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ABAD, J.:

These cases are about which of two real estate developers, both buyers of the same lands, acted in good faith and
has a better title to the same.

The Facts and the Case

Petronila Y ap (Yap), Victoriano and Policarpio Vivar (the Vivars), Benjamin Cruz (Cruz), Juan Aquino (Aquino),
Gideon Corpuz (Corpuz), and Francisco Sobremesana (Sobremesana), and some other relatives inherited a parcel
of land in Las Pifias City covered by Transfer Certificate of Title (TCT) 67462 RT-1. Subsequently, the heirs had
the land divided into 13 lots and, in ajudicial partition, the court distributed four of the lots as follows: @) Lots 1
and 12 to Aquino; b) Lot 2 to Corpuz and Sobremesana; and (c) Lot 6 to Y ap, Cruz, and the Vivars. The other lots
were distributed to the other heirs.

On March 6, 1989 Yap, acting for herself and for Cruz and the Vivars, executed an agreement to sell Lot 6 in
favor of Golden Haven Memoria Park, Inc. (GHM), payable in three installments. On July 31, 1989 another heir,
Aquino, acting for himself and for Corpuz and Sobremesana, also executed an agreement to sell Lots 1, 2, and 12
in favor of GHM, payable in the same manner. In both instances, GHM paid the first installment upon execution
of the contract.

On August 4, 1989 GHM caused to be annotated a Notice of Adverse Claim on TCT 67462 RT-1. On September
20, 1989 the sellers of the four lots wrote GHM that they were still working on the titling of the lotsin their names
and wanted to know if GHM was still interested in proceeding with their agreements. GHM replied in the
affirmative on September 21, 1989 and said that it was just waiting for the sellers' titles so it can pay the second
installments.

Sometime in August of 1989, Filinvest Development Corporation (Filinvest) applied for the transfer in its name of
the titles over Lots 2, 4, and 5 but the Las Pifias Register of Deeds declined its application. Upon inquiry, Filinvest
learned that Lot 8, alot belonging to some other heir or heirs and covered by the same mother title, had been sold
to Household Development Corporation (HDC), a sister company of GHM, and HDC held the owner's duplicate
copy of that title. Filinvest immediately filed against HDC a petition for the surrender and cancellation of the
co-owners duplicate copy of TCT 67462 RT-1. Filinvest alleged that it bought Lots 1, 2, 6, and 12 of the property
from their respective owners as evidenced by three deeds of absolute sale in its favor dated September 10,
November 18, and December 29, 1989 and that Filinvest was entitled to the registrations of such sales.

On January 14, 1991 GHM filed against the sellers and Filinvest a complaint for the annulment of the deeds of
sale issued in the latter's favor before the Regional Trial Court (RTC) of Las Pifias City in Civil Case 91-098. On
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March 16, 2006 the RTC rendered a decision after trial, declaring the contracts to sell executed by some of the
heirs in GHM's favor valid and enforceable and the sale in favor of Filinvest null and void. Only Filinvest
appealed among the defendants.

On November 25, 2008 the Court of Appeals (CA) affirmed the RTC decision with respect to the validity of the
contract to sell Lot 6 in GHM's favor. But the CA declared the contracts to sell Lots 1, 2, and 12 in GHM's favor
void and the sale of the samelotsin favor of Filinvest valid.

Both partiesfiled their petitions for review before this Court, Filinvest in G.R. 187824, and GHM in G.R. 188265.
The Issue Presented

The issue presented in these cases is whether or not the contracts to sell that the sellers executed in GHM's favor
covering the same lots sold to Filinvest are valid and enforceable.

The Court's Ruling

To prove good faith, the rule is that the buyer of registered land needs only show that he relied on the title that
covers the property. But this is true only when, at the time of the sale, the buyer was unaware of any adverse
claim to the property.[1] Otherwise, the law requires the buyer to exercise a higher degree of diligence before
proceeding with his purchase. He must examine not only the certificate of title, but also the seller's right and
capacity to transfer any interest in the property.[2] In such a situation, the buyer must show that he exercised
reasonable precaution by inquiring beyond the four corners of the title.[3] Failing in these, he may be deemed a
buyer in bad faith.[4]

Here, Filinvest was on notice that GHM had caused to be annotated on TCT 67462 RT-1, the mother title, as early
as August 4, 1989 a notice of adverse claim covering Lot 6. This notwithstanding, Filinvest still proceeded to buy
Lots1, 2, 6, and 12 on September 10, November 18, and December 29, 1989.

