangilinan, having guaranteed the genuineness of all
prior indorsements, including that ofthe chief of the payee
hospital, Dr. Adena Canlas. Associated Bank was also remiss in its
duty to

ascertain the genuineness of the payees indorsement.

IN VIEW OF THE FOREGOING, the petition for review filed by the
Philippine National

Bank (G.R. No. 107612) is hereby PARTIALLY GRANTED. The petition
for review filed by

the Associated Bank (G.R. No. 107382) is hereby DENIED. The
decision of the trial court isMODIFIED. The Philippine National
Bank shall pay fifty percent (50%) of P203,300.00 to the

Province of Tarlac, with legal interest from March 20, 1981
until the payment thereof.

Associated Bank shall pay fifty percent (50%)of P203,300.00 to
the Philippine National Bank,

likewise, with legal interest from March 20, 1981 until payment
is made.

SO ORDERED.
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Republic of the Philippines

SUPREME COURTManila

FIRST DIVISION

G.R. No. L-40796 July 31, 1975

REPUBLIC BANK, plaintiff-appellee,vs.MAURICIA T. EBRADA,
defendant-appellant.

Sabino de Leon, Jr. for plaintiff-appellee.

Julio Baldonado for defendant-appellant.

MARTIN, J .:

Appeal on a question of law of the decision of the Court of
First Instance of Manila,Branch XXIII in Civil Case No. 69288,
entitled "Republic Bank vs. Mauricia T. Ebrada."

On or about February 27, 1963 defendant Mauricia T. Ebrada,
encashed Back PayCheck No. 508060 dated January 15, 1963 for
P1,246.08 at the main office of theplaintiff Republic Bank at
Escolta, Manila. The check was issued by the Bureau of

Treasury.1Plaintiff Bank was later advised by the said bureau
that the allegedindorsement on the reverse side of the aforesaid
check by the payee, "Martin Lorenzo"was a forgery2since the latter
had allegedly died as of July 14, 1952. 3Plaintiff Bankwas then
requested by the Bureau of Treasury to refund the amount of
P1,246.08. 4Torecover what it had refunded to the Bureau of
Treasury, plaintiff Bank made verbal andformal demands upon
defendant Ebrada to account for the sum of P1,246.08, but
saiddefendant refused to do so. So plaintiff Bank sued defendant
Ebrada before the CityCourt of Manila.

On July 11, 1966, defendant Ebrada filed her answer denying the
material allegations ofthe complaint and as affirmative defenses
alleged that she was a holder in due course

of the check in question, or at the very least, has acquired her
rights from a holder indue course and therefore entitled to the
proceeds thereof. She also alleged that theplaintiff Bank has no
cause of action against her; that it is in estoppel, or so
negligent asnot to be entitled to recover anything from her.5

About the same day, July 11, 1966 defendant Ebrada filed a
Third-Party complaintagainst Adelaida Dominguez who, in turn, filed
on September 14, 1966 a Fourth-Partycomplaint against Justina
Tinio.
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On March 21, 1967, the City Court of Manila rendered judgment
for the plaintiff Bankagainst defendant Ebrada; for Third-Party
plaintiff against Third-Party defendant,

Adelaida Dominguez, and for Fourth-Party plaintiff against
Fourth-Party defendant,Justina Tinio.

From the judgment of the City Court, defendant Ebrada took an
appeal to the Court ofFirst Instance of Manila where the parties
submitted a partial stipulation of facts asfollows:

COME NOW the undersigned counsel for the plaintiff, defendant,
Third-Party defendantand Fourth-Party plaintiff and unto this
Honorable Court most respectfully submit thefollowing:

PARTIAL STIPULATION OF FACTS

1. That they admit their respective capacities to sue and be
sued;

2. That on January 15, 1963 the Treasury of the Philippines
issued its Check No. BP-508060, payable to the order of one MARTIN
LORENZO, in the sum of P1,246.08, anddrawn on the Republic Bank,
plaintiff herein, which check will be marked as Exhibit "A"for the
plaintiff;

3. That the back side of aforementioned check bears the
following signatures, in thisorder:

1) MARTIN LORENZO;

2) RAMON R. LORENZO;

3) DELIA DOMINGUEZ; and

4) MAURICIA T. EBRADA;

4. That the aforementioned check was delivered to the defendant
MAURICIA T.EBRADA by the Third-Party defendant and Fourth-Party
plaintiff ADELAIDADOMINGUEZ, for the purpose of encashment;

5. That the signature of defendant MAURICIA T. EBRADA was
affixed on said check onFebruary 27, 1963 when she encashed it with
the plaintiff Bank;

