


é}ﬂ\-‘}'{‘ U Dpy
L &
| /.-3:\/ iwiLO ;{;
P of - ::\s‘-
AP AR TR SR - ey
. SE N d
Business Law Series o i STFA T
. T e , /;‘%
Wat's /{‘)\
NP e/
* ) "o ——i SO
‘ v r .;.m.‘_ e ‘\S‘:\’) .
“‘.\:&i/'

\f‘bd

Law on
Obligations
e COntracts

2009 Issue - 2nd Edition
Per CHED Model Syllabus
With Introduction to Law and Exercises

qwe!

Susan Ballada, BSBA, CPA
Atty. Don James C. Mendozaq, BSC, CTP, LLB

Aﬁy Leo PaoloL Perez, BSC, CPA, MM, LLB
Consuliant S

Publishedby
; Dynasiy .
| BookSource Aslu =




2009 Philippine Copyright

by

DomDane Publishers (1*' Edition)
and

Dynasty BookSource Asia (2™ Edition)

Any copy of this book not bearing the original signature
of the publisher on this page is unauthorized and
shall be considered as proceeding from an unlawful source.
Photocopying of this book is illegal.

No part of this book may be reproduced,
stored in any information storage and retrieval system or
transmitted in any form or by any means, electronic,
mechanical. recording or otherwise. .

Violators will be charged to the full extent of the law.
Students or reviewees are reminded not to infringe on our

s intellectual property rights.

- Note that Muﬁ'gi-ii?:h"éy Eifbkin 'nsﬁ(}iéﬂg,\;:i'ltq._five d.lvtrlbi:wr of ttiis»bo’dk and that Made Eaxy Books
= Will never authorize nny individual fo transact business on their belalf, Please contridbute to the
- development of a legitimate business hy ordering direct through el no. (023 313.0343; telefax

| 3:0342; ‘mabile ‘phone no. 0918:0084590; nd evmail_address:

- nos. (046) $110-900, (02) 3
T ;mlgd;:c'gsy,bau!;s@gﬁmi!.'c‘nm

Ve P



TABLE OF CONTENTS

Part One
OBLIGATIONS
UNIT
| Introduction to Law
Socicty and the Need for Lawyers I-1
Business and the Law 1-1
Definition of Law [-2
Laws and Morals I-3
Laws and Customs 1-3
General Classification of Law I-4
Basic Premises of Positive Law I-6
Characteristics of Positive Law 1-6
Classitication of Law Under the Philippine Legal System I-6
Three Basic Legal Principles in the Study of Law I-8
Sources of Laws in the Philippines 1-9
The Importance of Supreme Court Decisions 1-10
Legislative Power and Statutes in General I-11
Conflict Between a Statute and an Executive Order I-11
Supremacy of the Constitution Over All Other Laws of the Land I-11
Constitution Distinguished from Statute I-12
Steps in the Amendment or Revision of the Constitution I-12
How a Bill or a Measure Becomes a Law I-13
Subjects in the Philippine Bar Examination . I-14
Law Subjects Usually Taken Up in College I-16
Definition of Civil Code I-17
Brief History of Our Civil Laws 1-17
Famous Commentators and Annotators on the Civil Code of Spain  1-17
Sources of the Civil Code of the Philippines I-18
The Code Commission 1-18
Original Members of the Code Commission 1-19
Effectivity of the Civil Code of the Philippines t 1-19
Source of the Law on Obligations and Contracts 1-19
Exercises 1-20
Student Tracking System 1-22
1 Introduction to Obligations
Law on Obligations and Contracts Defined |
Nature of Agreement and Contract |
2 General Provisions
Article 1156 3
Obligation Defined 3
Elements of Obligation 4
.. Kinds of Obllgauou : 5
Article 1157 6
Sources of Obhgauo 5 6
Article 1158 Tl 6
R Obhgatwns Dcnved from Law : 7
Al I8y S e e 7
- Contract Defi ned ; _

