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OBLIGATIONS AND CONTRACTS 128. Distinguish between civil and natural obligations. Civil and natural obligations may be distinguished as follows: (1) civil obligations derive their binding force from positive law; while natural obligations derive their binding effect from equity and natural justice; and (b) civil obligations can be enforced by court action or the coercive power of public authority, the fulfillment of natural obligations cannot be compelled by court action but depends exclusively upon the good conscience of the debtor.



129. Give the concept of a quasi-contract. Distinguish it from the other sources of obligations. A quasi-contract is a juridical relation which arises from certain lawful, voluntary, and unilateral acts, to the end that no one may be unjustly enriched or benefited at the expense of another. The act giving rise to a quasi-contract must be lawful, thereby distinguishing it from crime in which the act or omission is unlawful; it must be voluntary, thus differentiating it from a quasi-delict, which is based on fault or negligence or mere lack of foresight; and it must be unilateral, to distinguish it from contract in which there are two parties who come to an agreement.



130. A telephone company and an electric cooperative entered into a contract subject to the following terms and conditions: (a) the telephone company is allowed to use the electric posts of the electric cooperative for the installation of its telephone and cable wires; (b) the telephone company is obliged to install and allow the electric cooperative the free use of ten (10) telephone lines; and (c) the contract: “shall be for as long as the telephone company has need for the electric posts and shall terminate only if the electric cooperative is forced to stop or abandon its operations as a public service and it becomes necessary to remove the electric posts.” Is the contract between the telephone company and the electric cooperative subject to a potestative condition? No. The condition that the contract shall be effective for as long as the telephone company has need for the electric posts is decidedly a potestative condition because it is dependent upon the sole will of the telephone company. But the condition that such contract may be terminated if the electric cooperative is forced to stop or abandon its operations is a casual condition which depends on chance, hazard, or the will of a third persons. In sum, the contract between the telephone company and the electric cooperative is subject to a mixed condition, that is, a condition dependent partly on the will of a party and partly on chance, hazard, or the will of a third person, which do not invalidate a contract (Naga Telephone Company, Inc. vs. Court of Appeals, 230 SCRA 351). 131. In December 1985, X and Y executed a Deed of Conditional Sale wherein the former agreed to sell his 500-square meter lot in Baguio City to the latter for P1 Million payable P100,000 as down payment , and the balance 60 days after the squatters on the property have been removed. If the squatters are not removed within six months, the P100,000 down payment shall be returned by the vendor to the vendee. X filed an ejectment suit against the squatters, but in spite of the decision in his favor, the squatters would not leave. In August 1986, X offered to return the P100,000 down payment to Y, on the ground that he is unable to remove the squatters on the property. Y refused to accept the money and demanded that X execute a deed of absolute sale of the property in his favor, at which time it will pay the balance of the purchase price. Incidentally, the value of the land had doubled by the time. X consigned the P100,000 in court, and filed an action for rescission of the deed of conditional sale, plus damages. Will the action prosper? No, the action will not prosper. The action for rescission may be brought only by the aggrieved party to the contract. Since it was X who failed to comply with his conditional obligation, he is not the aggrieved party who may file the action for rescission but Y. Y, however, is not opting to rescind the contract but has chosen to waive X’s compliance with the condition which he can do under Article 1545 of the Civil Code. 132. On May 10, 1983, X, as vendor, and Y, as vendee, executed an “Agreement of Purchase and Sale” respecting two parcels of agricultural land for the total sum of P2 Million. The agreement contains the following



