G.R. No. L-21601. December 28, 1968 (Case Brief / Digest)

Title: Nielson & Company, Inc. v. Lepanto Consolidated Mining Company
Facts:

Nielson & Company, Inc. (Nielson) entered into a management contract with Lepanto
Consolidated Mining Company (Lepanto) whereby Nielson was to manage and operate
Lepanto’s mining properties for five years, with an option to renew for another five. The
contract stipulated that Nielson would receive a monthly fee and a percentage of the net
profits, including dividends declared.

During WWII, the Lepanto mines were destroyed to prevent Japanese forces from utilizing
them. This destruction was considered a force majeure event under the contract, which
provided for suspension of the contract’s terms during such events. After the war, Nielson
sought to resume its management work, while Lepanto took over exclusive management,
effectively canceling the contract with Nielson.

Nielson filed a case asserting claims for unpaid fees and seeking to enforce the terms of the
management contract, including the post-war extension of the contract term. After
proceedings at the trial court level, the case was elevated to the Supreme Court on appeal
by Nielson.

Issues:

1. Whether the management contract between Nielson and Lepanto was lawfully terminated
by Lepanto in 1945.

2. Whether the management contract was merely suspended or also extended because of
the war and the period of such suspension and/or extension.

3. Whether Nielson’s claims were already time-barred (prescripted) at the time of the filing
of the complaint.

4. Whether Nielson is entitled to compensation based on cash and stock dividends.

5. The correct interpretation of the management contract’s provisions concerning the
payment of Nielson’s compensation and whether such payment can be made in shares of
stock.

6. Entitlement of Nielson to attorney’s fees.

Court’s Decision:

The Supreme Court held in its original decision on December 17, 1966, and maintained in
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the resolution of the motion for reconsideration that:

1. The management contract was not a contract of agency but a lease of services, and thus
could not be unilaterally terminated by Lepanto.

2. The management contract was suspended during the war due to the force majeure
clause, and the period of such suspension lasted until the adverse effects of the war on the
mining operations ceased, thereby extending the contract term.

3. Nielson’s claims had not prescribed due to the operation of the moratorium law and were
not yet time-barred.

4. Nielson is not entitled to the award of shares as stock dividends but rather should receive
payment based on the cash value of such dividends, considering shares of stock that form
part of stock dividends cannot legally be issued to a non-stockholder like Nielson in
exchange for services rendered.

5. The resolution modified the original award by holding that Nielson should be awarded a
specific cash amount instead of shares of stock.

6. Nielson is awarded P50,000.00 as attorney’s fees given the circumstances of the case.

Doctrine:

1. Contracts should be interpreted according to their terms and conditions as clearly
stipulated by the parties, and where there is ambiguity, the interpretation more adequate to
render it effectual should be adopted.

2. Agency is a preparatory contract not just limited to the management services but also
includes responsibilities like executing juridical acts on behalf of another. Lease of work or
services mainly contemplates material acts.

3. The rule of suspending the prescriptive period due to a moratorium, as provided by law or
Supreme Court jurisprudence, effectively extends the period within which a party can
commence legal action for claims.

4. Shares of stock forming part of stock dividends declared by a corporation cannot be
issued in payment for services rendered by a non-stockholder.

Class Notes:

- Management contracts, if containing a force majeure clause, can be suspended in the
occurrence of such events defined within that clause.

- The rule that a party may not change its theory on appeal is critical to ensure legal
proceedings are conducted fairly and upon issues framed by the parties.
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- A contract of lease of services does not establish a principal-agent relationship where the
agent has authority to act on behalf of the principal. It is a contract where one party renders
services to another for compensation.

- Statutory provisions, such as those in Section 16 of the Corporation Law regarding the
issuance of stock dividends, govern how a party may receive compensation and in what
form, preventing the issuance of stock dividends to a non-stockholder as a form of payment
for services.

Historical Background:

The case emerged from a post-WWII context where the Philippines was recovering from the
destruction caused by the war, and businesses were attempting to enforce contracts
affected by the war. The management contract between Nielson and Lepanto featured a
continuation clause relating to force majeure, which became a point of litigation when the
mines operated by Lepanto, under Nielson’s management, were destroyed as part of the
war efforts against the Japanese occupation. The subsequent legal proceedings highlighted
how businesses and the legal system addressed the continuation and suspension, as well as
termination of contracts that were disrupted by wartime events. It also showcased the
application of legal principles in the context of the moratorium laws that affected the
obligations arising during and immediately following the period of war.
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