Frccdom of Contract




Article 1160
Quasi-Contract Defined
Two Principal Kinds of Quasi-Contract
Negotiorum Gestio :
Solutio Indebiti
Liability in Case of Undue Payment or Delivery
Examples of Quasi-Contract
Article 1161 .
Rules Governing Obligation Ex Delicto
or Ex Maleficio
Felony and Crime Defined
When a Person Liable for Felony is Civilly. Liable
Enforcement of Civil Liability

What Civil Liability Arising from Crime Includes =

Effect of Acquittal in a Criminal Case
Effect of Defendant’s Death Pending Trial
Damages Recoverable in Case of Death
Persons Exempt From Criminal Liability
Article 1162
- Rules Governing Obligation Ex Quasi-Delict
Test to Determine Negligence
Persons Civilly Liable
Requisites to Civil Liability
Kinds of Negligence
Quasi-Delict as Distinguished from Crime
Exercises

3 Nature and Effects of Obligations
Article 1163
Prestations in an Obligation
Diligence of a Good Father of a Family
Diligence Required
Obligations of a Person Obliged to Give Something
Article 1164
Kinds of Fruits
Personal and Real Rights
Creditor’s Right to Fruits
When Obligation to Deliver Arises
Kinds of Delivery
Article 1165
Determinate and Indeterminate Things
¢ Rights of Creditor If Debtor Failed to Deliver
Effect of Fortuitous Events
When Fortuitous Event Does Not Exempt
Article 1166
Accessions and Accessories ‘
Effect of Stipulation - .
Article 1167
Remedies of the Creditor
Artlcle 1168
. Creditor’s nght Agamst Debtor‘ e
3 ,'Artlcle 1169~ S
Concept of Delay S
« Kinds of Default or Mom
3 - Requisites of Mora' = o
B -~ ‘When Demand is Not Neccssary' S
s o : '_Dclay in Rccxprocal Obhguuons' '~'

St R R P i i S LR L e,

= S © O 00 00 0000

11

-1

12
12
14
14
14
14
15
15
16
17
17
18
18
19

25
25
26
26
27
27
27
27
27
28
29
29
30
30

31

32
32
32
32
33
33
34

34
34, .

35

Y

36

.38



Article 1170
Grounds for Damages

Kinds of Damages |
Contravention of the Tenor of the Agreement

Article 1171
General Classification of Fraud -

Classification of Civil Fraud
Article 1172
Article 1173
Kinds of Negligence
Kinds of Civil Negligence
Negligence Distinguished from Fraud

Article 1174 .
Classification of Fortuitous Event

Effect Upon Obligation
Exceptions to the General Rule

Article 1175

Article 1176
-Receipt of Principal
Receipt of Later Installment

Article 1177
Remedies of the Creditor :

Article 1178 v '
Transmissibility of Rights

Exercises

. Different Kinds of Obligations
Primary Classification of Obligation in the Civil Code
Other Classes of Obligation Implied in the Civil Code
Pure and Conditional Obllganons ;

Article 1179
Pure Obligation
Demand Note—A Pure Obligation
Conditional Obligation -
Classification of Condition
Obligations Demandable at Once

Article 1180
Article 1181
Suspensive Condition -
Resolutory Condition
-~ Article 1182 '
Classification of Condition as to Cause
Article 1183
Impossibility and Illegality of Conditions
Effects oflmpossu)le and Illegal Conditions

o Artlcle 1184 . =
~Article 1185
“Article 1186
“Article 1187 -
Article 1188 T

Article 1189 L
- Loss. Dc.terloranon und lmprov«.rm,m
“Rule on Loss S _,

“Rule on’ Dcteuorution Y
S~ Rule on lmprovc.mun
Arth.le 1190.
CArtiele 1191
_Articlc l192

39
39
39
40
40
41

4]