terms and conditions. (1) Y shall pay the amount of P600,000.00 as down payment; (2) the balance of P1.4 Million shall be paid in four (4) equal quarterly installments of P350,000.00, the first to be due and payable on June 15, 1983, and every quarter thereafter, until the whole amount is paid; (3) that upon full payment of the purchase price, X shall execute a good and sufficient deed of sale and conveyance in Y’s favor; and (4) that immediately upon the signing of the agreement, Y shall take possession of the parcels of land. On May 15, 1983, Y took possession of the subject parcels of land together with all the improvements thereon. And to answer for his balance of P1.4 Million, Y issued four post-dated checks payable to X in the amount of P350,000.00 each dated June 15, 1983, September 15, 1983, December 15, 1983 and March 15, 1984. When presented for payment, however, the checks were dishonored due to insufficient funds. Y promised to replace the checks but failed to do so. Aggrieved by Y’s failure and refusal to make good the checks, X filed suit to rescind the agreement and to recover the properties. X contented that the failure of Y to completely pay the purchase price is a substantial breach of the obligation which entitles him to rescind under Article 1191 of the Civil Code. Y countered by citing Article 1383 of the Civil Code to the effect that where specific performance is available as a remedy, rescission may not be resorted to. Will the action prosper? Yes, the action will prosper. Rescission of reciprocal obligations under Article 1191 of the Civil Code should be distinguished from rescission of contract under Article 1383. although both presupposes and both require mutual restitution when proper, they are not entirely identical. While Article 1191 uses the term “rescission,” the proper term really is “resolution.” Resolution is a principal action which is based on the breach of a party of his obligation, while rescission under Article 1383 is a subsidiary action limited to cases of rescission for lesion under Article 1381 of the Civil Code. Obviously, the contract entered into by the parties in the case at bar does not fall under any of those mentioned by Article 1381. consequently, Article 1383 is inapplicable. A reading of the agreement entered into by X and Y shows that it is in the nature of a contract to sell, as distinguished from a contract of sale. In a contract of sale, the title to the property passes to the vendee upon the delivery of the thing sold; while in a contract to sell, ownership is, by agreement, reserved in the vendor and is not to pass to the vendee until full payment of the purchase price. In a contract to sell, the payment of the purchase price is a positive suspensive condition, the failure of which is no a breach, casual or serious, but a situation that prevents the obligation of the vendor to convey title from acquiring an obligatory force. X in the case at bar bound himself to deliver a deed of absolute sale and clean title covering the two parcels of land upon full payment by Y of the purchase price of P2 Million. This promise to sell was subject to the fulfillment of the suspensive condition that Y will pay in the full the purchase price. Y, however, failed to complete payment of the purchase price. The non-fulfillment of the condition of full payment rendered the contract to sell ineffective without force and effect. Failure of Y to pay, in this instance, is not even a breach but merely an event which prevents X’s obligation to convey title from acquiring binding force. Hence, the agreement of the parties may be set aside, but not because of a breach on the part of Y for failure to complete payment of the purchase price. Rather, his failure to do so brought about a situation which prevented the obligation of X to convey title from acquiring obligatory force (Ong vs. Court of Appeals, 310 SCRA 1).



133. X sold a parcel of land to Y. Their notarized contract of sale contains a provision that the seller warrants that he will defend the buyer’s title to and peaceful possession of the property. There were existing lessees in the subject property at the time of the sale. Buyer now wants to cancel the contract for violation of a condition. He alleges that he cannot use the lot because of the seller’s failure to eject the lessees. He also claims that the provision in the contract of sale where the seller warranted to defend his title to and peaceful possession of the property partakes of the nature of a condition. (a) Is the buyer’s claim tenable? The buyer’s claim is not tenable. The buyer failed to appreciate the difference between a condition and a warranty and the consequences of such distinction. The failure of the seller to eject the lessees from the lot in question and to deliver actual and physical possession thereof to the buyer cannot be considered a substantial breach for two reasons: First, such “failure” was not stipulated in the contract as a condition – whether resolutory or suspensive; and second, its effects and consequences were not specified either. The stipulation adverted to by the buyer does not impose a condition or an obligation on the part of the seller to eject the lessees from the lot. Said stipulation pertains merely to the usual warranty against eviction, and not a condition that was not met. Had the parties intended to impose on the seller the obligation to eject the tenants from the lot sold, the same should have been expressly provided for in the contract. For example, the contract may provide that if the lessees are not ejected with a certain period, the contract can be rescinded (Power Commercial and Industrial Corp. vs. Court of Appeals, 274 SCRA 597).



