G.R. NO. 142618. July 12, 2007 (Case Brief / Digest)

### Title: PCI Leasing and Finance, Inc. vs. Giraffe-X Creative Imaging, Inc.

### Facts:

PCI Leasing and Finance, Inc. (PCI LEASING) and Giraffe-X Creative Imaging, Inc.
(GIRAFFE) entered into a Lease Agreement on December 4, 1996, involving one set of
Silicon High Impact Graphics and one unit of Oxberry Cinescan 6400-10. Subsequent
documents identified the transactions as lease schedules and disclosure statements,
presenting GIRAFFE as the borrower with specified monthly payments for 36 months. Upon
GIRAFFE'’s default in payments, PCI LEASING, through legal representation, demanded
either payment of outstanding balance or surrender of equipment, which went unheeded.

PCI LEASING filed a complaint for a sum of money and/or personal property with a prayer
for writ of replevin at the RTC of Quezon City, which was granted, leading to the seizure of
the equipment. GIRAFFE filed a Motion to Dismiss, arguing that the seizure equated to
foreclosure under Articles 1484 and 1485 of the Civil Code, barring further claims by PCI
LEASING.

### Issues:

1. Whether the Lease Agreement, Lease Schedules, and Disclosure Statements between PCI
LEASING and GIRAFFE are covered and subject to Articles 1484 and 1485 of the Civil Code.
2. Whether the financial arrangement constituted a lease or a lease with an option to buy.

3. The applicability and implications of Republic Act No. 5980, as amended by Republic Act
No. 8556, to the transaction.

### Court’s Decision:

The Supreme Court ruled against PCI LEASING, affirming the trial court’s decision
dismissing the case based on Articles 1484 and 1485 of the Civil Code. It was determined
that the arrangement was essentially a lease with an option to buy, rendering applicable the
provisions fronted by the recto law, which barred further action for recovery of unpaid
balance following the foreclosure or seizure of the equipment. This decision was grounded
on the interpretation of the contract’s terms, the parties’ actions, and the regulatory
framework of financing company operations.

### Doctrine:

The Court reiterated the doctrine on the application of Articles 1484 and 1485 of the Civil
Code to contracts that, although framed as leases, essentially embody sales of personal
property on installment where failure to pay would not allow the lessor to pursue further
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claims beyond the repossession of the item in question. Furthermore, R.A. No. 5980 as
amended by R.A. No. 8556, while regulating financial leasing operations, does not explicitly
delineate the rights and obligations in a financial lease, thus necessitating the
supplementation of its deficiencies by the Civil Code.

### Class Notes:

- **Articles 1484 and 1485 of the Civil Code (Recto Law)** clarify the remedies available to
vendors in installment sales of personal property, including foreclosing the chattel mortgage
which bars further actions for recovery of unpaid balance.

- **Republic Act No. 5980 as amended by Republic Act No. 8556** defines and regulates the
operations of financing companies but does not explicitly define the rights and obligations of
parties in a financial lease, necessitating reliance on the Civil Code for gaps.

- The Supreme Court may deem contracts that appear as leases to be sales on installment
based on the substance over form principle, considering the intent of the parties and the
substance of the transaction.

- Financial leasing agreements that do not explicit grant an option to buy are not
automatically exempt from the applicability of Articles 1484 and 1485 if the substance of the
transaction establishes a lease-purchase agreement.

### Historical Background:

The case highlights the complexities involved in distinguishing between leases and
installment sales disguised as leases, a distinction with significant legal implications under
Philippine law. It reflects the judiciary’s role in interpreting contracts not merely by their
titles or expressed terms but by their essence, intent of the parties, and the factual matrix.
Furthermore, it exemplifies how regulatory laws like R.A. No. 5980, as amended, interact
with the traditional Civil Code provisions in addressing modern commercial transactions.
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