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DECISION
LEONEN, J.:

Dizon v. Court of Appeals' instructs us that a lease contract’s implied
renewal does not mean that all the terms in the original contract are deemed
revived. Only the terms that affect the lessee’s continued use and enjoyment
of the property would be considered part of the implied renewal. Indeed, the
right of first refusal has nothing to do with the use and enjoyment of /
property.?

' 361 Phil. 963 (1999) [Per J. Martinez, First Division].
*1d. at 976 citing Dizon v. Magsaysay, 156 Phil. 232 (1974) [Per J. Makalintal, First Division].
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To this, Roselle filed a Motion to Dismiss'” on the ground that the
Complaint stated no cause of action'® and that the Mafias Spouses failed to
comply with a condition precedent, specifically, barangay conciliation."”
She also averred that because the contract was only impliedly renewed, the
spouses’ right of first refusal was not renewed:

4. Defendant—-movant [Roselle] submits that the plaintiffs [the Mafias
Spouses] have no right of first refusal or priority to buy the leased
property for the following reasons:

a.) he never exercised the option to renew the lease contract as
provided for under the Contract of Lease. Due to the failure to
exercise the option to renew the contract, the same became a
month-to-month contract since the manner of payment is made on
a monthly basis as shown by the contract itself, thus:

“2. [Tlhat the monthly rental shall be SIX THOUSAND
PESOS (P 6,000.00) which shall be payable on or before the 15
of the succeeding month, . . .”

b.) Since the contract of lease was not renecwed, there was an
impliedly renewed contract considering that despite of the same
(sic), the lessee remained in possession for at least a period of 15
days after expiration and that no prior demand to vacate the
premises was made by the lessor. . . .

c.) The implicit renewal of the contract of lease however, did not
likewise renew the right of first refusal or priority to buy as granted
in the original contract of lease because the only provisions of a
contract of lease which are impliedly renewed are those that are
germane to possession. The priority to buy or right of first refusal
is not germane to possession, rather, it is strange to possession.*’

Meanwhile, Rosalina, Janet, and Anthony filed an Answer with
Counterclaim.?! Akin to Roselle, they argued that the right of first refusal
was “granted only during the original term of the contract of lease,”* and
that the Complaint was prematurely filed.?

16 1d. at 46.
K~ Tdvat 63—73.
o Sid at 62,
1 idat 71
20 Id. at 64-65.
dleTdeat 173
22 S ldat s,
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In their Opposition to the Motion to Dismiss, the Mafias Spouses
claimed that the sale was invalid owing to Roselle’s alleged incapacity; that

is, she was a minor when the sale was made.**

On January 7, 2009, the Regional Trial Court granted Roselle’s

Motion to Dismiss, effectively dismissing the Mafias Spouses’ case.
discussed:

Defendant Uy-Cua argues that the plaintiffs never exercised the
option to renew the lease contract after its expiration, thus the condition
thereof, granting the latter the right of first refusal (Priority to Buy), was
never renewed. Although there was an implied renewal of the contract of
lease in (sic) a month-to-month basis, in accordance with Article 1670 of
the New Civil Code, the plaintiffs’ right of first refusal was never renewed
for the reason that the said condition is not germane to possession.

Furthermore, defendant Uy-Cua asserted that the filing of the case
is premature. The case did not undergo the required Barangay
Conciliation, pursuant to RA 7160, a condition precedent before resort to
the courts is initiated.

. . . Nothing in the questioned contract of lease provides for an
extension of the life after the term thereof had expired. Verily, the
continued occupation by the plaintiffs of th e leased premises after the
term has expired, but with the consent of the defendants, constitutes an
implied renewal. . . .

It may be amiss to consider plaintiffs’ reliance on the “whereases”
narrated in the contract of lease, of which one of them stated that:
“whereas, the lessee is also interested in_buying the same real property
during the existence of the lease or thereafter.” According to the
plaintiffs, the word “THEREAFTER” bestowed upon them to exercise the
Right of First Refusal even after the term of the contract has expired. This
is absurd. To consider and to give effect to this contention is to create an
infinite contractual relationship between the parties. More so, the
“whereases” mentioned in the contract are only considered premises
and/or introduction, and definitely does not form part of the terms and
conditions of the subject contract of lease.

Lastly, on the issue of barangay conciliation, clearly, Section 412
of RA 7160, is controlling. Unless, it is shown that the subject legal
process is being availed of in order to pave way for a procedural
shortcut.?® (Emphasis in the original)

24
25
26

Id. at 85-86.
Id. at 79-82.