(b) Was there a breach of warranty against eviction? There was no breach of warranty against eviction. The buyer was not deprived of his title. The presence of lessees does not even constitute an encumbrance on the land nor does it deprive the buyer of its control thereof. 134. X leased to Y a building for a period of fifteen years, at a monthly rental of P10,000.00 payable in advance during the first ten days of each month. The lessee occupied the premises and made payments of rentals for about three (3) years, after which no rentals were paid. X, through his lawyer, required Y to return the leased property if he cannot pay the rents. Pursuant to this demand, Y vacated the property and notified X, and the latter took possession thereof. X later brought an action for the recovery of the rentals that should be paid under the lease contract for the unexpired term of twelve (12) years. Will the action prosper? The action will not prosper. Under Article 1191 of the Civil Code, X was permitted to elect between the two remedies of resolution or specific performance, with damages in either case. He is not entitled to pursue both of these inconsistent remedies. In this case, X clearly elected to resolve or rescind the lease contract. In the common case of the resolution or rescission of a contract of sale for failure of the purchaser to pay the stipulated price, the seller is entitled to be restored to the possession of the thing sold, if it has already been delivered. But he cannot have both the thing sold and the price which was agreed to be paid, for the resolution or rescission of the contract has the effect of destroying the obligation to pay the price. Similarly, in the case of the resolution of a contract of lease, the lessor is entitled to be restored to the possession of the leased premises, but he cannot have both the possession of the leased premises for the remainder of the term and the rent which the other party contracted to pay. The termination of the lease has the effect of destroying the obligation to pay for the future. 135. On October 25, 1980, C loaned to D the sum of 100,000.00 with interest at the rate of 25% per annum for the term of two (2) years. To guarantee the loan, D pledged some pieces of jewelry. On December 5, 1991, D brought an action to recover the jewels, upon payment of the amount of the loan and interest. C contends that the action to recover the jewels had already prescribed because the period of prescription must be computed from the date of the contract of loan (1980) inasmuch as from that date D could already have recovered the jewels by paying the amount of the loan with interest. Has the action prescribed? The action has not yet prescribed. There being no circumstance to show that the period in the contract of loan was for the benefit of either party, it must be presumed to be for the benefit of both. And it must be so, for this is a case of loan, with interest, wherein the term benefits D by the use of the money lent and C by the interest. This being so, D had no right to pay the loan before the lapse of two (2) years, without the consent of C, because such a payment in advance would have deprived the latter of the benefit of the stipulated interest. It follows that the action to recover the thing pledged accrued only from the date of maturity of the loan, or on October 25, 1982. Consequently, the 10-year period of prescription on written contract, such as the one involved in the problem, has not yet expired when the action was brought. 136. What is an alternative obligation? An alternative obligation is one where out of two or more prestations which are due, the performance of one is already sufficient compliance with the obligation (Art. 1199, par. 1). 137. X borrowed money from Y. It was agreed that at the maturity of the debt, X will give Y either the sum lent or a particular house and lot. Is the stipulation valid? Yes, the stipulation is valid because it is simply an alternative obligation, which is expressly allowed by the law. The agreement to convey the house and lot in the event of X’s failure to pay the debt in money at its maturity does not constitute pactum commissorium. It is not an attempt to permit the creditor Y to declare a forfeiture of the security upon the failure of the debtor to pay the debt at maturity. It is simply provided that if the debt is not paid in money it shall be paid in another specific way by the transfer of the property at a valuation. 138. What is a facultative obligation?



