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REYES, J.:

For review is the Decision[1] dated July 21, 2005 and Resolution[2] dated July 7, 2006 of the Court of Appeals
(CA) in CA-G.R. CV No. 58455, which set aside the Decision[3] dated December 27, 1996 of the Regional Trial
Court (RTC) of Antipolo, Rizal, Branch 71 in Civil Case No. 672.

Civil Case No. 672 was filed by the respondent Rovira Alcantara (Rovira) for the recovery of possession of a
parcel of land in Barangay San Andres, Cainta, Rizal, measuring 2,777 square meters and originally titled under
Transfer Certificate of Title (TCT) No. 481018. Said property was formerly owned by Roviras father, Victor C.
Alcantara (Alcantara), and Alfredo C. Ignacio (Ignacio), who mortgaged the property to Pilipinas Bank and Trust
Company (Pilipinas Bank) in 1968. Two years after, the property was parcelled out by Alcantara and Ignacio,
through their firm Wilfredo S. Ignacio & Company (Ignacio & Co.), and separately sold to different buyers. One
of the buyers was Ambrosio Rotairo (Rotairo) who bought a 200-square meter portion on installment basis.
Rotairo constructed his house on the property identified as Lot C-I, and after completing payments, a Deed of
Absolute Sale was executed on September 25, 1979 in hisfavor by Ignacio & Co.[4]

In the meantime, Alcantara and Ignacio defaulted in their loan obligations causing Pilipinas Bank to foreclose the
mortgage on the entire property. Without redemption being made by Alcantara and Ignacio, title was consolidated
in the name of Pilipinas Bank, being the highest bidder during the auction sale. Pilipinas Bank then sold the
property in a Deed of Absolute Sale dated June 6, 1975 to Rovira, who happens to be Alcantara's daughter.[5]

In 1988, Rovira filed her Amended Complaint in Civil Case No. 672 for recovery of possession and damages.
After trial, the RTC dismissed Civil Case No. 672. The Decision dated December 27, 1996 provides for the
following dispositive portion:

WHEREFORE, judgment is hereby rendered dismissing the complaint and defendant's counterclaim; and
plaintiff, being the successor-in-interest of the subdivision owner, Wilfredo S. Ignacio, is ordered to issue the
corresponding transfer certificate of title to defendant Ambrosio Rotairo pursuant to the provisions of PD [No.]
957.

SO ORDERED.[6]

The RTC ruled that the transaction between Ignacio & Co. and Rotairo was covered by Presidential Decree (P.D.)
No. 957.[7] Rovira, as "successor-in-interest of Wilfredo S. Ignacio [and Victor Alcantara] was well aware of the
condition of the property which she bought from the Pilipinas Bank, because she lives near the land, and at the
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time she purchased it she was aware of the existing houses or structures on the land."[8] She was, therefore, not
entitled to the relief prayed for in her complaint.

On appeal, the CA set aside the RTC decision and ordered the turnover of possession of the property to Rovira.
The dispositive portion of the assailed CA Decision dated July 21, 2005 provides:

WHEREFORE, the decision appealed from is SET ASIDE. The Heirs of Ambrosio Rotairo and their assigns,
are ORDERED to turn over possession of Lot C-l to Rovira Alcantara. Third party defendants, William [sic]
Ignacio and Victor Alcantara, are ORDERED to return the purchase price of P10,000.00 to the Heirs of
Ambrosio Rotairo, with interest at the rate of 6% per annum until finality of this decision, and at the rate of
12% per annum thereafter until fully paid.

SO ORDERED][9]
Petitioners sought reconsideration, which was denied by the CA in the assailed Resolution[10] dated July 7, 2006.

In granting possession in favor of Rovira, the CA held that P.D. No. 957 is not applicable since the mortgage was
constituted prior to the sale to Rotairo. According to the CA, Section 18[11] of P.D. No. 957 protects innocent |ot
buyers, and where there is a prior registered mortgage, the buyer purchases it with knowledge of the mortgage. In
the case of Rotairo, P.D. No. 957 does not confer "more" rights to an unregistered buyer like him, as against a
registered prior mortgagee like Pilipinas Bank and its buyer, Rovira[12]

Hence, the present petition.

Petitioners raise the following issues:

- Whether or not, notwithstanding that the subject land is subdivision lot, Ambrosio Rotairo (father of the
Petitioners), [a] buyer and builder in good faith should suffer, while the seller in bad faith Victor Alcantara
should be benefited by his malicious acts.

- Whether or not, Ambrosio Rotairo (father of the Petitioners), a buyer and builder in good faith should suffer
while the seller in bad faith Victor Alcantara should be benefited by his malicious acts.[13]

Petitioners insist on the applicability of P.D. No. 957 in this case, and that the transaction between Rotairo and
Ignacio & Co. should fall within the protection of the law. On the other hand, Rovira principally relies on the
prior registration of the mortgage and the sale in her favor vis-a-vis the petitioners' unregistered transactions.

