G.R. No. 101762. July 06, 1993 (Case Brief / Digest)

Title: Vermen Realty Development Corporation vs. The Court of Appeals and Seneca
Hardware Co., Inc.

Facts:

The case involves an “Offsetting Agreement” entered into on March 2, 1981, between
Vermen Realty Development Corporation (petitioner) and Seneca Hardware Co., Inc.
(private respondent). Under the agreement, petitioner agreed to buy construction materials
from private respondent worth P552,000, with payments to be partially in cash and partially
through the transfer of two residential condominium units. The private respondent made
partial deliveries and payments per the agreement, but issues arose when the construction
of Phase II of Vermen Pines Condominiums halted due to the rejection of a necessary loan
application.

Subsequently, petitioner repossessed one of the condo units initially given to private
respondent, alleging unpaid balances. This act prompted private respondent to request
clarification and later led to the filing of a complaint for rescission of the Agreement with
damages, claiming petitioner stopped issuing purchase orders without valid reasons. The
Regional Trial Court (RTC) of Quezon City dismissed the complaint, ordering private
respondent to pay the balance for one of the units. However, upon appeal, the Court of
Appeals (CA) reversed the RTC’s decision, concluding that rescission was warranted and
granting damages to private respondent.

The procedural journey of the case involved private respondent’s initiating litigation before
the RTC by filing a complaint, the RTC’s dismissal of the complaint, and private
respondent’s successful appeal before the CA. The petitioner then sought relief from the
Supreme Court (SC) through a review of the CA’s decision.

Issues:

1. Whether the stoppage of the construction loan for Phase II of Vermen Pines Condominium
justified the petitioner’s failure to issue purchase orders.

2. Whether the petitioner breached the Offsetting Agreement by allegedly stopping the
issuance of purchase orders without a valid reason.

3. Whether the private respondent’s deliveries were contingent on the issuance of purchase
orders, giving petitioner discretion to order or not.

4. Whether the circumstances presented justify the rescission of the Offsetting Agreement.

Court’s Decision:
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The Supreme Court ruled in favor of the private respondent, denying the petition filed by
Vermen Realty Development Corporation. The Court found that the petitioner’s failure to
issue purchase orders despite the promise to do so and the impossibility of fulfilling the
obligation to provide private respondent with the option to transfer to Phase II of the
development constituted a substantial breach of the Offsetting Agreement. These acts
warranted the rescission of the contract, as they defeated the very object of the agreement.

Doctrine:

Reciprocal obligations such as those present in offsetting agreements call for the
performance of each party’s duties to be conditioned on the simultaneous fulfillment of the
other party’s obligations. When these obligations are not performed, the injured party may
seek rescission of the contract if there is a substantial breach that defeats the object of the
agreement, as provided under Article 1191 of the Civil Code of the Philippines.

Class Notes:

Key elements:

- Reciprocal obligations (Civil Code, Article 1191): Mutual dependencies between the
parties’ contractual duties.

- Rescission due to substantial breach: A remedy for the aggrieved party when the other
party’s nonperformance constitutes a significant contract violation.

Relevant legal statutes:

- Civil Code of the Philippines, Article 1191: The power to rescind obligations for non-
fulfillment.

Historical Background:

The case is indicative of the challenges arising from contractual relationships in real estate
development. It demonstrates the importance of clarity in agreements, timely fulfillment of
contractual commitments, and the legal consequences when a substantial breach occurs,
disrupting the equilibrium of contractual reciprocity and rendering a contract’s objectives
unattainable. The case arose in the context of an economic environment where real estate
development was susceptible to financial uncertainties, impacting the execution of
development projects and contractual obligations related to such projects.
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