41
42
42
42
43
43
44
44
44
45
45
46
46

46

46
47
47
48

59
59

59

59
60
60
61
62 .
63

63

64
64
64
65
65
66
67
67
68
68
68

68
- 69

69
70
71
71
71

73

73

™



Obligations With a Period

Article 1193
Period Defined
Period Distinguished from Condition
Kinds of Period

Article 1194

Article 1195

Article 1196

Period for the Benefit of Both Creditor and Debtor

Period for the Benefit of Debtor
Period for the Benefit of Creditor
Article 1197
Article 1198
Illustrations
Alternative Obligations
Article 1199
Article 1200
Article 1201
Article 1202
Article 1203
Article 1204
tllustrations
Article 1205
Article 1206

Alternative and Facultative Obligations Distinguished
Effect of Loss of the Thing in Facultatwe Obligation

Joint and Solidary Obligations .
Article 1207
Joint and Solidary Obligation Defined
When Obligation is Joint and When Solidary
Examples of Legal Solidarity
Article 1208
Joint and Solidary Obligations Illustrated
Number of Obligations in a Joint Obligation
Consequences of Joint Liability
. Article 1209
Characteristics of Joint Indivisible Obligation
Article 1210
Examples
Article 1211
Article 1212
Article 1213
Article 1214
[Hustrations
Article 1218
Novation
Compensation
Canfusion
s Rcmission
- Artlele 1206 SR e
Article 1217 RN
~ Effects of F&ymmt by Y Sulid
C Artiele 1218 WMN
Preseription
Wegality
© Artlcle 1219
Artiche 1320

Avticle 1331 .

Artiele 1222 ‘:- : HoT




Divisible and Indivisible Obligations ‘ 106

Article 1223 - EVE 5 S 106
Divisible and Indivisible Obligations Defined . .~ TR L
Indivisibility Distinguished from Solidarity 358 e o106
Kinds of Indivisibility ' e 107

Article 1224 ‘ ' 107

Article 1225 N 108
Presumption of Indivisibility .~ . , 108
Presumption of Divisibility . =~ . 7 . 108
When Divisible Object or Service May Be Indlwsnblc. St 109
Effect of lllegality . L sai 109
Principle of Quantum Meruit YT 109

Obligations with a Penal Clause .. .. = . 109

Article 1226 : Fihe. s i 109
Penal Clause A bt 303 e 110
When Damages and lnterest Also Dcmandablc ML 11

Article 1227 ' g iy 11

Article 1228 TR |

Article 1229 R T

Article 1230 . SRR riah 112
lustrations e BRI O 12
Exercises ' EPR A | &

5  Extinguishment of Obligations P ;
' Article 1231 : . ey 141

Payment or Performance e 142
Article 1232 , K, ORI T 142
How Payment is Made ol 1
Article 1233 ' R A AR - bt 142 -
Article 1234 i AL U a2
Article 1235 g 143
Article 1236 . . 143
Article 1237 i it iarie Rt 143
Article 1238 : o 143
Effects of Payment : b 144
Legal Effect of Creditor’s Acceptance oo 144
Article 1239 § et 145
Article 1240 | o145
Article 1241 ‘ : 145
Article 1242 : 146
Article 1243 | 146
Article 1244 : o 146
Non-Application of the Article ‘ : ' 147
Article 1245 ARt 147
Special Modes of Payment ik 147
Dation Governed by Contract of Sale - R 148
- Dation Dastmgunshcd from Sales ' | ' 148
i Article 1246, o et L e 148
e UATCle TMT s e S48
g f.vArtlcle 1248 148
- Article: 1249,-;.,?-', : Rt et ool e N s ot 149
CATHEle 1280 S G s e e T 14
APl A28T vk s e SR AR e
Appllcatlonof?aymems o A R 150
Article 1252 . e T 150
 Requisites for Applncanon of Paymcnt i T O ST 151
When Payment May Apply to Debt thatisNotDue .. = = " . 151
- To Whom Right to Choose Belongs o R K

How Applicnion is, Made 151




Article 1253
Article 12584
Payment by Cession
Article 1258
Requisites of Cession in Payment
Classification of Cession
Effects of Cession
Cession Distinguished from Cession”
Tender of Payment and Conszgnanan
Article 1256 '
Article 1257
Article 1258