The first issue then that must be resolved is whether P.D. No. 957 is applicable in this case. But the more crucial
issue before the Court is who, as between the petitioners and Rovira, has better right to the property in dispute?

Retroactive application of P.D. No. 957

The retroactive application of P.D. No. 957 to transactions entered into prior to its enactment in 1976 is already
settled. In Eugenio v. Exec. Sec. Drilon,[14] which involved a land purchase agreement entered into in 1972, the
Court stated that the unmistakeable intent of the legislature is to have P.D. No. 957 operate retrospectively.
Moreover, the specific terms of P.D. No. 957 provide for its retroactive effect even to contracts and transactions
entered into prior to its enactment. In particular, Section 21 of P.D. No. 957 provides:

Sec. 21. Sales Prior to Decree. In cases of subdivision lots or condominium units sold or disposed of prior to
the effectivity of this Decree, it shall be incumbent upon the owner or developer of the subdivision or
condominium project to complete compliance with his or its obligations as provided in the preceding section
within two years from the date of this Decree unless otherwise extended by the Authority or unless an adequate
performance bond isfiled in accordance with Section 6 hereof.
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Failure of the owner or developer to comply with the obligations under this and the preceding provisions shall
constitute a violation punishable under Section 38 and 39 of this Decree. (Emphasis ours)

In this case, the contract to sell between Rotairo and Ignacio & Co. was entered into in 1970, and the agreement
was fully consummated with Rotairo's completion of payments and the execution of the Deed of Sale in his favor
in 1979. Clearly, P.D. No. 957 is applicable in this case.

It was error for the CA to rule that the retroactive application of P.D. No. 957 is "warranted only where the
subdivision is mortgaged after buyers have purchased individual lots."[15] According to the CA, the purpose of
Section 18 requiring notice of the mortgage to the buyers is to give the buyer the option to pay the installments
directly to the mortgagee; hence, if the subdivision is mortgaged before the lots are sold, then there are no buyers
to notify.[16] What the CA overlooked is that Section 21 requires the owner or developer of the subdivision
project to complete compliance with its obligations within two years from 1976. The two-year compliance
provides the developer the opportunity to comply with its obligation to notify the buyers of the existence of the
mortgage, and consequently, for the latter to exercise their option to pay the installments directly to the
mortgagee.

Nevertheless, such concomitant obligation of the developer under Section 21 did not arise in this case. It must be
noted that at the time of the enactment of P.D. No. 957 in 1976 and as early as 1974, Pilipinas Bank had already
foreclosed the mortgage and bought the properties in the foreclosure sale. There was, thus, no mortgage to speak
of such that Rotairo should be notified thereof so that he could properly exercise his option to pay the installments
directly to Pilipinas Bank.

Rovirais not abuyer in good faith

Notwithstanding the preceding discussion, the Court finds that Rovira cannot claim a better right to the property
because she is not a buyer in good faith. Initially, it must be stated that the determination of whether one is a
buyer in good faith is a factual issue, which generally cannot be determined by the Court in a petition for review
filed under Rule 45.[17] The rule, nonethel ess, admits of exceptions, some of which are when the judgment of the
CA is based on a misapprehension of facts or when the CA overlooked undisputed facts which, if properly
considered, would justify a different conclusion.[18] A review of this case shows that the CA failed to appreciate
the relevance of certain undisputed facts, thus giving rise to its erroneous conclusion that Rovira has a better right
to the property in dispute.

Rovira contended that the registered mortgage between Pilipinas Bank and Alcantara and Ignacio is superior to
the unregistered contract to sell between Ignacio & Co. and Rotairo, which was sustained by the CA. The CA
applied Section 50 of Act No. 496 or the Land Registration Act and ruled that since the sale to Rotairo was
unregistered and subsequent to the registered mortgage, the latter was obligated to respect the foreclosure and
eventual sale of the property in dispute, among others.[19]

Indeed, the rule is that as "[b]etween two transactions concerning the same parcel of land, the registered
transaction prevails over the earlier unregistered right."[20] This is in accord with Section 50 of the Land
Registration Act,[21] which provides:

Sec. 50. An owner of registered land may convey, mortgage, lease, charge, or otherwise deal with the same as
fully as if it had not been registered. He may use forms of deeds, mortgages [,] leases, or other voluntary
instruments like those now in use and sufficient in law for the purpose intended. But no deed, mortgage, lease,
or other voluntary instrument, except awill purporting to convey or affect registered land, shall take effect asa
conveyance or bind the land, but shall operate only as a contract between the parties and as evidence of
authority to the clerk or register of deeds to make registration. The act of registration shall be the operative act
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to convey and affect the land, and in al cases under this Act the registration shall be made in the office of
register of deeds for the province or provinces or city where the land lies. (Emphasis ours)

