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Title: **Evanglista et al. v. Santos**

Facts:
The case involves minority stockholders of the Vitali  Lumber Company, Inc.,  located in
Zamboanga,  Philippines,  initiating  legal  action  against  the  company’s  principal  officer,
Rafael Santos. Santos, holding more than 50% of the company’s stocks while serving as its
president, manager, and treasurer, was accused of mismanagement and misuse of company
assets,  leading  to  the  corporation’s  downfall  and  the  diminution  of  its  stock  value.
Representing  their  individual  interests,  the  plaintiffs  sought  an  accounting  of  Santos’
administration of corporate affairs, compensation equivalent to the value of their respective
stockholdings based on the assets’ value, and litigation costs. They alleged Santos allowed
the corporation’s lumber concession to lapse, causing the loss of company assets including
machinery, buildings, warehouses, and trucks.

The case was filed citing Santos’s residence in Rizal Province for determining venue, though
he argued his true residence was Iloilo City. The lower court dismissed the complaint based
on improper venue and lack of cause of action, a decision the plaintiffs appealed.

Issues:
1. Whether the chosen venue for the case was appropriate.
2. Whether minority shareholders have the right to sue for damages on behalf of themselves
instead of the corporation.

Court’s Decision:
1. **On Venue**: The Supreme Court held that the venue was improperly laid, referencing
Section 1 of Rule 5 of the Rules of Court, which should be based on the defendant’s actual
residence. It emphasized that a defendant could only be “found” in a location for venue
purposes if they have no residence within the Philippines. Since Santos had a residence in
Iloilo City, the action should have been filed there.

2. **On Cause of Action**: The Court noted that damages resulting from mismanagement
should ideally be claimed by the corporation itself. However, it acknowledged the concept of
a derivative suit, where shareholders can sue on behalf of the corporation if its managers
refuse  to  take  action.  The  plaintiffs’  demand  for  damages  based  purely  on  their
stockholdings, without seeking to address corporate debts or pursue a lawful dissolution
first, was premature and not actionable.

Doctrine:
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This  case  consolidated  the  principle  that,  in  shareholder  derivative  suits,  damages
recovered  are  for  the  benefit  of  the  corporation,  not  individual  shareholders,  unless
corporate debts are settled and it is lawfully dissolved. Additionally, it underscored the
importance of correctly determining a defendant’s residence for laying venue in personal
action lawsuits.

Class Notes:
–  **Derivative  Suit  Principle**:  Shareholders  can  initiate  legal  action  on  behalf  of  a
corporation if its officers, who are responsible for suing, refuse to act or are the subjects of
the lawsuit. Any recovered damages belong to the corporation.
–  **Venue in Personal  Actions**:  The venue for  personal  actions is  determined by the
defendant’s actual residence, not where they may be temporarily found unless they have no
Philippine residence.
–  **Section  16  of  the  Corporation  Law**:  No  dividend  or  asset  distribution  among
shareholders is permissible except from surplus profits, and not until all debts are settled
and the corporation is dissolved.

Historical Background:
This  case reflects  judicial  scrutiny  over  corporate  management  and shareholder  rights
within Filipino corporations. It highlights the procedural nuances in Philippine corporate
litigation,  including  venue  determination  and  the  avenue  for  minority  shareholders  to
challenge managerial misconduct, safeguarding both corporate and shareholder interests
amidst mismanagement.