6. That immediately after defendant MAURICIA T. EBRADA received
the cash proceedsof said check in the sum of P1,246.08 from the
plaintiff Bank, she immediately turnedover the said amount to the
third-party defendant and fourth-party plaintiff ADELAIDADOMINGUEZ,
who in turn handed the said amount to the fourth-party
defendantJUSTINA TINIO on the same date, as evidenced by the
receipt signed by her which willbe marked as Exhibit "1-Dominguez";
and

7. That the parties hereto reserve the right to present evidence
on any other fact notcovered by the foregoing stipulations,

Manila, Philippines, June 6, 1969.
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Based on the foregoing stipulation of facts and the documentary
evidence presented,the trial court rendered a decision, the
dispositive portion of which reads as follows:

WHEREFORE, the Court renders judgment ordering the defendant
Mauricia T. Ebrada topay the plaintiff the amount of ONE THOUSAND
TWO FORTY-SIX 08/100 (P1,246.08),with interest at the legal rate
from the filing of the complaint on June 16, 1966, until fully

paid, plus the costs in both instances against Mauricia T.
Ebrada.

The right of Mauricia T. Ebrada to file whatever claim she may
have against AdelaidaDominguez in connection with this case is
hereby reserved. The right of the estate ofDominguez to file the
fourth-party complaint against Justina Tinio is also reserved.

SO ORDERED.

In her appeal, defendant-appellant presses that the lower court
erred:

IN ORDERING THE APPELLANT TO PAY THE APPELLEE THE FACE VALUE OF
THESUBJECT CHECK AFTER FINDING THAT THE DRAWER ISSUED THE
SUBJECT

CHECK TO A PERSON ALREADY DECEASED FOR 11- YEARS AND THAT
THEAPPELLANT DID NOT BENEFIT FROM ENCASHING SAID CHECK.

From the stipulation of facts it is admitted that the check in
question was delivered todefendant-appellant by Adelaida Dominguez
for the purpose of encashment and thather signature was affixed on
said check when she cashed it with the plaintiff Bank.Likewise it
is admitted that defendant-appellant was the last indorser of the
said check.

As such indorser, she was supposed to have warranted that she
has good title to saidcheck; for under Section 65 of the Negotiable
Instruments Law:6

Every person negotiating an instrument by delivery or by
qualified indorsement, warrants:

(a) That the instrument is genuine and in all respects what it
purports to be.

(b) That she has good title to it.

xxx xxx xxx

and under Section 65 of the same Act:

Every indorser who indorses without qualification warrants to
all subsequent holders indue course:

(a) The matters and things mentioned in subdivisions (a), (b),
and (c) of the nextpreceding sections;

(b) That the instrument is at the time of his indorsement valid
and subsisting.

It turned out, however, that the signature of the original payee
of the check, MartinLorenzo was a forgery because he was already
dead 7 almost 11 years before thecheck in question was issued by
the Bureau of Treasury. Under action 23 of theNegotiable
Instruments Law (Act 2031):
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When a signature is forged or made without the authority of the
person whose signature itpurports to be, it is wholly inoperative,
and no right to retain the instruments, or to give adischarge
thereof against any party thereto, can be acquired through or under
suchsignature unless the party against whom it is sought to enforce
such right is precludedfrom setting up the forgery or want of
authority.

It is clear from the provision that where the signature on a
negotiable instrument ifforged, the negotiation of the check is
without force or effect. But does this mean thatthe existence of
one forged signature therein will render void all the other
negotiationsof the check with respect to the other parties whose
signature are genuine?

In the case of Beam vs. Farrel, 135 Iowa 670, 113 N.W. 590,
where a check has severalindorsements on it, it was held that it is
only the negotiation based on the forged orunauthorized signature
which is inoperative. Applying this principle to the case beforeUs,
it can be safely concluded that it is only the negotiation
predicated on the forgedindorsement that should be declared
inoperative. This means that the negotiation of thecheck in
question from Martin Lorenzo, the original payee, to Ramon R.
Lorenzo, the

second indorser, should be declared of no affect, but the
negotiation of the aforesaidcheck from Ramon R. Lorenzo to Adelaida
Dominguez, the third indorser, and from

Adelaida Dominguez to the defendant-appellant who did not know
of the forgery, shouldbe considered valid and enforceable, barring
any claim of forgery.

What happens then, if, after the drawee bank has paid the amount
of the check to theholder thereof, it was discovered that the
signature of the payee was forged? Can thedrawee bank recover from
the one who encashed the check?