Section 51 of the Land Registration Act further states that "[e]very conveyance, mortgage, lease, lien, attachment,
order, decree, instrument, or entry affecting registered land X x X, if registered x x x be notice to al persons from
the time of such registering x x x." "The principal purpose of registration is merely to notify other persons not
parties to a contract that a transaction involving the property has been entered into."[22] Thus, it has been held
that "registration in a public registry creates constructive notice to the whole world."[23] Moreover, "[a] person
dealing with registered land may safely rely on the correctness of the certificate of title issued therefor, and he is
not required to go beyond the certificate to determine the condition of the property.”[24]

The rule, however, is not without recognized exceptions. "The conveyance shall not be valid against any person
unless registered, except (1) the grantor, (2) his heirs and devisees, and (3) third persons having actual notice or
knowledge thereof."[25] Moreover, "when the party has actual knowledge of facts and circumstances that would
impel a reasonably cautious man to make such inquiry or when the purchaser has knowledge of a defect or the
lack of title in his vendor or of sufficient facts to induce a reasonably prudent man to inquire into the status of the
title of the property in litigation,[26] he cannot find solace in the protection afforded by a prior registration.
Neither can such person be considered an innocent purchaser for value nor a purchaser in good faith.[27]

In this case, two factors work against Rovira as a buyer in good faith. One, she cannot be considered a third
person for purposes of applying the rule. Rovira does not deny that she is the daughter and an heir of Victor C.
Alcantara, one of the parties to the contract to sell (and the contract of sale) executed in favor of Rotairo. "The
vendor's heirs are his privies."[28] Based on such privity, Rovirais charged with constructive knowledge of prior
dispositions or encumbrances affecting the subject property made by her father.[29] The fact that the contract to
sell was unregistered became immaterial and she is, therefore, bound by the provisions of the contract to sell and
eventually, the contract of sale, executed by her father in favor of Rotairo.

Further, more than the charge of constructive knowledge, the surrounding circumstances of this case show
Rovira's actual knowledge of the disposition of the subject property and Rotairo's possession thereof. It is
undisputed that after the contract to sell was executed in April 1970, Rotairo immediately secured a mayor's
permit in September 28, 1970 for the construction of his residential house on the property.[30] Rotairo, and
subsequently, his heirs, has been residing on the property since then. Rovira, who lives only fifty (50) meters
away from the subject property, in fact, knew that there were "structures built on the property.”"[31] Rovira,
however, claims that "she did not bother to inquire as to the legitimacy of the rights of the occupants, because she
was assured by the bank of its title to the property.”[32] But Rovira cannot rely solely on the title and assurances
of Pilipinas Bank; it was incumbent upon her to look beyond the title and make necessary inquiries because the
bank was not in possession of the property. "Where the vendor is not in possession of the property, the
prospective vendees are obligated to investigate the rights of one in possession.”[33] A purchaser cannot simply
close his eyes to facts which should put a reasonable man on guard,[34] and thereafter claim that he acted in good
faith under the belief that there was no defect in the title of the vendor.[35] Hence, Rovira cannot claim a right
better than that of Rotairo's as she is not a buyer in good faith.

"[1t is a settled rule that the Land Registration Act protects only holders of title in good faith, and does not
permit its provision to be used as a shield for the commission of fraud, or as a means to enrich oneself at the
expense of others."[36]

Under different circumstances, the prior registration of the mortgage between Pilipinas Bank and Alcantara and
Ignacio, and Rovira's subsequent purchase of the subject property would have been valid and binding, and could
have defeated Rotairo's unregistered claim over it. But given Rovira's privity with her father Victor C. Alcantara
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and the fact that she had actual knowledge of the disposition of the property and Rotairo's possession thereof, her
acquisition of the property cannot be upheld.

WHEREFORE, the petition is GRANTED. The Decision dated July 21, 2005 and Resolution dated July 7, 2006
of the Court of Appealsin CA-G.R. CV No. 58455 are SET ASIDE. The Decision dated December 27, 1996 of
the Regional Tria Court of Antipolo, Rizal, Branch 71, dismissing Civil Case No. 672 is REINSTATED.

SO ORDERED.

Velasco, Jr., (Chairperson), Perdta, Villarama, Jr., Reyes, and Jardeleza, JJ., concur.

November 6, 2014

NOTICEOFJUDGMENT
Sirs/Mesdames:

Please take notice that on __ September 29, 2014 a Decision, copy attached herewith, was rendered by the
Supreme Court in the above-entitled case, the original of which was received by this Office on November 6, 2014
at 11:30 am.

Very truly yours,

(SGD)

WILFREDOV. LAPITAN
Division Clerk of Court
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