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**Title:** Makati Development Corporation vs. Empire Insurance Co. and Rodolfo P. Andal:
A Case of Partial Compliance and Equitable Reduction of Penalty

**Facts:**
The case revolves around a land sale transaction dated March 31, 1959, where Makati
Development Corporation (MDC) sold a 1,589 square meter lot in Urdaneta Village, Makati,
Rizal, to Rodolfo P. Andal for PHP 55,615. A “special condition” mandated that Andal must
commence and complete at least 50% of his residence on the property within two years,
failing which an attached PHP 11,123 bond would be forfeited to MDC. To secure this, Andal
and Empire Insurance Co., as surety, bound themselves to pay MDC PHP 12,000 if Andal
failed his obligation.

Andal sold the lot to Juan Carlos on January 18, 1960, without constructing a house. After
the mandated period elapsed on March 31, 1961, MDC, noting non-compliance, claimed the
bond amount. Empire Insurance Co.’s refusal to pay led MDC to file a suit in the Court of
First Instance of Rizal on May 22, 1961. The insurance company contested, bringing Andal
into the matter as a third-party defendant.

**Issues:**
1.  Whether  the  “special  condition”  obligating  construction  of  a  residence  was  legally
binding.
2. If Andal’s failure to comply with the said condition justifies the full forfeiture of the bond.
3. Whether the court can mitigate the bond penalty due to partial compliance or other
equitable grounds under Article 1229 of the Civil Code.

**Court’s Decision:**
The Supreme Court affirmed the lower court’s decision, which had reduced Andal’s liability
from PHP 12,000 to PHP 1,500, citing partial compliance. The decision was based on Article
1229 of the Civil Code, which allows for the equitable reduction of penalties in instances of
partial or irregular compliance. The court noted that despite the delay, Juan Carlos’, the
subsequent owner, construction on the lot demonstrated a commitment to complying with
the  “special  condition,”  albeit  tardily.  The  court  dismissed  the  argument  that  Andal’s
obligation was strictly personal and non-transferable with the sale of the lot, emphasizing
that restricting Andal’s right to sell without clear contractual prohibitions would be unjust.

**Doctrine:**
This case reaffirms the principles outlined in Article 1229 of the Civil Code, emphasizing the
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court’s discretion to equitably reduce penalties for obligations that have been partially or
irregularly complied with. It also highlights the non-personal nature of specific contractual
obligations that do not explicitly restrict rights of ownership, such as resale.

**Class Notes:**
– **Article 1229 of the Civil Code:** Allows for judicial discretion in reducing penalties for
partially or irregularly fulfilled obligations. This flexibility is invoked to achieve equity and
justice based on the circumstances of each case.
– **Principles of Contract Interpretation:** Obligations are not inherently personal and can
be transferred unless expressly restricted by the contract.
– **Penal Clauses and Equity:** Even in the presence of a penal clause, courts have the
discretion to moderate penalties based on the principle of equity, particularly in cases of
partial compliance or when the penalty is deemed iniquitous or unconscionable.

**Historical Background:**
This case demonstrates the judiciary’s approach to contractual obligations and penalties
within Philippine legal context. Beyond the specifics of performance obligations, it reflects a
broader principle of law wherein equity and the intent of contractual stipulations govern
over rigid interpretations. Serving as a guidepost, it balances the interests of encouraging
specific contractual outcomes (in this case, encouraging home building) against preventing
unduly harsh penalties for non-compliance, especially when efforts towards fulfillment are
demonstrated.


