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ESCOLIN, J.:

This petition for review of the decision of the Court of First Instance of Manila in Civil Case No. 67503 calls for a
determination of the respective rights of the lessor and the lessee over the improvements introduced by the latter
in the leased premises.

Cecilia dela Cruz Charvet was the owner of a 177.50 square meter lot located in Zamora Street, Pandacan,
Manila, covered by Transfer Certificate of Title No. 25664. On August 31, 1952, Mrs. Charvet leased said lot to
respondent Richard Stohner for a period oi five [5] years at the monthly rental of P40.00, payable in advance
within the first ten [10] days of each month. The lease contract[1] provided, among others, that:

"IV. The lessee may erect such buildings upon and make such improvements to the teased land as he shall see
fit. All such buildings and improvements shall remain the property of the lessee and he may remove them at
any time, it being agreed, however, that should he not remove the said buildings and improvements within a
period of two months after the expiration of this Agreement, the Lessor may remove the said buildings and
improvements or cause them to be removed at the expense of the Lessee."

During the existence of the lease, Stohner made fillings on the land and constructed a house thereon, said
improvements being allegedly valued at P35,000.00.

On March 8, 1966, Mrs. Charvet sold the said lot to petitioner Rosendo Balucanag.2

For Stohner's failure to pay the rents, Balucanag, thru counsel, wrote Stohner a letter demanding that he vacate the
premises.3 In reply thereto, Stohner, also thru counsel, claimed that he was a builder in good faith of the
residential house erected in the land. He offered the following proposals for a possible compromise, to wit:
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"[a]

Mr. Stohner will purchase the said lot from your client with ihe interest of 12% per annum on the value, or

"[b]

Your client Mr. Rosendo Balucanag will reimburse our client in the total amount of P35,000.00 for the
improvements and construction he has made on the lot in question."

As no agreement was reached, Balucanag instituted in the City Court of Manila an ejectment suit against Stohner
and, after due trial, the court rendered a decision, the decretal portion of which reads as follows:

"IN VIEW OF THE FOREGOING CONSIDERATIONS, judgment is hereby rendered, ordering the defendant
to pay the plaintiff the sum of P360.00 as back rentals from December, 1965 to August 1966 at the rate of
P40.00 a month and to vacate the premises. The defendant is further ordered to pay the sum of P100.00 as
Attorney's fees which is considered reasonable within the premises."

On appeal, the Court of First Instance of Manila, Branch IX, presided by respondent Judge Alberto J. Francisco,
after conducting a trial de novo, rendered a decision, setting aside the judgment of the city court and dismissing
the petitioner's complaint. Respondent judge held that Stohner was a builder in good faith because he had
constructed the residential house with the consent ol' the original lessor, Mrs, Charvet, and also because the latter,
after the expiration of the lease contract on August 31, 1957, had neither sought Stohner's ejectment from the
premises, nor the removal of his house therefrom. Invoking Articles 448 and 546 of the Civil Code4, respondent
judge concluded that Stohner, being a builder in good faith, cannot be ejected until he is reimbursed of the value
of the improvements.

Frustrated in his effort to have the decision reconsidered, Baiucanag filed the instant petition for review.

We find the petition impressed with merit. Paragraph IV of the lease contract entered into by Stohner with Mrs.
Charvet specifically provides that ". . . such buildings and improvements shall remain the property of the lessee
and he may remove them at any time, it being agreed, however, that should he not remove the said buildings and
improvements within a period of two months after the expiration of this Agreement, the Lessor may remove the
said buildings and improvements or cause them to be removed at the expense of the Lessee." Respondent Stohner
does not assail the validity of this stipulation. Neither has he advanced any reason why he should not be bound by
it.

But even in the absence of said stipulation, respondent Stohner cannot be considered a builder in good faith.
Article 448 of the Civil Code, relied upon by respondent judge, applies only to a case where one builds on land in
the belief lhat he is the owner thereof and it does not apply where one's only interest in the land is that of a lessee
under a rental contract. In the case at bar, there is no dispute that the relation between Baiucanag and Stohner is
that of lessor and lessee, the former being the successor in interest of the original owner of the lot. As we ruled in
Lopez, Inc. vs. Phil, and Eastern Trading Co., Inc.,5 ". . . the principle oi' possessor in good faith refers only to a
party who occupies or possess property in the belief that he is the owner thereof and said good faith ends only
when he discovers a flaw in his title so as to reasonably advise or inform him that after all he may not be the legal
owner of said property. It cannot apply to a lessee because as such lessee he knows that he is not the owner of the
leased premises. Neither can he deny the ownership or title of his lessor. ... A lessee who introduces
improvements in the leased premises, does so at his own risk in the sense that he cannot recover their value from
the lessor, much less retain the premises until such reimbursement. . . ."

