G.R. No. 116018. November 13, 1996 (Case Brief / Digest)

### **Title: De La Paz and Manio v. Garcia and Court of Appeals**

### *Facts**

1. **Initial Sale and Agreement**:

- July 21, 1952: Enrique Gatbonton and Maria Manio execute a deed of absolute sale, selling
three parcels of land to Patria Belmonte Anonas. This deed was recorded in the registry of
deeds of Nueva Ecija, with titles issued in Anonas’s name.

- The same day: Both parties sign a memorandum-agreement granting Gatbonton and
Manio the right to repurchase the parcels for PHP 10,000 by December 31, 1952, in a
private document.

2. *Subsequent Transactions**:

- October 16, 1952: Before the repurchase period expired, Anonas sells the lands to Arsenio
de la Paz and Claudia Manio (Gatbonton’s sister-in-law) for PHP 9,000.

- September 2, 1952: Gatbonton and his wife sell a two-story residential house to petitioners
for PHP 3,500.

3. **Legal Actions**:

- October 20, 1952: Gatbonton files a petition for voluntary insolvency.

- Respondent Mario F. Garcia argues that these transactions were fraudulent conveyances
aimed to keep the properties away from the reach of Gatbonton’s creditors.

- The trial court declares the transfers null and void. Petitioner’s appeal to the Court of
Appeals is denied, leading to the Supreme Court appeal.

### **Issues**

1. *Fraudulent Conveyance**:
- Whether the transactions should be considered fraudulent under the Insolvency Law since
they were executed within 30 days before the petition for insolvency.

2. *Applicable Law**:
- Whether the Civil Code provisions on rescissible contracts apply over the Insolvency Law,
particularly regarding mutual restitution and exhaustion of the debtor’s properties.

3. *Inclusion of Patria Belmonte Anonas**:
- Whether Patria Belmonte Anonas should be considered an indispensable party to the case.
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### **Court’s Decision**

1. *Fraudulent Conveyance**:

- The Supreme Court upheld the Court of Appeals’ ruling that the sales were fraudulent
under Section 70 of the Insolvency Law because they were made within 30 days of filing for
insolvency and were concluded in bad faith. Notably, the lands were sold back to family
members and at a price lower than the purchase price, indicating an attempt to keep them
out of creditors’ reach.

2. *Applicable Law**:

- The Court found that the Civil Code provisions on rescissible contracts do not apply
because the Insolvency Law regards the transactions as absolutely null and void. Therefore,
arguments related to mutual restitution or exhaustion of debtor’s properties were
dismissed.

3. *Inclusion of Patria Belmonte Anonas**:

- The Court ruled that Anonas was not an indispensable party since the issue was about the
fraudulent nature of conveyance rather than the rescission of contracts within valid
transactions.

### **Doctrine**

- **Section 70 of the Insolvency Law**: Transfers made within 30 days of filing for
insolvency, unless for valuable consideration and in good faith, are fraudulent and void.

- **Fraudulent Transfers**: Conveyances made to close relatives, especially shortly before
an insolvency filing, are suspect and can contribute to a finding of fraud.

### **Class Notes**

- **Fraudulent Conveyance**:

- Elements: Transfer within 30 days of insolvency, lack of valuable consideration, bad faith,
often among close family members.

- Legal Presumption: Conveyances are void if they fall under Section 70 of the Insolvency
Law.

- **Indispensable Parties**:
- Definition: Parties without whom a complete determination or relief cannot be
administered.
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- Application: Not every party involved in the transaction must be included if their presence
isn’t essential to resolve the core legal issues.

- **¥Civil Code vs. Insolvency Law**:

- Civil Code assumes contracts are valid but rescissible.

- Insolvency Law renders certain transactions absolutely void, bypassing Civil Code nuances
related to restitution and exhaustion.

### **Historical Background**

During the early 1950s in the Philippines, economic instability led to increased cases of
insolvency. Laws like the Insolvency Law (Act No. 1956) were pivotal in preventing debtors
from evading creditors by transferring assets to relatives or acquaintances ahead of
insolvency filings. This case exemplifies the judiciary’s efforts to maintain fairness in asset
distribution among creditors, emphasizing legal interpretations that prioritize substance
over form in fraudulent conveyances.
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