G.R. No. 28497. November 06, 1928 (Case Brief / Digest)

### Title:
**The Bachrach Motor Co., Inc. v. Faustino Espiritu and Rosario Espiritu**

### Facts:

Faustino Espiritu entered into two separate transactions with The Bachrach Motor Co., Inc.,
purchasing a two-ton and a one-ton White truck, respectively, on July 28, 1925, and
February 18, 1925. In both transactions, to secure the payment, Espiritu mortgaged the
trucks he purchased along with additional trucks already owned and fully paid for by him
and his brother, Rosario Espiritu. Espiritu failed to complete the payments for both trucks,
leading to the mortgage’s execution, selling the trucks but still leaving a balance unpaid.
Rosario Espiritu intervened in both cases, claiming exclusive ownership of the two
additional trucks mortgaged. The lower court ruled in favor of The Bachrach Motor Co.,
Inc., mandating Espiritu and the intervenor to compensate for the unpaid debt plus interest
and penalty.

### Issues:

1. Whether the trucks additionally mortgaged were indeed part of the mortgage agreement
at the time of signing.

2. The impact of Rosario Espiritu’s alleged ownership and non-signature on the mortgage
documents on the validity of the mortgage over the trucks.

3. The legality and fairness of the 25% penalty in addition to the 12% annual interest
imposed on the unpaid debt.

### Court’s Decision:

The Supreme Court found substantial evidence that the additional trucks were indeed part
of the mortgage agreement at the time of signing, rejecting the appellants’ claims to the
contrary. The Court also determined that Rosario Espiritu’s participation in signing the
promissory notes, tied to the mortgages, indicated his consent to the mortgage arrangement
of the trucks he claimed as his. On the issue of the penalty, while affirming its legality, the
Court exercised its discretion to reduce the penalty from 25% to 10% of the unpaid debt,
citing the partial performance of the obligation by the defendants.

### Doctrine:

1. The inclusion of a penalty on top of interest in a contractual obligation is permissible
under Article 1152 of the Civil Code, provided such penalty is distinct and separate from the
interest.

2. The Court possesses the authority to modify the penalty stipulated in a contract if it
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deems necessary or just under the circumstances, as provided by Article 1154 of the Civil
Code.

### Class Notes:

- ¥*Mortgage agreements** must be clear in terms and include all items or properties to be
mortgaged at the time of signing.

- ¥*Consent** to the terms of a financial agreement including mortgages can be established
through actions and document signatures related to the agreement, such as promissory
notes.

- **Penalties and Interests**: Penalties for non-payment of debt are legally enforceable on
top of interests, but the court has the discretion to adjust such penalties if considered
excessive or if the debt obligation has been partially fulfilled.

- **Article 1152 of the Civil Code** permits the agreement of a penalty aside from interest;
**Article 1154** gives the court the power to equitably reduce the penalty agreed upon.

### Historical Background:

This case showcases the early 20th-century practice of securing vehicle purchase debts
through mortgaging additional properties, a common financial practice for large purchases
at the time. It also exemplifies the Philippine Supreme Court’s role in interpreting
contractual terms and the Civil Code provisions regarding penalties and interest on debts,
reflecting the judicial discretion in ensuring equity in financial obligations.
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