Id.
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The Mafas Spouses filed a Motion for Reconsideration, but this was
denied in a March 16, 2009 Order.?” The trial court stated:

The issue that the subject Deed of Absolute Sale is a simulated
contract and therefore void was raised by the plaintiffs in their Opposition
to the Motion to Dismiss. Although this issue was not threshed out in the
assailed Order, this Court believes that to attack the validity of [the] Deed
of Absolute Sale for being simulated should be made in an action for
Annulment of Contracts, not in an action for Rescission.

This Court had already ruled that the expiration of the subject
Contract of Lease carries with it the termination of the Plaintiffs’ Right of
First Refusal. Such being the case, to notify the Plaintiffs of the
defendants’ intention to sell the property in question is no longer necessary
and has no legal effect; and a suit instituted in order to compel the latter to
allow the former to exercise the said right, states no cause of action.?®

Hence, the Mafias Spouses filed a Notice of Appeal.?’

In their Brief, they again alleged that Roselle was a minor at the time
of sale; hence, the Deed of Absolute Sale was void.?Y They also faulted the
trial court for ruling that their Complaint stated no cause of action.’! They
asserted that the trial court incorrectly found that they had no right of first
refusal because the contract was not expressly renewed.*?

In its April 17, 2013 Decision,* the Court of Appeals affirmed the
Regional Trial Court’s rulings, and also made the following findings:

A closer scrutiny of the records reveals that even on the face of the
Complaint alone, there is absent a cause of action. The Contract of Lease
expressly provides for a term/duration for its validity, that is, one (1) year
from the date of execution of the said Lease Contract on April 18, 2005.
Likewise, provided in the said Contract was that the renewal of the said
lease at the option of the lessee. In this case, the continued possession of
plaintiffs-appellants as lessees of the leased premises is evidence of his
exercise of the option to extend the lease.

In such a case, their continued possession of the leased premises
after the end or expiration of the time fixed in the Contract of Lease, with
the acquiescence of the lessor, constitutes an implied renewal of the lease,
not for the period of the original contract, but for the time established in
Articles 1682 and 1687 of the New Civil Code, so that if rentals were
stipulated to be paid monthly, the new lease is deemed to have been

7 1d. at 104-105.
% Id. at 104.

2 Id. at 106-108.
1d. at 123-126.
' 1d. at 119-120.
2 d at 121-122.
* - 1d. at 25-36.
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renewed from month to month and may be terminated each month upon
demand by the lessor.**

The Maiias Spouses filed a Motion for Reconsideration, which was
denied by the Court of Appeals through its July 24, 2013 Resolution.”

Thus, the Mafias Spouses filed this Petition for Review on
Certiorari,®® arguing that the trial court erred in granting the Motion to
Dismiss based on “respondent’s defenses and not on the ultimate facts
alleged in the Complaint.”’

On October 23, 2013, this Court required respondents to file their
comment.®

In her Comment,*” respondent Roselle maintains that the Lease
Contract was not expressly renewed because petitioners had never notified
the lessor that they intended to renew the contract.’’ Instead, she explains,
the contract was only impliedly renewed, the manner of payment having
been made on a monthly basis.*!

On the allegation that the sale is void due to her incapacity,
respondent Roselle counters that petitioners cannot assail its validity since
they stopped being the real parties-in-interest after failing to expressly renew
the contract.*? In addition, she points out that the action filed is for
rescission of contract but what petitioners are asking for is the annulment of
contract.*

In an October 2, 2017 Resolution,* this Court required respondents
Rosalina, Janet, and Anthony to show cause why they should not be cited in

contempt for failing to comply with this Court’s April 26, 2017 Resolution
requiring them to file their comment.

Respondents Rosalina, Janet, and Anthony later filed an Explanation
with Manifestation®® stating that after their counsel had withdrawn, they did

M 1d. at 32.

3 1d. at 38-40.
3 1d. at 10-23.
3 1d. at 14.

¥ 1d. at 133-134.
¥ 1d. at 162—178.

40 Id. at 164.
41 1d. at 167,
2 1d. at 175,

3 1d. at 174-175.
“1d. at 217-218.
4 1d. at 219-221.
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preliminary injunction, and later, the Court of Appeals found that the
Dizons’ alleged right to eject Overland had no basis.*

Hence, both parties came to this Court. Ruling on the consolidated
petitions, this Court discussed that the issue on whether the Dizons could
eject Overland was based on whether the option to buy in the lease contract
was included in the contract’s implied renewal.

