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### Title: Cagayan de Oro City Water District vs. Commission on Audit: A Discourse on
Disallowed Allowances and the Doctrine of Good Faith in Government Disbursements

### Facts:
This case revolved around the disallowances of various benefits and allowances granted by
the Cagayan de Oro City  Water  District  (COWD) to  its  Board of  Directors  (BOD) and
employees for the years 1994-1999, amounting to an aggregate sum found irregular by the
Commission on Audit  (COA).  The procedural  journey  began with  the  COA’s  post-audit
findings, which led to successive appeals from COWD to the COA’s regional and central
offices. Ultimately, the COA Proper reaffirmed the disallowances, prompting COWD to seek
judicial recourse through a Petition for Certiorari under Rules 64 and 65 of the Rules of
Court.

### Issues:
1. Whether COA committed grave abuse of discretion in affirming the disallowances and
ordering the refund of various allowances and benefits.
2. The application and extent of the doctrine of good faith in the context of government
disbursements and the obligation to refund disallowed amounts.

### Court’s Decision:
The Supreme Court partially granted the petition, basing its ruling substantially on the
principles laid out in Madera v. COA. The Court found that while the COA did not gravely
abuse its discretion, the doctrine of good faith and circumstances such as the significant
lapse of time before the issuance of the notices of disallowance could prevent the recovery
of some disallowed disbursements from the recipients.

For disallowed benefits and allowances without explicit legal bases or not enumerated in
pertinent  resolutions,  the  Court  affirmed  the  COA’s  decision  requiring  their  refund.
However, it  nuanced its decision by considering the Madera rules on the obligation to
refund,  emphasizing  the  application  of  the  principles  of  solutio  indebiti  and  unjust
enrichment, albeit recognizing exceptions based on good faith, social justice considerations,
and undue prejudice on a case-by-case basis.

### Doctrine:
The decision reaffirms the doctrine that recipients of  disallowed benefits are generally
obliged to refund these benefits to the government, grounded on the principles of solutio
indebiti  and  unjust  enrichment.  However,  exceptions  to  this  obligation  may  apply  in
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instances  where  the  disbursements  were  made  under  a  bona  fide  belief  of  legality,
particularly  for  allowances explicitly  mentioned in applicable resolutions before certain
jurisprudence clarified their  illegality,  and when social  justice or  equity  considerations
prevail.

### Class Notes:
– Payees of disallowed amounts received in good faith may not be required to refund if
specific conditions are met, particularly allowances explicitly referenced in resolutions like
LWUA Resolution No. 313 before its legal basis was invalidated by jurisprudence.
– Time lapse: A significant period between the disbursement and the issuance of the notice
of disallowance may exempt recipients from the obligation to refund due to equity and social
justice considerations.
– Official acts carry the presumption of regularity, and bad faith is not presumed. The
burden of proving bad faith lies with the party alleging it.
– The case signifies a detailed application of principles from Madera v. COA, specifically on
the nuanced approach to the obligation of refunding disallowed amounts.

### Historical Background:
This  case  illustrates  the  evolving  jurisprudence  on  government  officials’  liability  for
refunding  disallowed  allowances  and  benefits,  particularly  highlighting  the  shift  in
perspective brought about by the landmark Madera decision. It underscores the complexity
of governance, fiscal management, and legal accountability within government institutions
in the Philippines.