Tender of Payment Distinguished from COI‘NQU:I!IOH

Requisites of Valid Consignation
Tender of Payment Without Consignation
When Consignation Alone Extinguishes the Obligation
Article 1259
Article 1260
Article 1261
Effect of Withdrawal After Consignation
Release of Co-Debtors, Guarantors and Sureties
Loss of the Thing Due
Article 1262
Article 1263
What Loss Means
Effect of Loss _
Obligation Extinguished or Not Extinguished
Some Instances When the Law Renders Liability
Despite Fortuitous Event
Article 1264
Article 1265
Article 1266
Article 1267
Article 1268
Article 1269 _
Condonation or Remission of Debt
Article 1270
Essential Requisites
Classes of Remission
Article 1271
Article 1272
Article 1273 - 1274
Confusion or Merger of Rights
Article 1275
Requisites of a Valid Merger
Article 1276
Article 1277
Compensation
Artic!c 1278 -
Compensation Distinguished from Payment -

Compensation Distinguished from Me
~ Classification nf Compcnsa\mn o7 rger
Article 1279 - R

Requisites of lcgal Cumpcnsmm., e S

Article 1280
ATl D3R s
Article 1282 o

Artlele J2BY v 0 vl
CArticle 1284 ' :

B )
|\

s
SRS IS Iy o8 ]

N LA

- —r -t o oot poed Gt bk o ok bk o ool o gt i pot et o ooad Gl paed e fd oo o
O sd wd <) Oy Q% L L da b A B ) Ted ted W}

i I A R Ly L A L A A iy A A A L A L

O SR

183
183
183
163
13
tod
18
164

et

18§
188

187

10?
e
.




Article 1285 | 168

Article 1286 168
Article 1287 S 168
Article 1288 o 169
Article 1289 169
Article 1290 169
Novation - : 169
Article 1291 O R 169
Dual Function of Novation | , LRSS 170
Kinds of Novation ek 170
Requisites of Novation =~ : 170
Kinds of Novation as to Form MY 171
Article 1292 ) . 171
Article 1293 172
Article 1294 : 172
Article 1295 ; i 172
Kinds of Substitution of Debtor o ol 172
Delegacion , 7 172
Expromission 173
Article 1296 3 , ‘ 174
Article 1297 | 174
Article 1298 - £ o 175
Article 1299 ‘ 175
Article 1300 : 175
Article 1301 . 175
Kinds of Subrogation 176
Article 1302 . 176
Article 1303 : i - 176,
Article 1304 g b ik 176
Exercises g 177
- Part Two v
CONTRACTS v
6 Introduction to Contracts 193
7 General Provisions .
© - Article 1305 , 195
Contract Defined” QIR : 195
Elements of Contract . 196
Stages in the Life of a Contract ‘ 196
Basic Principles of a Contract £ 197
Different Kinds of Contracts : : 197
Article 1306 i 199
Concept of Liberty of Contract ' 199
v_Contrary to Law . ‘ . 200

.ContrarytoMorals _ R 200

- Good: Customs 200
Pubhc Ordcr 201
otes 'Public’ Pohcy 201
St 'Artncle1307 e T T A T SR - 201
- .Kinds of Contracts Accordmg o Namc €SBt s 202
A Kinds of lnnommate Contracts = w0 200
e .'Article 1308 - e AR s 1202 -
<+ Concept of Mumahty of Contracts bt A AR - ZO?K
it et "'Article1309 T SR S R e e o 08
: "'-"-',f.,.fArncle R [ N e e e St it S S e S L

Dctenmnmlon of a Contract by Thlrd Pcrson D ey ig;




Article 1311 : ' 203

- Parties Bound by the Contract 204
Exceptions 205
Stipulation Pour Autrui ; 205

_ Requisites ; ) 205
Article 1312 , bt 206
Article 1313 ' o 206
Article 1314 . 206
Article 1315 . 206
How Contracts are Perfected 207
Perfection of Consensual Contracts ' 207
Consequences or Effects of Pcrfcctlon , ) 207
Article 1316 . > A - 207
Deposit, Pledge and Commodatum Defined , 207
Perfection of Real Contracts - 208