The law applicable to the case at bar is Article 1678 of the Civil Code, which We quote:

"Art. 1678. If the lessee makes, in good faith, useful improvements which arc suitable to the use for which the
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lease is intended, without altering the form or substance of the property leased, the lessor upon the termination
of the lease shall pay the lessee one-half of the value of the improvements at that time. Should the lessor refuse
to reimburse said amount, the lessee may remove the improvements, even though the principal thing may
suffer damage thereby. He shall not, however, cause any more impairment upon the property leased than is
necessary. . . ."

This article gives the lessor the option to appropriate the useful improvements by paying one-half of their value6;
and the lessee cannot compel the lessor to appropriate the improvements and make reimbursement, for the lessee's
right under the law is to remove the improvements even if the leased premises may suffer damage thereby. But he
shall not cause any more damage upon the property than is necessary.

One last point. It appears that while the lease contract entered into by Stohner and Mrs. Charvet had expired on
August 31, 1957, he nevertheless continued in possession of the promises with the acquiescence of Mrs. Charvet
and later, of Balucanag. An implied new lease or tacita reconduccion was thus created between the parties, the
period of which is established by Article 1687 of the Civil Code thus:

"An. 1687. If the period for the lease has not been fixed, it is understood to be from year to year, if the rent
agreed upon is annual; from month to month, if it is monthly from week to week, if the rent is weekly; and
from day to day, if the rent is to be paid daily "

Under the above article, the duration of the new lease must be deemed from month lo month, the agreed rental in
the instant case being payable on a monthly basis. The lessor may thus terminate the lease after each month with
due notice upon the lessee. After such notice, the lessee's right to continue in possession ceases and his possession
becomes one of detainer. Furthermore, Stohner's failure to pay the stipulated rentals entitles petitioner to recover
possession of the premises.

WHEREFORE, the decision in Civil Case No. 67503 is hereby set aside, with costs against respondent Stohner.
The latter is ordered to vacate the premises in question and to pay Rosendo

Balucanag the rentals due from March 1969 up to the time he surrenders the premises, at the rate of P40.00 a
month.

SO ORDERED.

Makasiar (Chairman), Aquino, Concepcion Jr. and Guerrero, JJ., concur.

Abad Santos, J., see separate opinion.

De Castro, J., no part.

[1] Annex B, p. 13, Rollo.

[2] p. 68, Rollo.

[3] p. 72, Rollo.

[4] "Art. 448. The owner of the land on which anything has been built, sown or planted in good faith, shall have
the right to appropriate as his own the works, sowing or planting, after payment of the indemnity provided for in
articles 546 and 548, or to oblige the one who built or planted to pay the price of the land, and the one who sowed,
the proper rent. However, the builder or planter cannot be obliged to buy the land if its value is considerably more
than that of the building or trees. In such case, he shall pay reasonable rent, if the owner of the land does not
choose to appropriate the building or trees after proper indemnity. The parties shall agree upon the term:) of the
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lease and in case of disagreement, the court shall fix the terms thereof."

"Art. 546. Necessary expenses shall be refunded to every possessor; but only the possessor in good faith may
retain the thing until he has been reimbursed thereof. ..."

[5] 98 Phil. 348.

[6] Lapeña vs.Judge Morfe, et al., 101 Phil. 997.

ABAD SANTOS, J., concurring and dissenting:

I concur in setting aside the decision in Civil Case No. 67503 of ihe defunct Court of First Instance of Manila; and
in ordering the respondent Stohner to pay the costs, to vacate the premises in question, and to pay the petitioner
the rentals due from March 1969 to the time he surrenders the premises at the rate of P40.00 monthly. However, I
cannot give my assent to that portion of the judgment with respect to the house constructed by Stohner.

Stohner as a lessee is not a builder in good faith. This is elementary in property law.

Article 1678 of the Civil Code concerning improvements made by the lessee on the leased premises applies only
in the absence of stipulation on the matter between the lessor and the lessee. In the instant case there is such a
stipulation. A copy of the Lease Agreement which is found on page 13 of the Rollo reads:

"IV. The lessee may erect such buildings upon and make such improvements to the leased land as he shall see
fit. All such buildings and improvements shall remain the property of the lessee and he may remove them at
any time, it being agreed, however, that should he not remove the said buildings and improvements within a
period of two months after the expiration of this Agreement, the Lessor may remove the said buildings and
improvements or cause them to be removed at the expense of the Lessee."

The above-quoted stipulation has the force of law between the parties (Art. 1159, Civil Code) and supersedes Art.
1678 of the Civil Code. Accordingly, the judgment with respect to the house which was constructed by Stohner
should be in line with the contract of lease.
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