Filinvest of course contends that, although the title carried a notice of adverse claim, that notice was only with
respect to seller Yap'sinterest in Lot 6 and it did not affect Lots 1, 2, 12, and the remaining interestsin Lot 6. The
Court disagrees.

The annotation of an adverse claim is intended to protect the claimant's interest in the property. The notice is a
warning to third parties dealing with the property that someone claims an interest in it or asserts a better right than
the registered owner.[5] Such notice constitutes, by operation of law, notice to the whole world.[6] Here, although
the notice of adverse claim pertained to only one lot and Filinvest wanted to acquire interest in some other lots
under the sametitle, the notice served as warning to it that one of the owners was engaged in double selling.

What is more, upon inquiry with the Register of Deeds of Las Pifias, Filinvest aso |earned that the heirs of Andres
Aldana sold Lot 8 to HDC and turned over the co-owner's duplicate copy of TCT 67462 RT-1 to that company
which had since then kept thetitle. Filinvest (referred to below as FDC) admitsthisfact in its petition,[ 7] thus:

Sometime in August 1989, FDC applied with the Register of Deeds of Las Pifias for the transfer and
registration of Lots 2, 4, and 5 in its name and surrendered the co-owners duplicate copy of TCT No. (67462)
RT-1 given to it by the Vivar family, but the Register of Deeds of Las Pifias City refused to do the transfer of
title in the name of FDC and instead demanded from FDC to surrender as well the other co-owner's duplicate
copy of TCT No. (67462) RT-1 which was issued to the heirs of Andres Aldana. Upon further inquiry, FDC
came to know that the heirs of Andres Aldana sold Lot 8 and delivered their co-owner's duplicate copy of TCT
No. (67462) RT-1 to Household Development Corporation, a sister company of respondent GHMPI. FDC
made representations to Household Development Corporation for the surrender of said co-owner's duplicate
copy of TCT No. (67462) RT-1 to the Register of Deeds of Las Pifias City, but Household Development
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Corporation refused to do so.

Filinvest's knowledge that GHM, a competitor, had bought Lot 6 in which Filinvest was interested, that GHM had
annotated an adverse claim to that Lot 6, and that GHM had physical possession of the title, should have put
Filinvest on its toes regarding the prospects it faced if it bought the other lots covered by the title in question.
Filinvest should have investigated the true status of Lots 1, 2, 6, and 12 by asking GHM the size and shape of its
interest in the lands covered by the same title, especially since both companies were engaged in the business of
developing lands. One who has knowledge of facts which should have put him upon such inquiry and
investigation cannot claim that he has acquired title to the property in good faith as against the true owner of the
land or of aninterest init.[8]

The Court upholds the validity of the contracts between GHM and its sellers. As the trial court aptly observed,
GHM entered into valid contracts with its sellers but the latter simply and knowingly refused without just cause to
honor their obligations. The sellers apparently had a sudden change of heart when they found out that Filinvest
was willing to pay more.

Asto the award of exemplary damages, the Court sustains the CA ruling. This species of damagesis alowed only
in addition to moral damages such that exemplary damages cannot be awarded unless the claimant first establishes
aclear right to moral damages.[9] Here, since GHM failed to prove that it is entitled to moral damages, the RTC's
award of exemplary damages had no basis. But the grant of attorney's feesis proper. As the RTC noted, this case
has been pending since 1991, or for 19 years now. GHM was forced to litigate and incur expenses in order to
protect its rights and interests.

WHEREFORE, the Court GRANTS the petition in G.R. 188265 and DISMISSES the petition in G.R. 187824.
The Court likewise REVERSES and SETS ASIDE the decision of the Court of Appeals dated November 25, 2008
in CA-G.R. CV 89448, and REINSTATES the decision of the Regiona Trial Court in Civil Case 91-098 dated
March 16, 2006 with the MODIFICATION that the award of exemplary damagesis DELETED.

SO ORDERED.

Carpio, (Chairperson), Nachura, Peralta, and Mendoza, JJ., concur.
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