Article 1317 208
Contracts Entered Into in the Name of Another 209
Unenforceable Contracts g 209

Exercises : : ' 210

8 Essential Requisites of Contracts ,
Article 1318 213
Consent '

Article 1319 ‘ ‘ 2, - . 213
Concept of Consent - ' 214
Requisites of Consent v 214
Nature of Offer S , 214
Nature of Acceptance 214
Perfection If Sent by Letter or Telegram 215
Expedition Theory and Cognition Thcory : 216
Revocation of Acceptance 216

Article 1320 216
How Acceptance is Made | 217

Article 1321 - 217

- Article 1322 217
Acceptance of Offer Made Thru an Agent : 218

Article 1323 218

Effect of Death, Civil Interdiction, Insolvency or
‘Insanity Before Acceptance is Conveyed 218
Other Instances When Offer Becomes Ineffective 218
Article 1324 218
Rules in Case of an Offer to Sell 219
Option Contract and Option Money 219
Article 1325 ; 220
Article 1326 R 220
Article 1327 220
Article1328 f Sl 220
Article 1329 . PRI S P - 420
. Classes of Voudable Contmct e A A e 220
Persons Incapacitated to (.onscm :['_-, G R AT ¥ ||
' Uncmmc!paled Minors . B vy RS |

- Examples of Valid Contraus l‘mcred Imn' SR e B
: by Unemancipated Mm()rs v YR}
~ Principle of Estoppel S SP LR TR | i
* Ingune or Demented Persoriy - -~ - 0 2
- Drunk, llypnoumd l’cmmx :7‘ R : YT S
Deaf-Mutes .- o S A 24

Somc Pummu E:pc{:lally l)lsquuliﬂml hy Law . LT3R




224

Article 1330 :
Article 1331 e 225
Mistake Defined Fohent 225
Requisites for Mistake to Vitiate Consent 0Tk 226
R Mistake of Fact AT Y 226
- Substantial Error 226
Article 1332 . 227
Article 1333 ‘ 227
Article 1334 P MR N MG e 228 -
When Mistake of Law is Analogous to Mistake of Fact el 278
Requisites for Mutual Error to Vitiate Consent it 228
Article 1335 . it 228
Article 1336 R TR T s Rl - 229
Distinguish Violence from lntlmldanon oy tor Lt 229
Requisites for Violence to Vitiate Consent LT 930
Requisites for Intimidation to Vitiate Consent <aC. Ll 230
Threat to Enforce Thru Competent Authority Lalialaio 230
Article 1337 il i 230
Requisites of Undue Influence to Vitiate Consent - <= . 23]
Circumstances to Consider SEER 23]
Undue Influence by Third Person ' ‘ WasE 231
Article 1338 231
Kinds of Fraud at the Time of Perfection ‘ el 939
Requisites of Dolo Causante YE-wiE} ardatd. 232
Article 1339 233
Article 1340 43485 {2 233
Article 1341 : yiukpadomd il L L 42 234
Article 1342 D Tl LA N T 7'
Article 1343 s il Rt . 234
Article 1344 Rk it s g . . 234
Article 1345 TR . 238
- Article 1346 ’ 3% v 235
Simulation Defined e T 235
Kinds and Effects of Simulation ' , 235
Object of Contracts g ;
Article 1347 5t ; : - ’ 236
Article 1348 : 236
Article 1349 ‘ = 236
Requisites of Valid Object SN 237
Examples of Things Outside the Commerce of Men 237
Future Inheritance:as Object ' 237
‘Cause of Contracts , ’ TSR ,
. g Article 1350 ; 238
S D e '_. _‘ -~ Cause and Object Dlstmgmshed X : ‘ 239
R - Classification ofComractsasto Causc s IR s 0239
Article 1351 A SRR e 239
- Cause sttmgu:shed from Motlvc AT AT it e 1240
Article 1382 - =T S s A IRt 240,
_Article 1353 - 240
" Requisites of Cause AR 240
- Want of Cause, Unlawful Causc and False Causc et 240
Article 1354 . 0 Fh s T, 241
CauschedNot beStated PRI D, e ; 22::
241