This Court ruled:

In this case, there was a contract of lease for one (1) year with
option to purchase. The contract of lease expired without the private
respondent, as lessee, purchasing the property but remained in possession
thereof. Hence, there was an implicit renewal of the contract of lease on a
monthly basis. The other terms of the original contract of lease which are
revived in the implied new lease under Article 1670 of the New Civil
Code are only those terms which are germane to the lessee’s right of
continued enjoyment of the property leased. Therefore, an implied new
lease does not ipso facto carry with it any implied revival of private
respondent’s option to purchase (as lessee thereof) the leased premises.
The provision entitling the lessee the option to purchase the leased
premises is not deemed incorporated in the impliedly renewed contract
because it is alien to the possession of the lessee. Private respondent’s
right to exercise the option to purchase expired with the termination of the
original contract of lease for one year. The rationale of this Court is that:

.. . Necessarily, if the presumed will of the parties
refers to the enjoyment of possession the presumption
covers the other terms of the contract related to such
possession, such as the amount of rental, the date when it
must be paid, the care of the property, the responsibility
for repairs, etc. But no such presumption may be
indulged in with respect to special agreements which by
nature are foreign to the right of occupancy or enjoyment
inherent in a contract of lease.*’ (Citations omitted)

Simply put, this Court ruled that implied renewals do not include the
option to buy, as it is not germane to the lessee’s continued use of the
property. Moreover, since Overland failed to avail of the option to buy
within the stipulated period, it no longer had any right to enforce this option
after that period had lapsed.

Similarly, in this case, petitioners can only invoke the right to ask for
the rescission of the contract if their right to first refusal, as embodied in the
original Lease Contract, is included in the implied renewal.

»  1d.at973.
0 1d. at 975-976.
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Article 1643 of the Civil Code provides:

ARTICLE 1643. In the lease of things, one of the parties binds
himself to give to another the enjoyment of use of a thing for a price
certain, and for a period which may be definite or indefinite. However, no
lease for more than ninety-nine years shall be valid.

Based on Article 1643, the lessee’s main obligation is to allow the
lessee to enjoy the use of the thing leased. Other contract stipulations
unrelated to this—for instance, the right of first refusal-—cannot be
presumed included in the implied contract renewal. The law itself limits the
terms that are included in implied renewals. One cannot simply presume
that all conditions in the original contract are also revived; after all, a
contract is based on the meeting of the minds between parties.

In Arevalo Gomez Corporation v. Lao Hian Liong:®!

Article 1670 applies only where, before the expiration of the lease, no
negotiations are held between the lessor and the lessee resulting in its
renewal. Where no such talks take place and the lessee is not asked to
vacate before the lapse of fifteen days from the end of the lease, the
implication is that the lessor is amenable to its renewal.®?

The concept of implied renewal is a matter of equity recognized by
law. Technically, no contract between a lessor and a lessee exists from the
end date of a lease contract to its renewal. But if there is no notice to vacate
and the lessee remains in possession of the property leased, it would only be
proper that the lessor is still paid for the use and enjoyment of the property.

Thus, implied renewal does not extend to all stipulations. Without
any express contract renewal, this Court cannot presume that both parties
agreed to revive all the terms in the previous lease contract.

Dizon v. Court of Appeals finds support in Dizon v. Magsaysay,” in
which this Court also resolved whether an implied renewal of a lease
contract includes a renewal of the option to purchase. It held:

But whatever doubt there may be on this point is dispelled by
paragraph (2) of the contract of lease, which states that it was renewable
for the same period of two years (upon its expiration on April 1, 1951),
“con condiciones expresas y specificadas que seran convenidas entre las
partes.” This stipulation embodied the agreement of the parties with
respect to renewal of the original contract, and while there was nothing in

1" 232 Phil. 343 (1987) [Per J. Cruz, First Division].
52 1d. at 349.
3156 Phil. 232 (1974) [Per C.J. Makalintal, First Division].

i
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it which was incompatible with the existence of an implied new lease from
month to month under the conditions laid down in Article 1670 of the
Civil Code, such incompatibility existed with respect to any implied
revival of the lessee’s preferential right to purchase, which expired with
the termination of the original contract. On this point the express
agreement of the parties should govern, not the legal provision relied upon
by the petitioner.%*

Since the implied renewal of the Lease Contract did not include the
renewal of the right of first refusal, petitioners have no basis for their claim
that the property should have been offered to them before it was sold to
respondent Roselle. The Court of Appeals did not err in affirming the trial
court’s ruling that petitioners failed to state their cause of action.

