G.R. No. 11491. August 23, 1918 (Case Brief / Digest)

Title: Andres Quiroga vs. Parsons Hardware Co.

Facts:

Andres Quiroga entered into a contract on January 24, 1911, in Manila with J. Parsons (later
substituted by Parsons Hardware Co.) for the exclusive sale of “Quiroga” beds in the
Visayan Islands. Under the agreement, Quiroga would supply beds to Parsons invoiced at
Manila prices with a 25% discount as commission, Parsons would pay within 60 days of
shipment, and bear certain costs like freight and insurance. Quiroga committed to advance
notice of price changes and preference to Parsons if an exclusive agency was sought for
other islands. Parsons agreed not to sell other beds and was allowed to sell or establish
branches in towns without exclusive agents.

Quiroga brought a case against Parsons alleging breach of contract claiming Parsons was
his commercial agent and had failed to fulfill obligations such as selling beds at agreed
prices, keeping an open shop in Iloilo, managing the agency itself, exhibiting beds publicly,
paying advertisement expenses, and ordering beds by the dozen.

The case progressed through trial where Quiroga’s assertions were based on the claim of an
implied commercial agency relationship. Parsons Hardware Co. contended that the contract
was one of sale, and not an agency. The trial court ruled in favor of Parsons Hardware Co.,
leading Quiroga to appeal to the Supreme Court.

Issues:

1. Whether the contract constituted an agency or a purchase and sale agreement between
Quiroga and Parsons.

2. Whether Parsons was obliged to order beds exclusively by the dozen.

Court’s Decision:

The Supreme Court analyzed the contract’s essential clauses and concluded that the
contract was indeed one of purchase and sale, not commercial agency. The existence of an
obligation for Parsons to pay for beds irrespective of actual sales contrasted with an
agency’s characteristic where the agent only pays the principal after selling the goods to
third parties.

The Court further noted that none of the contract clauses specifically indicated an agency
relationship, and the use of terms such as “commission on sales” was merely a discount on
the invoice price, and the designation as “agency” simply implied exclusivity in the
prescribed territory.
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The Supreme Court held that even if there was mutual tolerance in deviating from the
contract terms, it didn’t convert the contract into an agency agreement. Moreover,
instances cited by Quiroga like returns of unsold beds or direct sales by Quiroga in Iloilo
were discretionary and not rights emanating from the contract.

The Court affirmed the lower court’s decision, rejecting Quiroga’s appeal on the basis that
the contract was one of purchase and sale, and Parsons had not breached any obligations as
alleged.

Doctrine:

This case reiterates the doctrine that the nature of a contract is determined by the rights
and obligations it establishes and not merely by the titles or names given by the parties.
Contracts are classified not by their nominal designation, but by their essential clauses and
the nature of the obligations they entail. The case underscores the distinction between a
contract of sale and an agency to sell.

Class Notes:

- Essential aspects of a contract of sale include an obligation on the part of one party to
deliver and transfer ownership of a specified thing or right, and an obligation on the part of
the other party to pay therefor a price certain in money or its equivalent.

- The principal distinction between a contract of sale and an agency to sell is that in the
former, the purchaser renders payment and assumes the risks of the goods, while in the
latter, the agent sells the goods on behalf of the principal and transmits the price received.

- The interpretation of a contract must be based on the grounds of the specific contractual
clauses, and the interpretation when necessary, must not contradict the parties’ expressed
stipulations.

- Tolerance by the contracting parties in deviating from contract terms does not change the
nature of the contract.

- Contractual rights and obligations are determined by the legal definitions provided in the
law, not subjective understandings of the parties.

Historical Background:

The case of Andres Quiroga vs. Parsons Hardware Co. represents an important decision in
the early 20th-century Philippine jurisprudence regarding contract interpretation, especially
distinguishing between sales and agency contracts. It highlights the transition in Philippine
commercial law reflecting American legal principles following the United States’
colonization of the Philippines in 1898. During this period, the Philippines was adapting to
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new commercial practices alongside traditional ones, resulting in legal disputes that
required precise legal characterizations and analyses of business agreements.
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