Article 1355
i Lcs:on Dcf ncd ;




¢  Form of Contracts

Article 1356 : 243
Importance of Form 244

Examples of Formal Contracts 8 245

Article 1357 i sy 245
Article 1358 . it il i 2 246

Exercises : T 247
10 Reformation of Instruments
Article1359. = = [ vew t , 253
Article 1360 L e e e 253
Reformation Defined : = o . 253
Reformation Distinguished from Annulment ey 254
Requisites of Reformation i 254,
Article 1361 , , : 254
Article 1362 F— ; 255
Article 1363 . - 255
Article 1364 255
Article 1365 . _ AT 255
Article 1366 255
Article 1367 - 1369 255
1 Interpretation of Contracts
Articles 1370 - 1379 257
~ ‘Defective Contracts
12 Rescissible Contracts &

Kinds of Defective Contracts 261
Article 1380 262
Requisites of Rescission 262

Article 1381 262
Rescissible Contracts . 263

"Article 1382 264
Requisites of Premature Payment 265

Article 1383 ' 265
Article 1384 ’ 265
Article 1385 265

Article 1386 265

Article 1387 265
Requisites for Rescission of Contracts Made 266

In Fraud of Creditors ' 266

: Presumptions of Fraud in Rescissible Contracts 266
Badges of Fraud , ERE 267

Who Can Bring Action for Rescission : . 268

Article 1388 - 268

Article 1389 / : 268

Prescnptwc Penod for Resc:ssmn Rt 268

13. ‘ Voidable Contncts

270

. Article 1390, . Ew R RN
Voidable Contracts Defi tied ST . g
Distinguish Annulmcnt fmm Rcscnssxon PEER 270

Artlcle 1391 b L G A .' N ORS¢ )
; Prescnptwe Penod SEOR e o bR R ey
o AR AI9R Y T e i 271

Conﬁrmauon, Rauf cation and Acknuwledgmcm S Ry i




Ardicke 1393 2
a7t

Kinds of Ratificaton
r\c; sites of Ratification of & Viod wdabie Contract m
Articke 13894 . 139 m
Article 1397 273
- Persoss Whe May Ask for Annulment ' ‘ m
Article 1398 273
A rﬁdt [ R m
Effects of Annuiment 73
Article 1400 M4
Article 1401 by
Article 1402 274
Article 14003 2758
Unenforceable Distinguished from Voidable
and Rescicudie Contracs 2
Kinds of Unenforceabic Contracts 277
Statute of Frauds m
Aim and Obsect of the Statute of Frauds . 3N
Chief Charsctenistic of the Statote of Frauds m
Basnc Principics Concemning the Statute of Frauds 278
Sestus of Contracts 278
Contracts Covered by the Statute of Frauds 278
Sufficiency of the Note or Memorandum 282
Article 1404 282
Article 1408 283
Ratification of Contrascts Infringing the Statute of Frauds 283
Article 1408 283
Article 1407 283
Article 1408 184
1§ Void Contracts :
Special Classification of Void Contrscts 285
Void Distingeished from Resassible Coatract 283
Void Distinguished from Veidable Contract 286
Void Distinguishad from Unenforceable Contract 286 !
Article 1409 287 r
Some Charscteristics of 8 Voud Contract 287 (
Simulated Contract 288 ’
Article 1410 - 289 C
Article 1411 289 e
Kinds of egal Contradts 259
81!:::2: of Lm*wx Vchcﬂ: There is Criminal Offense 289 ' B
291 .
4 ey
293 4 mn
’ as
an
~ent
frac

‘ jos | _ ove




