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**Title**: Dr. Daniel Vazquez and Ma. Luisa M. Vazquez vs. Ayala Corporation

**Facts**:
This case revolves around the contention of the sale price of four lots in Ayala Alabang
Village, Muntinlupa City. On April 23, 1981, Dr. Daniel Vazquez and Ma. Luisa M. Vazquez
(Vazquez spouses) struck a Memorandum of Agreement (MOA) with Ayala Corporation, in
which Ayala bought all shares of stock in Conduit Development, Inc. (Conduit) from the
Vazquez spouses. A crucial asset of Conduit was a 49.9-hectare property in Ayala Alabang.
Ayala agreed to develop this property and offer four adjacent lots at the “prevailing market
price at the time of purchase” to the Vazquez spouses. However, development was delayed
due to legal challenges from a subcontractor. By 1990, the development around the four lots
was completed and offered to the Vazquez spouses at the 1990 “prevailing price”, which
they rejected, insisting on the 1984 price, hence suing Ayala for specific performance and
damages.

Following trials, the Regional Trial Court (RTC) ruled in favor of the Vazquez spouses,
directing Ayala to sell the lots at the 1984 prices. Ayala appealed, and the Court of Appeals
reversed the RTC’s decision, prompting the Vazquez spouses to seek a final judgment from
the Supreme Court through a Petition for Review on Certiorari.

**Issues**:
1.  Whether the Vazquez spouses violated warranties under the MOA by not disclosing
potential claims against Conduit.
2. The correct interpretation of the MOA’s commitment by Ayala Corporation to develop
“Remaining Property” within three years.
3. Whether Ayala Corporation was in delay for not offering the four lots within three years
from the MOA’s execution.
4. The nature of the provision for the Vazquez spouses to purchase the four lots – whether it
constitutes an option contract or a right of first refusal.

**Court’s Decision**:
The Supreme Court sided with Ayala Corporation, addressing each issue systematically:
1. The Court concluded the Vazquez spouses did not breach their warranties as they had
substantially informed Ayala of all potential claims during the negotiation phase.
2. The MOA’s clause was interpreted as a mere intention, not a commitment, by Ayala
Corporation to develop the property within three years. The lots in question were under
Ayala’s amended development plan, distinguished from Conduit’s original plan.
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3. Ayala Corporation was not in delay as per the specific obligations cited in the MOA;
moreover, the Vazquez spouses had not effectively demanded Ayala to sell the lots within
the presumed timeframe.
4. The provision to purchase the lots was determined as a right of first refusal and not an
option  contract  due  to  its  dependence  on  undefined  terms  and  lack  of  a  separate
consideration.

**Doctrine**:
The court reiterated the distinction between an option contract and a right of first refusal,
underscores  the  interpretation  of  commitments  in  development  agreements,  and  the
requirements for a debtor’s default.

**Class Notes**:
1. Option Contract vs. Right of First Refusal: The difference lies in the specifics of the
agreement and consideration. An option contract must have a clear object, period, and an
independent consideration, whereas a right of first refusal depends on future conditions.
2. Development Agreements: Interpretation hinges on the wording, and “intends” suggests a
lack of binding commitment unlike “commits”.
3. Default in Reciprocal Obligations: Must meet the criteria of demandability, actual delay,
and extrajudicial or judicial demand by the creditor.

**Historical Background**:
This case reflects the legal complexities surrounding real estate development agreements
and the  evolving interpretation of  contractual  obligations  in  the  face  of  unforeseeable
challenges and market changes, illustrating the Philippine judiciary’s balancing act between
strict  contractual  adherence  and  equitable  considerations  in  the  context  of  property
development.


