G.R. No. 173215. May 21, 2009 (Case Brief / Digest)

### Title:
Augusto Cosio and Beatriz Cosio de Rama v. Cherie Palileo, G.R. No. L-18452

### Facts:

In the early 1950s, petitioners Augusto Cosio and Beatriz Cosio de Rama (hereafter referred
to as “Cosio de Rama”) entered into an agreement with respondent Cherie Palileo,
ostensibly involving a conditional sale of a residential house. Under the terms of this
agreement, Palileo was allowed to remain in possession of the house as a lessee, despite the
sale.

Petitioners argued that Cosio de Rama believed herself to be the “temporary owner” of the
house based on actions such as insuring the house against fire, renewing the lease of the
land on which it was built, and repairing the house when it was partly destroyed by fire.
These actions were used to claim that she had good faith in her perceived ownership and
subsequent possession of the house.

Initially, Palileo filed a suit against Cosio de Rama, disputing the nature of their agreement
and asserting that the arrangement was a covered mortgage designed to conceal usurious
interest in the form of monthly rentals. This suit culminated in the case of Palileo v. Cosio,
97 Phil. 919 (1955), where the Supreme Court deemed that the transaction was indeed an
equitable mortgage and not a bona fide sale.

Following the Supreme Court’s decision, Cosio de Rama continued to contest the ruling by
filing motions for reconsideration. The first motion for reconsideration reiterated their claim
of good faith but was ultimately denied. Subsequently, Cosio de Rama filed a second motion
for reconsideration, which reiterated the previously advanced grounds for possession of the
house in good faith.

### Issues:

1. *Whether Cosio de Rama possessed the house in good faith upon initial occupation.**

2. ¥*Whether Cosio de Rama should be liable for rent for the period of possession prior to
the final decision in Palileo v. Cosio.**

3. ¥*Whether Cosio de Rama’s necessary expenses incurred during possession should offset
the rental liabilities owed to Palileo.**

##4# Court’s Decision:
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The Supreme Court resolved the issues as follows:

1. *Good Faith Possession:** The Supreme Court held that Cosio de Rama took possession
of the house in good faith. Although prior Court rulings already declared the contract to be
an equitable mortgage, which implied bad faith on the part of petitioners, the Supreme
Court acknowledged that, given the complexity of the legal issues involved and the division
among the Justices, Cosio de Rama’s actions could be seen as executed in good faith under
Article 526 of the Civil Code. Therefore, petitioners’ bad faith possession commenced only
after the Supreme Court decision in Palileo v. Cosio became final on December 15, 1955.

2. *Liability for Rent:** The Court modified its original judgment to clarify that Cosio de
Rama’s liability for rents should begin on December 15, 1955, the date the Palileo v. Cosio
decision became final. Prior to this, their possession was deemed in good faith, thus
exempting them from rent liability for the earlier period.

3. ¥*Reimbursement for Necessary Expenses:** The Supreme Court reaffirmed that Cosio de
Rama should be reimbursed P12,000 for the necessary expenses incurred while in
possession of the house. This amount was to be deducted from the rent owed to Palileo. The
Court recognized these expenses based on Article 546 of the Civil Code, which grants
possessors in good faith the right of retention until necessary expenses are refunded.

### Doctrine:

1. **Equitable Mortgage:** The Court reiterated the doctrine concerning the
characterization of contracts as equitable mortgages when intended primarily to secure a
loan, masked as a sale to extract interest through rentals. (Civil Code art. 1606)

2. **Good Faith in Legal Possession:** The Court emphasized the notion that good faith
must be assessed in consideration of the possessor’s honest belief in entitlement to the
property, and that such good faith could be presumed until declared otherwise by final
judgment. (Civil Code arts. 526, 528)

3. **Reimbursement for Necessary Expenses:** Possessors in good faith are entitled to
reimbursement for necessary expenses incurred during possession and may retain the
property until such reimbursement is made. (Civil Code art. 546)

##4# Class Notes:

1. **Equitable Mortgage Elements:**
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- Intent to secure payment.
- Apparent sale but functions as a security for a loan.
- Excessive interests disguised as rentals.

2. **Good Faith Possession:**

- Honest belief in entitlement.

- Legal precedence confirming or denying good faith.

- Date of judgment as a marker for good faith termination.

3. ¥*Reimbursement Principles (Civil Code art. 546):**
- Necessary expenses by a possessor in good faith.
- Right of retention until reimbursement.

### Historical Background:

This case must be understood in the context of post-war Philippines, where economic
recovery prompted various financial transactions, including the use of property as collateral
for loans. The judicial decisions reflect an effort to protect parties from usurious practices
veiled under conditional sales or lease agreements. The legislature and judiciary aimed to
ensure fairness, balance, and equitable principles within contractual relationships.
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