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THIRD DIVISION

[ G.R. No. 150806, January 28, 2008 ]

EUFEMIA ALMEDA and ROMEL ALMEDA, Petitioners, vs. BATHALA
MARKETING INDUSTRIES, INC., Respondent.

DECISION
NACHURA, J.:

This is a Petition for Review on Certiorari under Rule 45 of the Rules of Court, of the
Decision[1] of the Court of Appeals (CA), dated September 3, 2001, in CA-G.R. CV
No. 67784, and its Resolutionl?] dated November 19, 2001. The assailed Decision

affirmed with modification the Decision[3] of the Regional Trial Court (RTC), Makati
City, Branch 136, dated May 9, 2000 in Civil Case No. 98-411.

Sometime in May 1997, respondent Bathala Marketing Industries, Inc., as lessee,

represented by its president Ramon H. Garcia, renewed its Contract of Leasel#] with
Ponciano L. Almeda (Ponciano), as lessor, husband of petitioner Eufemia and father
of petitioner Romel Almeda. Under the said contract, Ponciano agreed to lease a
portion of the Almeda Compound, located at 2208 Pasong Tamo Street, Makati City,
consisting of 7,348.25 square meters, for a monthly rental of P1,107,348.69, for a
term of four (4) years from May 1, 1997 unless sooner terminated as provided in

the contract.[>] The contract of lease contained the following pertinent provisions
which gave rise to the instant case:

SIXTH - It is expressly understood by the parties hereto that the rental
rate stipulated is based on the present rate of assessment on the
property, and that in case the assessment should hereafter be increased
or any new tax, charge or burden be imposed by authorities on the lot
and building where the leased premises are located, LESSEE shall pay,
when the rental herein provided becomes due, the additional rental or
charge corresponding to the portion hereby leased; provided, however,
that in the event that the present assessment or tax on said property
should be reduced, LESSEE shall be entitled to reduction in the stipulated
rental, likewise in proportion to the portion leased by him;

SEVENTH - In case an extraordinary inflation or devaluation of Philippine
Currency should supervene, the value of Philippine peso at the time of

the establishment of the obligation shall be the basis of payment;[®]

During the effectivity of the contract, Ponciano died. Thereafter, respondent dealt

with petitioners. In a letterl”] dated December 29, 1997, petitioners advised
respondent that the former shall assess and collect Value Added Tax (VAT) on its
monthly rentals. In response, respondent contended that VAT may not be imposed
as the rentals fixed in the contract of lease were supposed to include the VAT



therein, considering that their contract was executed on May 1, 1997 when the VAT
law had long been in effect.[8]

On January 26, 1998, respondent received another letter from petitioners informing
the former that its monthly rental should be increased by 73% pursuant to condition
No. 7 of the contract and Article 1250 of the Civil Code. Respondent opposed
petitioners’ demand and insisted that there was no extraordinary inflation to warrant
the application of Article 1250 in light of the pronouncement of this Court in various

cases.[°]

Respondent refused to pay the VAT and adjusted rentals as demanded by petitioners
but continued to pay the stipulated amount set forth in their contract.

On February 18, 1998, respondent instituted an action for declaratory relief for
purposes of determining the correct interpretation of condition Nos. 6 and 7 of the

lease contract to prevent damage and prejudice.[10] The case was docketed as Civil
Case No. 98-411 before the RTC of Makati.

On March 10, 1998, petitioners in turn filed an action for ejectment, rescission and
damages against respondent for failure of the latter to vacate the premises after the

demand made by the former.[11] Before respondent could file an answer, petitioners

filed a Notice of Dismissal.[12] They subsequently refiled the complaint before the
Metropolitan Trial Court of Makati; the case was raffled to Branch 139 and was
docketed as Civil Case No. 53596.

Petitioners later moved for the dismissal of the declaratory relief case for being an
improper remedy considering that respondent was already in breach of the
obligation and that the case would not end the litigation and settle the rights of the
parties. The trial court, however, was not persuaded, and consequently, denied the
motion.

After trial on the merits, on May 9, 2000, the RTC ruled in favor of respondent and
against petitioners. The pertinent portion of the decision reads:

WHEREFORE, premises considered, this Court renders judgment on the
case as follows:

1) declaring that plaintiff is not liable for the payment of Value-Added Tax
(VAT) of 10% of the rent for [the] use of the leased premises;

2) declaring that plaintiff is not liable for the payment of any rental
adjustment, there being no [extraordinary] inflation or devaluation, as
provided in the Seventh Condition of the lease contract, to justify the
same;

3) holding defendants liable to plaintiff for the total amount of
P1,119,102.19, said amount representing payments erroneously made by
plaintiff as VAT charges and rental adjustment for the months of January,
February and March, 1999; and

4) holding defendants liable to plaintiff for the amount of P1,107,348.69,



said amount representing the balance of plaintiff's rental deposit still with
defendants.

