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Stipulating a penalty clause based on the principle of party
autonomy is considered a tool for confronting breach of
contract and one of the means for compensation for
damages, which sometimes also takes on a punitive
character. However, doubts exist regarding the legitimacy
of excessive penalty clauses. A group of researchers,
considering the foundations for the legitimacy of penalty
clauses and the explicit text of Article 230 of the Civil
Code, deem them valid and binding. Conversely, another
group has raised objections to such clauses and sought
their legal and judicial moderation. Employing a
descriptive-analytical method, the present study examines
and evaluates both approaches, while undertaking a
critical assessment of the efforts and arguments advanced
by the second group. It argues that such attempts are
inconsistent with the clear wording of Article 230 of the
Civil Code. On this basis, it appears that the invalidation
or moderation of excessive penalty clauses cannot be
successfully achieved through the proposed foundations,
from the perspective of judges. Rather, this would require
the articulation of new theoretical foundations and,
importantly, a legislative re-enactment of Article 230 of
the Civil Code.
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Extended Abstract

Introduction

The penalty clause is an established institution in contract law, whereby
parties pre-determine the compensation for damages resulting from a
breach of obligation. Its primary benefit lies in facilitating and
guaranteeing compensation while avoiding the difficulties of proving
actual loss. Beyond its compensatory function, a penalty clause can also
assume a punitive character. However, in some instances, this punitive
aspect becomes excessive, and the stipulated amount is set in an
unconventional and exorbitant manner, creating judicial doubt.

Article 230 of the Iranian Civil Code, the principal legal basis for judicial
decisions regarding penalty clauses, stipulates that if the parties have
agreed on the determination of damages, the court cannot condemn the
obligor to pay more or less than the stipulated amount. The apparent
meaning of this article indicates a firm acceptance of the principle of party
autonomy and denies the judge any discretionary power to modify the
clause. Nevertheless, judicial rulings in recent years show that judges have
not always adhered to this provision when facing excessive penalty
clauses. Instead, by invoking various legal and jurisprudential principles,
they have sometimes resorted to modifying or even invalidating such
clauses.

This research is shaped by the following question: To what extent are the
jurisprudential foundations and evidence cited by courts to counter
excessive penalty clauses compatible with the content of Article 230 of
the Civil Code? And, setting aside Article 230, are these arguments
defensible from the perspective of legal logic? The hypothesis of the
research is that a significant portion of these foundations, although
presented with the motivation of realizing contractual justice and
protecting the weaker party, lack legal and argumentative solidity. Relying
on them cannot justify setting aside the ruling of Article 230.

Method

This research is descriptive-analytical and has been conducted with a
critical approach. The research data comprises three main categories: first,
relevant legal texts; second, selected judicial rulings addressing the issue
of modifying or invalidating excessive penalty clauses; and third, legal
doctrine and jurisprudential sources related to the topic.

The data collection method was documentary and library research. The
selection of judicial rulings was based on the criterion of direct relevance
to the core issue—namely, excessive penalty clauses. In analyzing the
data, an effort was made to extract, categorize, and then evaluate the
courts' arguments in terms of their compatibility with the content of
Article 230 and the general principles of contract law. The analysis was



conducted in a manner that, while maintaining fidelity in quoting the
rulings, also involved critique and commentary on the judicial reasoning,
highlighting its strengths and weaknesses.

Findings

The research findings indicate that the jurisprudential foundations cited by
courts to counter excessive penalty clauses can generally be placed into
two main categories. The first category relies on certain general principles
of contract law or jurisprudential rules to invalidate the penalty clause.
Within this category, arguments such as the clause being speculative,
unreasonable, or lacking equilibrium between the mutual considerations
are observed. An examination of these reasons reveals that they primarily
stem from an incorrect interpretation of the content of general rules or a
misapplication of these rules to the specific case of excessive penalty
clauses.

The second foundational approach considers the clause to be valid in
principle but asserts that the judge has the authority to intervene and
modify it. According to this basis, courts have ruled to reduce the penalty
amount by citing reasons such as the presumed intent of the parties, an
emphasis on the compensatory nature of the penalty clause, and the
prevention of unjust enrichment. Although this approach may appear to be
a moderate and just solution on the surface, legal analysis shows that these
foundations also conflict with the explicit text of Article 230 of the Civil
Code. Without clear legislative support, they lead to instability and
unpredictability in judicial rulings.

Thus, the findings clearly show that judicial precedent in this area lacks
sufficient unity and coherence. In similar cases, rulings have sometimes
invalidated the clause, sometimes modified it, and sometimes ordered its
full enforcement. This inconsistency indicates the absence of a common
theoretical foundation and the reliance of judges on personal
interpretations. At the same time, the data shows that a common concern
in most of these rulings has been confronting unjust situations and
protecting the weaker obligor—a concern that requires a clear legislative
response.

Conclusion

The main conclusion of the research is that countering excessive penalty
clauses, although justified from the perspective of contractual justice and
preventing abuse, lacks the necessary and sufficient legal value in the
foundations currently used in judicial rulings to limit or nullify the parties'
agreement and oppose the ruling of Article 230 of the Civil Code. An
expansive interpretation of general rules or scattered references to
jurisprudential concepts, without a revision of the legal basis, not only
fails to solve the problem but also leads to legal instability and weakens
the predictability and soundness of rulings.



The research findings indicate that a fundamental solution to the problem
of excessive penalty clauses depends more on explicit legislative
intervention and a statutory revision of Article 230 of the Civil Code than
on judicial creativity. Such an amendment should provide for limited,
regulated, and predictable judicial intervention in specific cases. This
reform could establish a reasonable balance between party autonomy and
contractual justice and prevent the confusion in judicial precedent.
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