G. R. No. L-9353. May 21, 1957 (Case Brief / Digest)

### Title:
Manila Surety and Fidelity Co., Inc. v. Batu Construction and Co., et al.

### Facts:

Manila Surety and Fidelity Company, Inc., a domestic corporation in the bonding business
(hereinafter referred to as “the Company”), issued a surety bond for P8,812 to secure the
faithful performance of Batu Construction & Company (a partnership with members Carlos
N. Baquiran, Gonzalo P. Amboy, and Andres Tunac) in constructing the Eacarra Bridge, per
a contract with the Philippine Government. An indemnity agreement was also made for
damages, costs, or expenses incurred by the Company due to becoming a surety. The
Director of Public Works annulled the construction contract due to unsatisfactory progress,
warning the Company of potential financial liabilities for project completion costs exceeding
the contract price. Ricardo Fernandez and others filed a suit in Laoag, Ilocos Norte, against
Batu Construction, its partners, and the Company for unpaid wages of P5,960.10. Alleging
potential insolvency and fraudulent transfers by Batu Construction and its partners, the
Company sought a writ of attachment on the defendants’ properties and, after hearing,
sufficient security against possible creditor proceedings and insolvency risks. The trial court
dismissed the complaint, finding that the legal remedy invoked was applicable only to
guarantors, not sureties. The Company appealed, challenging this interpretation.

### Issues:

1. Whether the legal remedy under the last paragraph of Article 2071 of the New Civil Code,
concerning the release from guaranty or demand for security, is available to a surety as it is
to a guarantor.

2. Whether the application for a writ of attachment was proper based on allegations of
potential insolvency and fraudulent transfers by the defendants.

### Court’s Decision:

1. The Supreme Court reversed the lower court’s dismissal, ruling that the remedy under
Article 2071 of the New Civil Code is indeed available to sureties, alongside guarantors.
According to the Court, a surety, who assumes a more onerous obligation than a guarantor,
should also benefit from the provisions allowing for early release or demand for security to
mitigate risks associated with the principal debtor’s potential default or insolvency.

2. Regarding the writ of attachment, the Supreme Court found its issuance was improvident
because the specific allegations of insolvency and fraudulent disposition of assets were not
substantiated by evidence.
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### Doctrine:

The provisions under Article 2071 of the New Civil Code, which allow a guarantor to obtain
release from the guaranty or to demand a security prior to the payment of debt, are equally
applicable to a surety. A surety, being an insurer of the debt and having taken a more
burdensome obligation than a guarantor, can avail of these remedies to mitigate risks posed
by the principal debtor’s actions or financial standings.

### Class Notes:

- ¥Suretyship vs. Guaranty**: A surety insures the debt itself and can be independently
sued by the creditor; a guarantor insures the solvency of the debtor, with obligations that
generally arise after the principal has defaulted.

- *¥*Article 2071, New Civil Code**: It outlines the specific conditions under which a
guarantor (and by extension, per this case, a surety) may seek relief, including obtaining
release from the obligation or demanding adequate security from the debtor.

- ¥*Writ of Attachment**: It’s a provisional remedy aimed at securing potential judgments by
seizing the defendant’s property during litigation but requires substantive proof of
allegations like fraud or insolvency.

### Historical Background:

This case highlights a unique interpretation of legal remedies available to sureties in the
context of the Filipino legal system. Traditionally, sureties and guarantors have been treated
distinctly under the law, with specific remedies and protections tailored to their respective
roles in contractual obligations. By extending certain protections traditionally available only
to guarantors to sureties, the Supreme Court’s decision underscores a broader
understanding of risk management and protection mechanisms within the realm of contract

law.
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