SO ORDERED.[13]

The trial court denied petitioners their right to pass on to respondent the burden of
paying the VAT since it was not a new tax that would call for the application of the
sixth clause of the contract. The court, likewise, denied their right to collect the
demanded increase in rental, there being no extraordinary inflation or devaluation
as provided for in the seventh clause of the contract. Because of the payment made
by respondent of the rental adjustment demanded by petitioners, the court ordered
the restitution by the latter to the former of the amounts paid, notwithstanding the
well-established rule that in an action for declaratory relief, other than a declaration
of rights and obligations, affirmative reliefs are not sought by or awarded to the
parties.

Petitioners elevated the aforesaid case to the Court of Appeals which affirmed with
modification the RTC decision. The fallo reads:

WHEREFORE, premises considered, the present appeal is DISMISSED and
the appealed decision in Civil Case No. 98-411 is hereby AFFIRMED with
MODIFICATION in that the order for the return of the balance of the
rental deposits and of the amounts representing the 10% VAT and rental
adjustment, is hereby DELETED.

No pronouncement as to costs.

SO ORDERED.[14]

The appellate court agreed with the conclusions of law and the application of the
decisional rules on the matter made by the RTC. However, it found that the trial
court exceeded its jurisdiction in granting affirmative relief to the respondent,
particularly the restitution of its excess payment.

Petitioners now come before this Court raising the following issues:

L.

WHETHER OR NOT ARTICLE 1250 OF THE NEW CIVIL CODE IS
APPLICABLE TO THE CASE AT BAR.

I1.
WHETHER OR NOT THE DOCTRINE ENUNCIATED IN FILIPINO PIPE AND
FOUNDRY CORP. VS. NAWASA CASE, 161 SCRA 32 AND COMPANION
CASES ARE (sic) APPLICABLE IN THE CASE AT BAR.

I1I.
WHETHER OR NOT IN NOT APPLYING THE DOCTRINE IN THE CASE OF

DEL ROSARIO VS. THE SHELL COMPANY OF THE PHILIPPINES, 164 SCRA
562, THE HONORABLE COURT OF APPEALS SERIOUSLY ERRED ON A



QUESTION OF LAW.
IV.

WHETHER OR NOT THE FINDING OF THE HONORABLE COURT OF
APPEALS THAT RESPONDENT IS NOT LIABLE TO PAY THE 10% VALUE
ADDED TAX IS IN ACCORDANCE WITH THE MANDATE OF RA 7716.

V.

WHETHER OR NOT DECLARATORY RELIEF IS PROPER SINCE PLAINTIFF-
APPELLEE WAS IN BREACH WHEN THE PETITION FOR DECLARATORY
RELIEF WAS FILED BEFORE THE TRIAL COURT.

In fine, the issues for our resolution are as follows: 1) whether the action for
declaratory relief is proper; 2) whether respondent is liable to pay 10% VAT
pursuant to Republic Act (RA) 7716; and 3) whether the amount of rentals due the
petitioners should be adjusted by reason of extraordinary inflation or devaluation.

Declaratory relief is defined as an action by any person interested in a deed, will,
contract or other written instrument, executive order or resolution, to determine any
question of construction or validity arising from the instrument, executive order or
regulation, or statute, and for a declaration of his rights and duties thereunder. The
only issue that may be raised in such a petition is the question of construction or
validity of provisions in an instrument or statute. Corollary is the general rule that
such an action must be justified, as no other adequate relief or remedy is available

under the circumstances. [1°]

Decisional law enumerates the requisites of an action for declaratory relief, as
follows: 1) the subject matter of the controversy must be a deed, will, contract or
other written instrument, statute, executive order or regulation, or ordinance; 2) the
terms of said documents and the validity thereof are doubtful and require judicial
construction; 3) there must have been no breach of the documents in question; 4)
there must be an actual justiciable controversy or the “ripening seeds” of one
between persons whose interests are adverse; 5) the issue must be ripe for judicial
determination; and 6) adequate relief is not available through other means or other

forms of action or proceeding.[16]

It is beyond cavil that the foregoing requisites are present in the instant case,
except that petitioners insist that respondent was already in breach of the contract
when the petition was filed.

We do not agree.

After petitioners demanded payment of adjusted rentals and in the months that
followed, respondent complied with the terms and conditions set forth in their
contract of lease by paying the rentals stipulated therein. Respondent religiously
fulfilled its obligations to petitioners even during the pendency of the present suit.
There is no showing that respondent committed an act constituting a breach of the
subject contract of lease. Thus, respondent is not barred from instituting before the
trial court the petition for declaratory relief.



