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### Title:
Rafael S. Beltran and Ma. Violeta Beltran vs. PAIC Finance Corporation, Service Equipment
Specialists Co., Inc., Rodrigo Reyes, and Iraida Reyes

### Facts:
This  complex  legal  dispute  involves  a  series  of  interconnected  agreements,  primarily
featuring a financing lease. The core events unfolded as follows:

1. July 15, 1980: The Beltran spouses (petitioners) purchased analytics equipment from
Service Equipment Specialists Co. (SESCO) for ₱137,000.00, trading in old equipment and
making a down-payment.
2. September 3, 1980: The Beltrans issued a check to SESCO for ₱3,780.00. On the same
day, SESCO assigned its sales invoice for the SUN 1115 unit to PAIC Finance Corp. PAIC
and the Beltrans subsequently entered into a lease agreement, with PAIC leasing the unit to
the Beltrans for 36 months.
3. October 1980: The SUN 1115 unit malfunctioned. Despite attempts to repair it,  the
Beltrans found it unsatisfactory and halted rental payments to PAIC.
4. February 23, 1981: After missing rental payments, PAIC sued the Beltrans for arrears.

The case’s escalation to the Supreme Court involved:
– The trial court dismissing PAIC’s complaint and the Beltrans’ counterclaims and third-
party complaint against SESCO.
– The Court of Appeals affirming the trial court but reclassifying the transaction as a sale
rather than a lease.
– Both the Beltrans and PAIC’s motions for reconsideration being rejected by the Court of
Appeals.
– The Supreme Court consolidating two petitions for review, G.R. Nos. 83113 and 83256,
ultimately focusing on the nature and legal effect of a “financing lease”.

### Issues:
1. Whether the transaction between the Beltrans and PAIC constitutes a lease or a financed
sale.
2.  The  legal  consequences  of  SESCO’s  failure  to  honor  its  warranty  on  the  leased
equipment.
3. The applicability of the Financing Company Act and relevant regulations to the case.
4.  The  rights  and  obligations  of  SESCO,  PAIC,  and  the  Beltrans  under  the  peculiar
circumstances.



G.R. No. 83113. May 19, 1992 (Case Brief / Digest)

© 2024 - batas.org | 2

### Court’s Decision:
The Supreme Court deemed the arrangement between PAIC and the Beltrans as a valid
“financial lease” and not a conventional lease or sale. The Court determined that:
– The Beltrans are obligated to pay the unpaid rentals due under the lease agreement.
– PAIC had the right to demand from either the Beltrans or SESCO (due to their surety
guarantee) the payment of rentals in arrears.
– The Beltrans could seek reimbursement from SESCO for amounts paid to PAIC and a
refund of their downpayment, plus interests.
– The Beltrans would return the malfunctioning unit to SESCO.
– The relationship between the parties was reconfigured from an initial sale to a financial
lease to facilitate the installment payment scheme for the Beltrans.

### Doctrine:
The resolution highlighted the legal recognition and enforcement of “financial leases” as
legitimate agreements, distinct from traditional leases or outright sales, emphasizing their
validity and enforceability under Philippine law, particularly in commercial and financial
contexts.

### Class Notes:
This case illustrates important concepts relevant to financial leases, including:
– **Financial Lease:** An agreement where the lessor acquires an asset at the instruction of
the lessee, leasing it back to the lessee over a term sufficient to amortize the cost plus a
profit margin.
– **Character of Transaction:** The real nature of a transaction must be discerned beyond
the mere formality of the contract, focusing on intent and economic circumstances.
–  **Warranties  and  Guarantees:**  The  obligation  of  parties  to  honor  warranties  and
guarantees, and the potential redirection of legal claims based on initial agreements.
– **Relevant Legislation:** The “Financing Company Act” under R.A. No. 5980, as it pertains
to financial leases and the roles of financing companies.

### Historical Background:
The  case  contextually  fits  into  the  broader  understanding  of  financial  leases  within
Philippine commercial law, underlining the statutory and practice-based evolution of leasing
as a financial instrument. It signifies the legal system’s adaptability to changing business
practices, specifically the emergence of financial leasing as a critical method for acquiring
commercial and industrial equipment when immediate payment is not feasible.