A facultative obligation is one where only one prestation has been agreed upon but the obligor may render another in substitution (Art. 1206, par. 1). 139. Distinguish between alternative and facultative obligations. Alternative obligation and facultative obligations may be distinguished as follows: 1. In an alternative obligation, various things are due, but the giving of one is already sufficient compliance with the obligation. In a facultative obligation, only one thing is principally due, and it is that one which is generally given, but the substitute may be given to render payment or fulfillment easy; 2. If one of the presentations in an alternative obligation is illegal and the other prestations are valid, the obligation remains. In a facultative obligation, if the principal obligation is void, there is no longer any need of giving the substitute. 3. In an alternative obligation, if it is impossible to give all except one, that last one must still be given. In a facultative obligation, if it is impossible to give the principal, the substitute does not have to be given, and if it is impossible to give the substitute, the principal must still be given; 140. A and B signed a promissory note binding themselves to pay C, jointly and severally, the amount of P30,000.00. For non-payment of the debt, C sued A and B for sum of money. After trial, judgment was rendered in C’s favor directing A and B to pay the indebtedness. The judgment did not state whether the liability of the defendants was joint or solidary. C then asked for execution on the properties of A for the whole obligation. In the contract, liability was solidary but in the judgment, nothing was said about the nature of the obligation. How should the obligation be considered, joint or solidary? The obligation should be considered as merely a joint one, hence, C can get the properties of A corresponding to his proportionate share in the judgment debt. The judgment did not state that the obligation was joint and several, so none of the defendants may be required to pay for the whole obligation. 141. X, as lessor, and Y, as lessee, entered into a contract of lease. Their lease agreement contains the following terms: (a) the leased premises shall be used exclusively by the lessee for a specific purpose; (b) the lessee is strictly prohibited from using the leased premises for any other purpose without the written consent of the lessor; (c) the lessee shall not sublease his right of lease over the leased premises; (d) the lessor shall have the right to sell the leased premises during the period of the lease; and (e) in the event that the lessor decides to sell the leased premises, the lessee has the first option to purchase the property. On the second year of the lease, the lessor informed the lessee of his desire to sell the property. Being then sickly, the lessee assigned his right of first option under the lease contract to his daughter. Does the daughter have the right to exercise her father’s right of first option under the lease contract? The assignment has no legal basis. Article 1311of the Civil Code is too clear to be misinterpreted. It provides that “contract take effect only between the parties, their assigns and heirs except in cases where the rights and obligations arising from the contract are not transmissible by their nature or by stipulation or by provision of law.” In the case at bar, the lease contract between the lessor and the lessee clearly reveals the intent of the parties to limit their lease relationship to themselves alone. It cannot be denied that the lessee’s right of first option to buy the leased property in case of its sale is but part of the bigger right to lease said property from the lessor. The option was given to the lessee because he was the lessee of the property. It was a component of the consideration of the lease. If the lessee is barred by the contract from assigning his right to lease the property to any other party, he is similarly barred from assigning his first option to buy the leased property to his daughter (Bayangan vs. Court of Appeals, 278 SCRA 379). 142. May a solidary creditor assign his right under the obligation? Under Article 1213 of the Civil Code, a solidary creditor cannot assign his right without the consent of the others. This is so because a solidary obligation implies mutual agency and mutual confidence. Should the assignee or substitute do acts which would prejudice the others, there is no doubt that the right of the other creditors would be endangered, hence, the necessity of their consent.



143. H died intestate in 1977 survived by his widow, W, and his three legitimate children, X, Y and Z. In the settlement of the intestate estate of H, W and her children executed a notarized Deed of Partition by virtue of which each of them received a share in the intestate estate of H consisting of several parcels of registered lands. In their partition agreement, W and her children were assigned individual parcels of land, at two parcels each, as their respective shares in the inheritance. A day after the execution of the partition agreement, however, W and her children executed a Memorandum of Agreement by virtue of which they agreed to divide equally among them the proceeds of the sale of the lots that were assigned to each of them. In 1981, a decision was rendered against W in an action for sum of money filed by her creditors. When the decision became final, a writ of execution was issued and the sheriff levied upon the two (2) lots assigned to W. When W refused to surrender the owner’s duplicate copies of the titles of the lots, the creditors petitioned the court to nullify said titles. X, Y and Z opposed the petition on the ground that they are co-owners of the lots in question by virtue of their Memorandum of Agreement which they claimed novated their partition agreement. (a) Was there a novation of the Deed of Partition? The contention of X, Y and Z that the Memorandum of Agreement novated