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FIRST DIVISION

[ G.R. No. 138941, October 08, 2001 ]

AMERICAN HOME ASSURANCE COMPANY, PETITIONER, VS.
TANTUCO ENTERPRISES, INC., RESPONDENT.

DECISION

PUNO, J.:

Before us is a Petition for Review on Certiorari assailing the Decision of the Court of
Appeals in CA-G.R. CV No. 52221 promulgated on January 14, 1999, which affirmed
in toto the Decision of the Regional Trial Court, Branch 53, Lucena City in Civil Case
No. 92-51 dated October 16, 1995.

Respondent Tantuco Enterprises, Inc. is engaged in the coconut oil milling and
refining industry. It owns two oil mills. Both are located at its factory compound at
Iyam, Lucena City. It appears that respondent commenced its business operations
with only one oil mill. In 1988, it started operating its second oil mill. The latter
came to be commonly referred to as the new oil mill.

The two oil mills were separately covered by fire insurance policies issued by

petitioner American Home Assurance Co., Philippine Branch.[1] The first oil mill was
insured for three million pesos (P3,000,000.00) under Policy No. 306-7432324-3 for

the period March 1, 1991 to 1992.[2] The new oil mill was insured for six million

pesos (P6,000,000.00) under Policy No. 306-7432321-9 for the same term.[3]
Official receipts indicating payment for the full amount of the premium were issued

by the petitioner's agent.[#]

A fire that broke out in the early morning of September 30,1991 gutted and
consumed the new oil mill. Respondent immediately notified the petitioner of the
incident. The latter then sent its appraisers who inspected the burned premises and
the properties destroyed. Thereafter, in a letter dated October 15, 1991, petitioner
rejected respondent's claim for the insurance proceeds on the ground that no policy
was issued by it covering the burned oil mill. It stated that the description of the
insured establishment referred to another building thus: "Our policy nos. 306-
7432321-9 (Ps 6M) and 306-7432324-4 (Ps 3M) extend insurance coverage to your
oil mill under Building No. 5, whilst the affected oil mill was under Building No. 14."
[5]

A complaint for specific performance and damages was consequently instituted by
the respondent with the RTC, Branch 53 of Lucena City. On October 16, 1995, after
trial, the lower court rendered a Decision finding the petitioner liable on the
insurance policy thus:



"WHEREFORE, judgment is rendered in favor of the plaintiff ordering
defendant to pay plaintiff:

(a) P4,406,536.40 representing damages for loss by fire of its insured
property with interest at the legal rate;

(b) P80,000.00 for litigation expenses;
(c) P300,000.00 for and as attorney's fees; and

(d) Pay the costs.

SO ORDERED."[6]

Petitioner assailed this judgment before the Court of Appeals. The appellate court
upheld the same in a Decision promulgated on January 14, 1999, the pertinent
portion of which states:

"WHEREFORE, the instant appeal is hereby DISMISSED for lack of merit
and the trial court's Decision dated October 16, 1995 is hereby
AFFIRMED in toto.

SO ORDERED."[7]

Petitioner moved for reconsideration. The motion, however, was denied for lack of
merit in a Resolution promulgated on June 10, 1999.

Hence, the present course of action, where petitioner ascribes to the appellate court
the following errors:

"(1) The Court of Appeals erred in its conclusion that the issue of non-
payment of the premium was beyond its jurisdiction because it was

raised for the first time on appeal."[8]

"(2) The Court of Appeals erred in its legal interpretation of 'Fire
Extinguishing Appliances Warranty' of the policy."[°]

"(3) With due respect, the conclusion of the Court of Appeals giving no
regard to the parole evidence rule and the principle of estoppel is

erroneous."[10]
The petition is devoid of merit.
The primary reason advanced by the petitioner in resisting the claim of the

respondent is that the burned oil mill is not covered by any insurance policy.
According to it, the oil mill insured is specifically described in the policy by its



boundaries in the following manner:

"Front: by a driveway thence at 18 meters distance by Bldg. No. 2.
Right: by an open space thence by Bldg. No. 4.

Left: Adjoining thence an imperfect wall by Bldg. No. 4.

Rear: by an open space thence at 8 meters distance."

However, it argues that this specific boundary description clearly pertains, not to the
burned oil mill, but to the other mill. In other words, the oil mill gutted by fire was
not the one described by the specific boundaries in the contested policy.

