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Abstract:

This study examines the "Penalty Clause" as one of the
most significant contractual guarantees in contemporary
commercial law. It aims to clarify its legal nature and
the conditions of its legitimacy in light of the major
legislative transformations in the Kingdom of Saudi
Arabia, primarily the issuance of the Civil Transactions
System. The research problem emerges in the attempt to
reconcile the principle of "pacta sunt servanda" with the
judiciary's authority to intervene to restore contractual
balance. Using a descriptive, analytical, and
comparative methodology, the study concludes that the
penalty clause in the Saudi system is a contractual
compensation contingent upon the existence of damage,
and that the judge's authority to modify it is a mandatory
power related to public order.
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