the Deed of Partition is not well-taken. The Memorandum of Agreement fell short of producing a novation because it does not express a clear intent to dissolve the old obligation as a consideration for the emergence of a new one. Likewise, X, Y, and Z failed to show that the Deed of Partition and the Memorandum of Agreement are materially and substantially incompatible with each other. Indeed, the Deed of Partition granted title to the lots in question to W to whom they were assigned, and the Memorandum of Agreement created an obligation on the part of W to share with the other co-owners the proceeds of the sale of such lots. There is no incompatibility between these two contracts; hence, no novation. (NOTE: Novation, one of the modes of extinguishing an obligation, requires the concurrence of the following: (1) there is a previous valid obligation; (2) the parties concerned agree to a new contract; (3) the old contract is extinguished; and (4) there is a valid new contract. Novation may be express or implied. In order that an obligation may be extinguished by another which substitutes the same, it is imperative that it be so declared an unequivocal terms (express), or that the old and the new obligations be on every point incompatible with each other (implied). (b) Was the co-ownership revived by the execution of the Memorandum of Agreement? The very provisions of the Memorandum of Agreement belie the revival of the co-ownership. First, it retains the partition of the properties which W and her children supposedly placed in the co-ownership; and second, it vests in the registered owner the power to dispose of the lots adjudicated to him or her under the Deed of Partition even without the consent of the other parties to the Memorandum of Agreement. Jus disponendi is an attribute of ownership, and only the owner can dispose of a property (Cruz vs. Court of Appeals, 293 SCRA 239). 144. X delivered to Y pieces of jewelry to be sold on commission basis. Despite the lapse of the period agreed upon, Y failed to return the jewelry items to X. When sued for estafa, Y interposed the defense that her agreement with X was novated when the latter agreed to be paid directly by the buyers of the jewelry items and on installment basis. She added that her liability is merely civil in nature. Was there a novation of X and Y’s agreement? The acceptance by X of partial payments tendered by Y’s buyers does not evince the intention of X to have their agreement novated. It was simply necessitated by the fact that, at that time, Y had substantial accounts payable to X. Thus, to obviate the situation where X would end up with nothing, she was forced to receive the tender of the buyers. It is thus easy to see why X’s acceptance of the buyer’s payment on installment basis cannot be construed as a case of either expromision or delegacion sufficient to justify the attendance of extinctive novation. Not too uncommon is when a stranger to a contract agrees to assume an obligation; and while this may have the effect of adding to the number of persons liable, it does not necessarily imply the extinguishment of the liability of the first debtor. Neither would the fact alone that the creditor (such as X) receives guaranty or accepts payments from a third person who has agreed to assume the obligation, constitute an extinctive novation, absent an agreement that the first debtor shall be released from responsibility. Granting that there was such novation, the criminal liability for estafa committed by Y is then not affected by the subsequent novation of the contract, for it is a public offense which must be prosecuted and punished by the State (Quinto vs. People, 305 SCRA 708). 145. X, as lessor, and ABC Bank, as lessee, entered into a contract of lease involving a building. Their lease agreement specifically states that the “term of the lease shall be fourteen (14) years commencing from



April 1, 1978 and may be renewed for a like term at the option of the lessee.” X contends that this stipulation is void for being violative of the principle of mutuality of contract under Article 1308 of the Civil Code. (a) Is the clause “may be renewed for a like term at the option of the lessee” violative of the principle of mutuality of contracts? The fact that the lessee’s option to renew the lease is binding only on the lessor and can be exercised only by the lessee does not render such option void for lack of mutuality. After all, the lessor is free to give or not to give the option to the lessee. And while the lessee has a right to elect whether to continue with the lease or not, once he exercises his option to continue and the lessor accepts, both parties are thereafter bound by the new lease agreement. Their rights and obligations become mutually fixed, and the lessee is entitled to retain possession of the property for the duration of the new lease, and the lessor may hold him liable for the rent therefore. Mutuality obtains in such a contract and equality exists between the lessor and the lessee since they remain with the same faculties in respect to fulfillment. (b) How shall the clause be interpreted or applied? The clause “may be renewed for a like term at the option of the lessee” means that the exercise by the lessee of his option resulted in the automatic extension of the contract of the lease under the same terms and conditions prevailing in the original contract of lease; i.e., for fourteen (14) years, the phrase “for a like term” referring to the period of the lease. If the renewed contract were still subject to mutual agreement by the lessor and the lessee, then the option – which is an integral part of the consideration for the contract – would be rendered worthless. For then, the lessor could easily defeat the lessee’s right by simply imposing unreasonable and onerous conditions to prevent the parties from reaching an agreement (Allied Banking Corp. vs. Court of Appeals, 284 SCRA 357).
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