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**Title:** Felix L. Gonzales vs. The Heirs of Thomas and Paula Cruz

**Facts:**
On December 1, 1983, the heirs of Thomas and Paula Cruz entered into a Contract of
Lease/Purchase with Felix L.  Gonzales for a half-portion of a parcel of land located in
Rodriguez Town, Rizal, covered by Transfer Certificate of Title No. 12111. The contract
provided  for  a  one-year  lease,  after  which  Gonzales  would  purchase  the  property  for
P1,000,000.00 payable over two years with interest.  It  further stipulated that Gonzales
would pay an annual rental of P15,000.00 and that the lessors would obtain a separate and
distinct T.C.T. over the leased portion within a maximum of four years.

After the one-year lease expired on November 30, 1984, Gonzales did not exercise his option
to  purchase  and  continued  to  possess  the  property  without  further  rental  payments.
Following a series of demands for Gonzales to vacate which were unheeded, and the death
of co-lessor Paula Año Cruz, the heirs filed a complaint for recovery of possession with
damages in 1987. Gonzales responded by alleging breach of the contract due to the lessors’
failure  to  secure  a  separate  T.C.T.  as  agreed.  The  initial  trial  court  decision  favored
Gonzales,  dismissing the case and awarding him damages.  However,  this  decision was
reversed by the Court of Appeals (CA), ordering Gonzales to surrender the property and pay
the heirs for annual rentals among other costs.

**Issues:**
1. Whether the CA erred in its interpretation of the lease/purchase contract, particularly on
the sequence and conditionality of the transfer of title and purchase.
2. Whether the ninth paragraph of the contract constituted a condition precedent for the
obligation of Gonzales to buy the property.
3. Whether the heirs can rescind or terminate the contract after the one-year lease period.

**Court’s Decision:**
The Supreme Court granted the petition, favoring Gonzales’ interpretation that the heirs
were obliged to secure a separate T.C.T. in their names as a condition precedent for his
obligation to purchase the property. The Court held that this interpretation provided a
logical and effectual understanding of Clause 9, considering the heirs did not have a direct
title to the specific portion of the property being sold. It underscored the principle that one
can only sell what one owns or is authorized to sell. Thus, until the heirs can prove their title
to the property, Gonzales’ obligation to purchase cannot be enforced. Consequently, the
heirs cannot rescind the contract based on Gonzales’ failure to fulfill an obligation that has
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not yet become operative. The CA decision was reversed and set aside, but the award of
moral damages and attorney’s fees by the trial court was deleted for lack of basis.

**Doctrine:**
1. **Interpretation of Contracts:** If  stipulations admit several meanings, they shall  be
understood as bearing the import most adequate to render them effectual.
2.  **Condition Precedent:**  An obligation in  a  contract  cannot  be enforced unless the
condition upon which it rests has been fulfilled.

**Class Notes:**
–  **Contracts:**  The  specifics  of  contract  formulation,  especially  in  lease/purchase
agreements,  are  crucial  for  enforceability.  Ambiguities  can  lead  to  litigation.
– **Conditional Obligations:** Recognize the role of conditions precedent in determining
parties’  obligations.  These  conditions  must  be  satisfied  for  the  obligations  to  become
enforceable.
– **Transfer of Property:** Legally, one can only sell what one owns, necessitating clear
ownership (title) to engage in valid sale transactions.

**Historical  Background:**  This  case  illustrates  the  complexities  surrounding  property
transactions, especially when parties fail to ensure clarity in contract conditions and when
ownership titles are not properly established before entering lease/purchase agreements.
The legal dispute underscores the necessity for clear, unambiguous agreements and the
verification of property titles prior to transaction commitments.