In the case of State v. Broadway Mut. Bank, 282 S.W. 196, 197,
it was held that thedrawee of a check can recover from the holder
the money paid to him on a forged

instrument. It is not supposed to be its duty to ascertain
whether the signatures of thepayee or indorsers are genuine or not.
This is because the indorser is supposed towarrant to the drawee
that the signatures of the payee and previous indorsers aregenuine,
warranty not extending only to holders in due course. One who
purchases acheck or draft is bound to satisfy himself that the
paper is genuine and that by indorsingit or presenting it for
payment or putting it into circulation before presentation
heimpliedly asserts that he has performed his duty and the drawee
who has paid theforged check, without actual negligence on his
part, may recover the money paid fromsuch negligent purchasers. In
such cases the recovery is permitted because althoughthe drawee was
in a way negligent in failing to detect the forgery, yet if the
encasher ofthe check had performed his duty, the forgery would in
all probability, have been

detected and the fraud defeated. The reason for allowing the
drawee bank to recoverfrom the encasher is:

Every one with even the least experience in business knows that
no business man wouldaccept a check in exchange for money or goods
unless he is satisfied that the check isgenuine. He accepts it only
because he has proof that it is genuine, or because he
hassufficient confidence in the honesty and financial
responsibility of the person whovouches for it. If he is deceived
he has suffered a loss of his cash or goods through hisown mistake.
His own credulity or recklessness, or misplaced confidence was the
sole
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cause of the loss. Why should he be permitted to shift the loss
due to his own fault inassuming the risk, upon the drawee, simply
because of the accidental circumstance thatthe drawee afterwards
failed to detect the forgery when the check was presented?

8

Similarly, in the case before Us, the defendant-appellant, upon
receiving the check inquestion from Adelaida Dominguez, was
duty-bound to ascertain whether the check in

question was genuine before presenting it to plaintiff Bank for
payment. Her failure to doso makes her liable for the loss and the
plaintiff Bank may recover from her the moneyshe received for the
check. As reasoned out above, had she performed the duty
ofascertaining the genuineness of the check, in all probability the
forgery would havebeen detected and the fraud defeated.

In our jurisdiction We have a case of similar import.9 The Great
Eastern Life InsuranceCompany drew its check for P2000.00 on the
Hongkong and Shanghai BankingCorporation payable to the order of
Lazaro Melicor. A certain E. M. Maasin fraudulentlyobtained the
check and forged the signature of Melicor, as an indorser, and
thenpersonally indorsed and presented the check to the Philippine
National Bank where the

amount of the check was placed to his (Maasin's) credit. On the
next day, the PhilippineNational Bank indorsed the cheek to the
Hongkong and Shanghai Banking Corporationwhich paid it and charged
the amount of the check to the insurance company. TheCourt held
that the Hongkong and Shanghai Banking Corporation was liable to
theinsurance company for the amount of the check and that the
Philippine National Bankwas in turn liable to the Hongkong and
Shanghai Banking Corporation. Said the Court:

Where a check is drawn payable to the order of one person and is
presented to a bankby another and purports upon its face to have
been duly indorsed by the payee of thecheck, it is the duty of the
bank to know that the check was duly indorsed by the originalpayee,
and where the bank pays the amount of the check to a third person,
who hasforged the signature of the payee, the loss falls upon the
bank who cashed the check,

and its only remedy is against the person to whom it paid the
money.

With the foregoing doctrine We are to concede that the plaintiff
Bank should suffer theloss when it paid the amount of the check in
question to defendant-appellant, but it hasthe remedy to recover
from the latter the amount it paid to her. Although the
defendant-appellant to whom the plaintiff Bank paid the check was
not proven to be the author ofthe supposed forgery, yet as last
indorser of the check, she has warranted that she hasgood title to
it 10even if in fact she did not have it because the payee of the
check wasalready dead 11 years before the check was issued. The
fact that immediately afterreceiving title cash proceeds of the
check in question in the amount of P1,246.08 fromthe plaintiff
Bank, defendant-appellant immediately turned over said amount to
Adelaida

Dominguez (Third-Party defendant and the Fourth-Party plaintiff)
who in turn handedthe amount to Justina Tinio on the same date
would not exempt her from liabilitybecause by doing so, she acted
as an accommodation party in the check for which sheis also liable
under Section 29 of the Negotiable Instruments Law (Act 2031),
thus: .Anaccommodation party is one who has signed the instrument
as maker, drawer,acceptor, or indorser, without receiving value
therefor, and for the purpose of lending hisname to some other
person. Such a person is liable on the instrument to a holder
for
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value, notwithstanding such holder at the time of taking the
instrument knew him to beonly an accommodation party.

IN VIEW OF THE FOREGOING, the judgment appealed from is hereby
affirmed in totowith costs against defendant-appellant.

SO ORDERED.
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G.R. No. 92244 February 9, 1993

NATIVIDAD GEMPESAW, petitioner,vs.THE HONORAB
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