G.R. No. 69259. January 26, 1988 (Case Brief / Digest)

Title: Delpher Trades Corporation & Delfin Pacheco vs. Intermediate Appellate Court &
Hydro Pipes Philippines, Inc.

Facts:

The Pachecos (Delfin Pacheco and his sister, Pelagia Pacheco) entered into a lease
agreement with Construction Components International Inc. (later assigned to Hydro Pipes
Philippines, Inc.) for a parcel of land (Lot No. 1095) in 1974 with a provision giving the
lessee the right of first refusal should the lessors decide to sell the leased property.

On January 3, 1976, the Pachecos executed a deed of exchange conveying the leased
property and another parcel of land to Delpher Trades Corporation in exchange for 2,500
shares of stock valued at P1,500,000.00. Hydro Pipes claimed that the deed of exchange was
effectively a sale and violated its right of first refusal per the lease agreement and sought
reconveyance of Lot No. 1095.

The Court of First Instance of Bulacan sided with Hydro Pipes, ruling the exchange as a
disguised sale and upheld Hydro Pipes’ right of first refusal. The Intermediate Appellate
Court affirmed this ruling.

The Pachecos, together with Delpher Trades Corporation, escalated the matter to the
Supreme Court via a petition for certiorari, originally denied but later reconsidered and
given due course.

Issues:

1. Whether the “Deed of Exchange” constitutes a disguised contract of sale that infringes
upon Hydro Pipes’ right of first refusal under the lease agreement.

2. Whether the ownership of the property was effectively transferred from the Pachecos to
Delpher Trades Corporation, or if it remained substantively with the Pacheco family,
thereby negating any right of first refusal.

Court’s Decision:

The Supreme Court ruled in favor of the Pachecos and Delpher Trades Corporation. It
reasoned that the Pachecos, by becoming stockholders in Delpher Trades Corporation via
the transfer of property in exchange for stocks, did not divest themselves of their
proprietary interests but only changed the form of their ownership. Delpher Trades
Corporation was essentially a family corporation, effectively still controlled by the Pachecos,
making the transfer an act of “estate planning” rather than a sale to a third party.
Consequently, Hydro Pipes’ right of first refusal was not triggered.
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Doctrine:

The doctrine established centers on the rights of first refusal in contracts and differentiating
a genuine sale from a mere reorganization of ownership form. A lease provision granting the
right of first refusal is not triggered by a change in form of ownership where beneficial
control remains with the lessors, provided that such reorganization is legitimate and not a
subterfuge to circumvent the lessee’s contractual right.

Class Notes:

- Definition of Sale under Article 1458, Civil Code: “By the contract of sale one of the
contracting parties obligates himself to transfer the ownership of and to deliver a
determinate thing, and the other to pay therefor a price certain in money or its equivalent.”

- Definition of Right of First Refusal: A contractual right that gives its holder the first
opportunity to purchase a specific property before the seller negotiates any other offers.

- In a right of first refusal, actual sale terms must be presented to the holder of the right,
and they must mimic the intended terms of sale with a third party.

- Doctrine of Business Judgment Rule: Recognizes the business decisions made by the
directors of a corporation provided they are made in good faith, with due care, and within
the scope of their authority.

- No-Par Value Shares: Shares that have not been assigned a standard par value but
represent an aliquot part of a corporation’s capital stock.

- Doctrine on the Legitimacy of Tax Planning: Taxpayers are legally allowed to arrange their
affairs to minimize taxes using means allowed by law.

Historical Background:

The case reflects the established principles regarding the contractual rights in lease
agreements at a time when the Philippines was experiencing shifts in property values due to
economic changes. It demonstrates the Philippines’ court’s adherence to upholding
legitimate corporate practices while safeguarding contractual rights and obligations. The
decision emphasizes the balance between respecting the intentions and rights of contractual
parties and recognizing the separate juridical personality of a corporation.
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