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Title: **Swagman Hotels and Travel, Inc. vs. Hon. Court of Appeals and Neal B. Christian**

Facts:
The case involves Swagman Hotels and Travel, Inc. (petitioner), which borrowed a total
amount  of  US$150,000 from Neal  B.  Christian  (private  respondent),  covered by  three
promissory notes each amounting to US$50,000 with a three-year maturity and a 15% per
annum interest payable quarterly. Due to financial difficulties, the petitioner renegotiated
the loan terms in December 1997, resulting in reduced interest payments and monthly
installments of US$750 from January 1998 until the complaint’s filing in February 1999.
Despite these arrangements, Christian demanded full payment in December 1998, leading
to the filing of the complaint for sum of money and damages in the Regional Trial Court
(RTC) of Baguio City, Branch 59, by Christian on February 2, 1999. The petitioner argued
the complaint had no cause of action since the promissory notes were not yet due and
asserted a novation of the debt. The RTC partially granted Christian’s demands, which was
affirmed by the Court of Appeals (CA).

Issues:
1. Does a complaint filed without a cause of action get cured by the accrual of a cause of
action during the pendency of the case?
2. Can a finding of novation based on renegotiated loan terms affect the validity of the initial
obligations under the promissory notes?
3. Is a party, specifically corporate officers, still considered appellants if they did not appeal
the trial court’s decision absolving them from personal liability?

Court’s Decision:
The Supreme Court reversed the decisions of the lower courts, holding that the cause of
action did not exist at the filing of the complaint since the promissory notes had not yet
matured, and thus, the complaint should have been dismissed. The court emphasized that a
defect of a lack of cause of action cannot be cured by the accrual of a cause of action during
the pendency of the case. It further clarified the doctrine regarding novation, finding that
the obligations under the three promissory notes were indeed novated by the renegotiation
in  December  1997,  with  the  reduction  in  interest  rates  and  acceptance  of  monthly
payments.

Doctrine:
1. A complaint without a cause of action at the time of filing cannot be cured by the accrual
of a cause of action during the proceedings.
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2. Novation occurs not only with a complete extinguishing of the old obligation by a new one
but  can  also  occur  through  modificatory  novation  where  the  obligation  persists  with
modified terms.

Class Notes:
– **Cause of Action**: Exists when a right is violated by an act or omission, requiring three
essential elements: a right in favor of the plaintiff, an obligation on the defendant’s part to
respect or not violate such right, and an act or omission by the defendant violating such
right.
– **Novation**: Defined under Article 1292 of the Civil Code, may be either extinctive (old
obligation completely replaced with a new one) or modificatory (old obligation subsists but
with modifications). Key elements for novation to take effect include explicit intent by the
parties or unequivocal acts demonstrating such intent.

Historical Background:
The case underscores the impact of financial turmoil, such as the Asia financial crisis, on
contractual obligations and agreements. It reflects the judicial process in determining the
existence and modification of obligations within contractual relationships, specifically within
the context of loan agreements. It also illuminates procedural aspects regarding cause of
action and novation as fundamental legal concepts pivotal in resolving contractual disputes.