What exacerbates respondent's predicament, petitioner posits, is that it did not have
the supposed wrong description or mistake corrected. Despite the fact that the
policy in question was issued way back in 1988, or about three years before the fire,
and despite the "Important Notice" in the policy that "Please read and examine the
policy and if incorrect, return it immediately for alteration," respondent apparently
did not call petitioner's attention with respect to the misdescription.

By way of conclusion, petitioner argues that respondent is "barred by the parole
evidence rule from presenting evidence (other than the policy in question) of its
self-serving intention (sic) that it intended really to insure the burned oil mill," just
as it is "barred by estoppel from claiming that the description of the insured oil mill
in the policy was wrong, because it retained the policy without having the same
corrected before the fire by an endorsement in accordance with its Condition No.
28."

These contentions can not pass judicial muster.

In construing the words used descriptive of a building insured, the greatest liberality

is shown by the courts in giving effect to the insurance.[11] In view of the custom of
insurance agents to examine buildings before writing policies upon them, and since
a mistake as to the identity and character of the building is extremely unlikely, the
courts are inclined to consider that the policy of insurance covers any building which
the parties manifestly intended to insure, however inaccurate the description may
be.[12]

Notwithstanding, therefore, the misdescription in the policy, it is beyond dispute, to
our mind, that what the parties manifestly intended to insure was the new oil mill.
This is obvious from the categorical statement embodied in the policy, extending its
protection:

"On machineries and equipment with complete accessories usual to a coconut oil
mill including stocks of copra, copra cake and copra mills whilst contained in the
new oil mill building, situate (sic) at UNNO. ALONG NATIONAL HIGH WAY, BO.

IYAM, LUCENA CITY UNBLOCKED."[13] (emphasis supplied.)

If the parties really intended to protect the first oil mill, then there is no need to
specify it as new.

Indeed, it would be absurd to assume that respondent would protect its first oil mill



for different amounts and leave uncovered its second one. As mentioned earlier, the
first oil mill is already covered under Policy No. 306-7432324-4 issued by the
petitioner. It is unthinkable for respondent to obtain the other policy from the very
same company. The latter ought to know that a second agreement over that same
realty results in its overinsurance.

The imperfection in the description of the insured oil mill's boundaries can be
attributed to a misunderstanding between the petitioner's general agent, Mr. Alfredo
Borja, and its policy issuing clerk, who made the error of copying the boundaries of
the first oil mill when typing the policy to be issued for the new one. As testified to
by Mr.Borja:

Q: What did you do when you received the report?

I told them as will be shown by the map the intention really
of Mr. Edison Tantuco is to cover the new oil mill that is
why when I presented the existing policy of the old policy,
the policy issuing clerk just merely (sic) copied the wording
from the old policy and what she typed is that the
description of the boundaries from the old policy was
copied but she inserted covering the new oil mill and
to me at that time the important thing is that it
covered the new oil mill because it is just within one
compound and there are only two oil mill[s] and so
just enough, I had the policy prepared. In fact, two policies
were prepared having the same date one for the old one
and the other for the new oil mill and exactly the same

policy period, sir."l14] (emphasis supplied)

It is thus clear that the source of the discrepancy happened during the preparation
of the written contract.

These facts lead us to hold that the present case falls within one of the recognized
exceptions to the parole evidence rule. Under the Rules of Court, a party may
present evidence to modify, explain or add to the terms of the written agreement if
he puts in issue in his pleading, among others, its failure to express the true intent

and agreement of the parties thereto.[15] Here, the contractual intention of the
parties cannot be understood from a mere reading of the instrument. Thus, while
the contract explicitly stipulated that it was for the insurance of the new oil mill, the
boundary description written on the policy concededly pertains to the first oil mill.
This irreconcilable difference can only be clarified by admitting evidence aliunde,
which will explain the imperfection and clarify the intent of the parties.

Anent petitioner's argument that the respondent is barred by estoppel from claiming
that the description of the insured oil mill in the policy was wrong, we find that the
same proceeds from a wrong assumption. Evidence on record reveals that
respondent's operating manager, Mr. Edison Tantuco, notified Mr. Borja (the
petitioner's agent with whom respondent negotiated for the contract) about the
inaccurate description in the policy. However, Mr. Borja assured Mr. Tantuco that the
use of the adjective new will distinguish the insured property. The assurance
convinced respondent that, despite the impreciseness in the specification of the