II

Additionally, petitioners made a claim on respondent Roselle’s
alleged incapacity® due to her age, as raised for the first time in their
Opposition to her Motion to Dismiss.®® In their appeal brief, they alleged:

14. Appellants [referring to petitioners] later found out, after appellee Ma.
Therese Roselle Uy-Cua filed a Motion to Dismiss and after the other
appellees filed their Answer, that the named vendee, Ma. Therese Roselle
Uy-Cua, is the minor daughter of Ruperto E. Cua, Jr. At the time of the
sale, Ma. Therese Roselle Uy-Cua was a minor, being only 14 years old,
and even to this day, Ma. Therese Roselle Uy-Cua is still a minor.®’

Assuming that this allegation was true, petitioners are not the proper
parties to raise it. Article 1397 of the Civil Code provides that “persons who
are capable cannot allege the incapacity of those with whom they
contracted[.]"®® Even if they were, they still filed the wrong action. The
contracting party’s incapacity is a ground for annulment of contract, not
rescission. Article 1390 of the Civil Code states:

ARTICLE 1390. The following contracts are voidable or

annullable, even though there may have been no damage to the contracting
parties:

(1) Those where one of the parties is incapable of giving consent
to a contract;

(2) Those where the consent is vitiated by mistake, violence,
intimidation, undue influence or fraud.

W d at236.

8 Rollo, p. 18.

6 1d. at 104.

9 Td sat 116

% — CIviL CODE, art. 1397,
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These contracts are binding, unless they are annulled by a proper
action in court. They are susceptible of ratification.

Petitioners pray for the rescission of the contract, but the ground they
raised is one for annulment of contract. Article 1397 of the Civil Code
specifies who may institute such action:

ARTICLE 1397. The action for the annulment of contracts may be
instituted by all who are thereby obliged principally or subsidiarily.
However, persons who are capable cannot allege the incapacity of those
with whom they contracted; nor can those who exerted intimidation,
violence, or undue influence, or employed fraud, or caused mistake base
their action upon these flaws of the contract.

Thus, even if this Court were to consider petitioners’ action as one for
annulment of contract, they are still not the proper parties to file such action.
They are not parties to the Deed of Absolute Sale, and neither are they
obliged principally or subsidiarily with regard to the Deed of Absolute Sale.
Thus, the trial court’s dismissal of their Complaint would still be proper.

I

Finally, the Court of Appeals also correctly affirmed the trial court’s
ruling that petitioners failed to comply with a condition precedent. Section
412 of Republic Act No. 7160 provides:

SECTION 412. Conciliation. — (a) Pre-condition to Filing of
Complaint in Court. — No complaint, petition, action, or proceeding
involving any matter within the authority of the lupon shall be filed or
instituted directly in court or any other government office for adjudication,
unless there has been a confrontation between the parties before the lupon
chairman or the pangkat, and that no conciliation or settlement has been
reached as certified by the lupon secretary or pangkat secretary as attested
to by the lupon or pangkat chairman or unless the settlement has been
repudiated by the parties thereto.

(b) Where Parties May Go Directly to Court. — The parties may
go directly to court in the following instances:

(1) Where the accused is under detention;

(2) Where a person has otherwise been deprived of
personal liberty calling for habeas corpus proceedings;

(3) Where actions are coupled with provisional remedies
such as preliminary injunction, attachment, delivery of
personal property and support pendente lite; and

(4) Where the action may otherwise be barred by the statute
of limitations.
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Generally, all parties must first undergo barangay conciliation
proceedings before filing a complaint in court. None of the exceptions under
the law are present in this case. Thus, assuming that petitioners had stated a
cause of action, their Complaint would still be dismissed for their failure to
comply with a condition precedent.

WHEREFORE, the Petition is DENIED. The April 17, 2013
Decision of the Court of Appeals in CA G.R. CV No. 03402 is
AFFIRMED.

SO ORDERED.

\
MARVI{/M.V.F. LEONEN
Vg Associate Justice
WE CONCUR:

A ﬁ G. GESMUNDO
.

ssoclate Justice

clate Justice

SAMUEL E 8AERLAN

Associate Justice
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ATTESTATION

[ attest that the conclusions in the above Decision had been reached in
consultation before the case was assigned to the writer of the opinion of the
Court’s Division.

<~ MARVIC .F. LEON
a Associate Justice
Chairperson

CERTIFICATION

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

DIOSDADO'M. PERALTA
Chief Justice
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