G.R. No. 219698. September 27, 2021 (Case Brief / Digest)

Title: PNTC Colleges, Inc. vs. Time Realty, Inc.: A Case on Lease Agreement Compliance and
Counterclaims

*Facts**:

PNTC Colleges, Inc. (PNTC) and Time Realty, Inc. (Time Realty) entered into a lease
agreement for a property in Manila from 2005 to 2007, which was later impliedly renewed
on a monthly basis. During the lease, Time Realty notified PNTC of its decision not to extend
the lease on the fourth floor and offered alternatives which PNTC declined, deciding to
terminate its lease and move out by April 2007. Subsequent to PNTC’s move, Time Realty
called attention to unpaid rentals and service charges. Asserting a provision in the lease
contract, Time Realty retained PNTC’s properties left on the premise as security.

In response, PNTC filed a complaint for the delivery of personal properties with damages
before the Regional Trial Court (RTC), Manila. Time Realty countered, claiming unpaid
rentals, service charges, and expenses for property restoration. The RTC found no basis for
PNTC’s complaint but also denied Time Realty’s counterclaims, leading to both parties
seeking reconsideration, which the RTC denied. Dissatisfied, Time Realty appealed to the
Court of Appeals (CA), which reversed the RTC’s decision, granting Time Realty’s
counterclaims.

**Issues**:

1. Whether the Court of Appeals erred in reversing the RTC Manila’s order and in ordering
PNTC to pay Time Realty for unpaid rentals, utilities, restoration of leased premises, and
attorney’s fees.

2. Whether PNTC’s obligations to Time Realty were justified and quantified accurately.

3. Whether unjust enrichment would result from granting Time Realty’s counterclaims.

**Court’s Decision**:

The Supreme Court held that the CA did not err, affirming its decision with modifications. It
found PNTC liable for unpaid rentals and service charges per the lease agreement and
judicial admissions. Furthermore, it determined that Time Realty lawfully retained PNTC’s
properties as security for these unpaid obligations. The Court modified the CA’s decision
regarding the interest rates imposed on unpaid rentals and utilities, considering them
unconscionable, reducing them to more equitable rates. It also maintained the attorney’s
fees awarded but required a deduction of PNTC’s deposit from the total liabilities owed to
Time Realty.
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**Doctrine**:

1. *Contractual Autonomy**: Parties to a contract are free to establish terms and
conditions as long as not contrary to law, morals, good customs, public order, or public
policy.

2. **Implied New Lease (tacita reconduccién)**: Upon the leaser’s acquiescence beyond the
lease term without opposition, a new lease is implied, subject to the original contract’s
terms.

3. ¥*Compulsory Counterclaims**: A defendant’s claim for relief arising out of or connected
with the subject matter of the plaintiff’s claim, mandatorily set up in the defense, lest it be
barred in the future.

4. **Unjust Enrichment**: Requires a benefit received without just or legal ground, to the
loss of another, necessitating the return or compensation for the benefit.

**Class Notes**:

- **Lease Agreement Compliance**: A lessee must adhere to the terms of the lease
agreement, including payment of rentals and service charges.

- **Contract Provision for Security**: Parties may agree within a contract for the lessor to
retain the lessee’s properties as security for unpaid obligations.

- **Legal Interest on Unpaid Obligations**: While penalty clauses are enforceable, courts
may modify unconscionable interest rates.

- *Compulsory Counterclaim Rule**: A defendant must raise counterclaims related to the
subject matter of the plaintiff’s claim within the same action.

- ¥*Unjust Enrichment Principle**: There’s no unjust enrichment if the party retaining a
benefit has a valid claim to it pursuant to an agreement or law.

**Historical Background**:

This case demonstrates the emphasis of Philippine law on the adherence to contract terms
and the autonomy of contracting parties, highlighting the legal redress mechanisms
available for breaches, specifically within lease agreements. The outcome reiterates the
courts’ role in ensuring justice and equity in contract disputes, including the reduction of
exorbitant penalties and acknowledging agreements providing security for obligations.
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