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### Title:
Chanelay Development Corporation vs. Government Service Insurance System

### Facts:
The case centers around a Joint Venture Agreement (JVA) between Chanelay Development
Corporation (CDC) and the Government Service Insurance System (GSIS) regarding the
renovation and sale of condominium units in Kanlaon Tower II, later known as Chanelay
Towers.  GSIS,  the  property  owner,  awarded  the  contract  to  CDC following  a  bidding
process. According to the agreement, CDC would renovate the building and sell its 108
unsold  units  at  its  own  expense,  promising  to  pay  GSIS  a  guaranteed  sum  of
P180,300,000.00 regardless of actual sales, along with 71% of the sales proceeds.

CDC undertook renovations, including the unauthorized construction of additional units and
the  reassignment  of  parking slots,  which  were  titled  in  their  name.  Despite  receiving
extensions, CDC failed to pay the guaranteed amount, leading GSIS to terminate the JVA.
This termination prompted CDC to file a complaint against GSIS, seeking the reformation of
the JVA, among other relief. GSIS countered by seeking to nullify CDC’s titles to the building
units and parking spaces, along with damages. The Regional Trial Court ruled in favor of
GSIS, a decision upheld with modifications by the Court of Appeals, leading to the filing of
the present petitions to the Supreme Court by both CDC and GSIS.

### Issues:
1. Whether GSIS is required to reimburse CDC for renovation expenses following the JVA’s
termination.
2. Whether GSIS is bound to honor CDC’s contracts with third parties.
3. Whether GSIS is entitled to the guaranteed payment from CDC as stipulated in the JVA.
4. Whether GSIS is entitled to liquidated damages.

### Court’s Decision:
The Supreme Court denied both petitions, affirming the decisions of the lower courts with
modifications. It ruled that:
1. The forfeiture of improvements without reimbursement by CDC was a consequence of the
JVA’s valid termination, in accordance with the terms agreed upon by CDC and GSIS.
2.  GSIS is  not  obligated to honor CDC’s contracts  with third parties  since CDC, as a
marketing agent, did not have the authority to enter into contracts transferring ownership
of any units.
3. GSIS is not entitled to the guaranteed payment from CDC upon the JVA’s termination
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since GSIS chose rescission over specific performance, which would not allow them to
pursue the guaranteed payment.
4.  GSIS is  not  entitled to liquidated damages as this  was not  sought in their  original
counterclaim, and no special  circumstances were presented to justify  a  deviation from
procedural rules.

### Doctrine:
The case highlights the principle that a contract is the law between the parties and must be
complied with in good faith. It also underscores the mutually exclusive nature of specific
performance and rescission as remedies for contract breaches. Furthermore, the decision
elucidates that the scope of an agent’s authority must be clearly defined and adhered to,
with principals not being bound by the agent’s unauthorized actions.

### Class Notes:
–  **Mutual  Exclusivity  of  Remedies**:  Specific  performance  and  rescission  cannot  be
pursued simultaneously in contract breach cases.
– **Agent’s Authority**: The importance of defining and understanding the scope of an
agent’s authority in contractual agreements.
– **Contractual Obligations and Bad Faith**: Demonstrates consequences of failing to meet
contractual obligations and acting in bad faith.
– Relevant statutes: Articles 1359, 1385, 1191, and 1381 of the Civil Code of the Philippines.

### Historical Background:
This  case  illustrates  a  complex  dispute  arising  from a  joint  venture  intended  for  the
development  and  sale  of  real  estate  property.  It  reflects  on  the  legal  challenges  and
implications of partnership agreements, the authority of agents, and the enforcement of
contractual terms and obligations within the Philippine legal system.


