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Title: Dilag vs. Intermediate Appellate Court and Marciano Arellano (236 Phil. 495)

Facts:
This case originates from a vehicular accident in 1968 involving a truck owned by the Dilag
spouses, leading to the death of Herminio Arellano. The trial court awarded damages to
Marciano Arellano, Herminio’s father, in Civil Case No. 8714. When the Dilags failed to fully
satisfy the judgment, a writ of execution was issued in 1979, leading to the levy of two lots
owned by the Dilags. Despite an adverse claim filed by the Dilag children in 1974 and a
Series of transactions that purported to transfer the lots from the Dilags to their children,
the property was eventually auctioned to Marciano Arellano, who later sold lot 288 to third
parties. The Dilag children then initiated Civil Case No. 15085 seeking to annul the auction
and subsequent transactions, asserting ownership of the lots at the time of the levy. The
trial  court  issued a preliminary injunction against  Arellano,  which was challenged and
eventually  set  aside  by  the  Intermediate  Appellate  Court  (IAC),  leading to  the  instant
petition before the Supreme Court.

Issues:
1. Whether the Dilag children were the legitimate owners of Lots 288 and 1927 at the time
of the levy in execution in Civil Case No. 8714.
2. Whether the decision and subsequent writ of execution in Civil Case No. 8714 were
enforceable against the Dilag children, who were not parties to the case.

Court’s Decision:
The Supreme Court denied the petition, upholding the IAC’s decision. The court found that
the conveyance of the property from the Dilag spouses to their children was a simulated
transaction intended to defraud creditors, notably Marciano Arellano. The court noted that
despite  the supposed sale,  the Dilag spouses continued exercising ownership over  the
property,  including  leasing  it.  Moreover,  the  court  highlighted  inconsistencies  and
irregularities in the transactions purportedly transferring ownership to the Dilag children,
concluding these transactions lacked legitimacy. The court also pointed out that the Dilag
children failed to exercise their right of redemption within the legal timeframe.

Doctrine:
The doctrine established in this case is the principle that a simulated transaction intended
to defraud creditors is void ab initio. Additionally, the case reiterates that the character and
true  intent  of  a  transaction  are  determined  by  the  actual  facts  and  circumstances
surrounding it, rather than the title or form under which it was disguised.
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Class Notes:
1. Simulated transactions are void and have no legal effect.
2. The true nature of a transaction is determined by its actual characteristics and intent, not
merely its nominal or formal title.
3.  Creditors  can  seek  redress  against  fraudulent  transactions  designed  to  evade  the
fulfilment of obligations to them.
4. The right of redemption must be exercised within the period prescribed by law.

Historical Background:
This  case  highlights  the  Philippine  legal  system’s  approach  to  addressing  fraudulent
transactions  and  protecting  the  rights  of  creditors.  It  underscores  the  importance  of
substance over form in determining the legality of property transactions, especially in the
context of satisfying judgments. Additionally, it reflects on the procedural aspect of how civil
cases evolve through the Philippine court system, from trial courts to the Supreme Court,
emphasizing the appellate process and the importance of timely legal remedies.


