G.R. No. 183794. June 13, 2016 (Case Brief / Digest)

### Title:
**SPOUSES JAIME AND MATILDE POON vs. PRIME SAVINGS BANK: A Case on
Contractual Rights and the Equitable Reduction of Penalties**

### Facts:

The Spouses Jaime and Matilde Poon owned a commercial building in Naga City, which they
used for a bakery business. On November 3, 2006, Matilde Poon and Prime Savings Bank,
represented by the Philippine Deposit Insurance Corporation (PDIC) as statutory liquidator,
entered into a 10-year lease agreement for the building, with a fixed monthly rental of
P60,000 and an advance payment covering the first 100 months amounting to £6,000,000.
The lease included a penal clause allowing for the forfeiture of advance rentals if the
premises were closed, deserted, or vacated by the bank.

In 2000, the Bangko Sentral ng Pilipinas (BSP) placed Prime Savings Bank under
receivership due to insolvency and wilful legal violations, leading to its eventual liquidation.
The bank vacated the premises in May 2000, prompting the PDIC to demand a refund of the
unused advance rentals totaling 3,480,000, claiming force majeure and invoking the
principle of rebus sic stantibus. The Spouses Poon refused, leading to a lawsuit before the
RTC of Naga City for partial rescission of the contract and recovery of the sum.

### Issues:

1. Can Prime Savings Bank be released from its contractual obligations based on the
concepts of fortuitous event (Article 1174) and unforeseen changes (Article 1267) of the
Civil Code?

2. Is the forfeiture clause in the lease contract considered a penal clause?

3. Can the penalty set forth in the contractual agreement be equitably reduced according to
Article 1229 of the Civil Code?

### Court’s Decision:

The Supreme Court denied the petition, upholding both the RTC and CA decisions that
ordered the partial rescission of the penal clause, thus mandating the Spouses Poon to
refund P1,740,000 to Prime Savings Bank. The court clarified that rescission under Article
1191 applies due to the Poon spouses’ breach by bad faith enforcement of the right to retain
advance rentals. The bank’s closure did not constitute a fortuitous event or unforeseen
change that would exonerate it from liability; however, the penal clause necessitated
equitable reduction considering the bank’s partial compliance and the overarching interests
of its depositors and creditors.
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### Doctrine:

1. A clause that entails the forfeiture of advance payments in case of breach can be
recognized as a penal clause, designed to secure compliance with the contract.

2. The principle of equitable reduction of penalties (Article 1229 of the Civil Code) can be
invoked in cases where the strict application of a penal clause would yield unjust results,
especially when public interest and third-party rights are involved.

### Class Notes:

- Penal Clauses in Contracts: These clauses serve as a security for the fulfillment of
obligations and can be subject to equitable reduction if their enforcement would result in
undue harshness or unfairness.

- Fortuitous Events (Article 1174) and Unforeseen Changes (Article 1267, Civil Code): The
need to demonstrate these conditions to release a party from its contractual obligations,
where the event must be unforeseeable, beyond the party’s control, and not due to any
party’s fault.

- Equity in Contracts: Courts can intervene to modify agreements or obligations under
certain conditions to prevent unjust enrichment or unfair detriment, considering the
contractual balance and societal interests.

### Historical Background:

This judicial decision reflects the Philippine legal system’s balancing act between
maintaining contractual integrity and adapting to extraordinary circumstances that could
disproportionately affect either party or public interest. It underscores the judiciary’s role in
interpreting contractual clauses, specifically penal clauses, with a view towards equity,
fairness, and the broader implications for affected third parties like depositors and creditors
in banking disputes.
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