G.R. No. 202454. April 25, 2017 (Case Brief / Digest)

Title: California Manufacturing Company, Inc. vs. Advanced Technology Systems, Inc.

Facts:

California Manufacturing Company, Inc. (CMCI) leased a Prodopak machine from Advanced
Technology Systems, Inc. (ATSI) in August 2001. The lease was set at a monthly rental of
PHP 98,000 exclusive of tax. After consistent payments, CMCI defaulted in June 2003,
leading to unpaid rentals from June to September 2003.

ATSI filed a Complaint for Sum of Money against CMCI to collect unpaid rentals. CMCI’s
motion to dismiss the complaint was denied by the Regional Trial Court (RTC), which
determined that a trial on merits was necessary. CMCI then filed an Answer, claiming that
ATSI was essentially the same as Processing Partners and Packaging Corporation (PPPC), a
toll packer of CMCI products. CMCI argued that it had an unsettled account with PPPC,
which should legally compensate ATSI’s claim for unpaid rentals.

The RTC ruled in favor of ATSI, ordering CMCI to pay the unpaid rentals, interest,
attorney’s fees, and litigation costs. The ruling stated that legal compensation did not apply
to different legal entities without proof of authorization to offset debts. CMCI’s appeal to the
Court of Appeals (CA) was denied, with the appellate court upholding the RTC’s decision but
deleting the award of attorney’s fees for lack of justification.

CMCI subsequently appealed to the Supreme Court.

Issues:

1. Whether the doctrine of corporate veil should be pierced, treating ATSI and PPPC as the
same entity.

2. Whether there was sufficient evidence to justify the application of the legal compensation
doctrine.

3. Whether attorney’s fees should be granted to ATSI.

Court’s Decision:

The Supreme Court affirmed the CA’s decision; the Petition was denied for lack of merit.
The Supreme Court ruled that CMCI failed to prove the requirements to justify the piercing
of the corporate veil. The Court found ATSI and PPPC to be distinct entities and no evidence
of fraud or control by the Spouses Celones over ATSI’s financial policies. The legal
compensation was not applicable due to the lack of mutuality of parties and uncertainties
regarding PPPC’s debt to CMCI.
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Doctrine:

1. The doctrine of corporate personality must be respected unless it is used to commit fraud,
protect fraud, or defend a crime.

2. In legal compensation, debts must be liquidated and demandable for compensation to

apply.

Class Notes:

Key concepts:

- Corporate veil piercing requires clear proof of domination to justify injustice, fraud, or
crime.

- Legal compensation under Article 1279 of the Civil Code requires mutual debts,
liquidated, and demandable.

- Alter ego principle: a corporation is treated as a mere instrumentality or adjunct of
another when it lacks separate will or existence.

Historical Background:

This case reflects the application of the principles of corporate personality and legal
compensation. It indicates a shift in CMCI’s strategy upon a management change and the
court’s reluctancy to pierce the corporate veil without concrete evidence of misuse of
corporate identity. The dispute arose during a period of business transition and raised
critical questions about the limits of corporate liability and the reach of legal compensation
where separate corporate entities are involved.
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