G.R. No. 115814. May 26, 1995 (Case Brief / Digest)

**Title: Pedro P. Pecson vs. Court of Appeals, Spouses Juan Nuguid and Erlinda Nuguid**

*Facts:**

Pedro P. Pecson owned a commercial lot in Quezon City, where he built a four-door two-
storey apartment building. After failing to pay realty taxes amounting to P12,000, the
property was sold at a public auction to Mamerto Nepomuceno, who later sold it to Juan and
Erlinda Nuguid for P103,000.00 on October 12, 1983. Pecson challenged the auction sale’s
validity in the RTC of Quezon City (Civil Case No. Q-41470), arguing against the inclusion of
the apartment building in the sale.

The RTC dismissed Pecson’s complaint regarding the auction sale’s validity but agreed that
the apartment building was not part of the sale. Both parties appealed to the Court of
Appeals (CA-G.R. CV No. 2931), which affirmed the RTC’s decision. A petition to review this
decision was denied by the Supreme Court, establishing the Nuguids as the land’s
uncontested owners.

In November 1993, the Nuguids filed a motion for the delivery of possession of both the lot
and the apartment building, citing Article 546 of the Civil Code, arguing that Pecson should
be reimbursed for the construction costs and subsequently pay rent for the lot. The RTC
granted this motion, an order which Pecson contested. However, his motion for
reconsideration was unaddressed, leading to a writ of possession being issued for the
Nuguids.

Pecson filed a special civil action for certiorari and prohibition against the order in the
Court of Appeals (CA-G.R. SP No. 32679), which partially affirmed the RTC’s order,
misapplying Articles 448 and 546 of the Civil Code. The case was brought to the Supreme
Court for final resolution.

**Issues:**

1. Whether Article 448 of the Civil Code applies to a situation where the builder of
improvements is the original owner of the land.

2. Whether the indemnity for necessary and useful improvements should be based on the
construction cost at the time of building or the current market value.

3. Whether the builder, being in good faith, is entitled to retain the improvements until
reimbursement is made.

**Court’s Decision:**
The Supreme Court held that Article 448 does not strictly apply as Pecson built the
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apartment while he was the landowner, rendering concerns of good or bad faith irrelevant.
However, the Court decided that the principles under Article 448, providing for indemnity,
could apply by analogy. It was determined that the current market value of the
improvements should be the basis for reimbursement, not the original construction cost, to
avoid unjust enrichment. The case was remanded to the trial court to determine the current
market value of the apartment building for the purposes of reimbursement by the Nuguids
to Pecson. It was also ruled that Pecson is entitled to possess the apartment building until
he is duly reimbursed.

**Doctrine:**

The Supreme Court reiterates the principle that when applying Articles 448 and 546 of the
Civil Code by analogy, the indemnity for improvements made by a possessor in good faith
should be based on the current market value to prevent unjust enrichment.

**Class Notes:**

- **Articles 448 & 546 of the Civil Code:** Address good faith improvements made on land
by one who is not the owner.

- **Good Faith Possessor:** Has the right to reimbursement for necessary and useful
expenses.

- **Indemnity Basis:** Should be current market value, not original cost.

- **Retention Until Reimbursement:** A builder in good faith may retain possession of the
improvements until reimbursed.

- **Applicability by Analogy:** Even if not strictly applicable, the principles under certain
legal provisions may be applied by analogy to achieve justice.

**Historical Background:**

This case exemplifies the evolving interpretation of property rights and good faith
improvements under Philippine law. It underscores the balance the legal system seeks to
maintain between protecting the rightful property owners’ interests and ensuring that
individuals who improve property in good faith are fairly compensated, reflecting broader
principles of equity and justice in property disputes.
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