G.R. No. 208936. April 17, 2017 (Case Brief / Digest)

### Title: Herma Shipyard, Inc. and Mr. Herminio Esguerra vs. Danilo Oliveros et al.

### Facts:

The case involves Herma Shipyard, Inc., a domestic corporation engaged in shipbuilding
and repair, and several of its employees holding various positions. On June 17, 2009, the
employees filed a complaint for illegal dismissal, regularization, and non-payment of service
incentive leave pay against the company and Mr. Herminio Esguerra. They contended they
were regular employees dismissed from employment and that the company circumvented
their right to security of tenure through fixed-term contracts suggesting they were project-
based employees. The company argued that the employees were project-based, tied to
specific projects that had concluded.

The Labor Arbiter initially dismissed the complaint, finding that the employees were project-
based, a decision affirmed by the National Labor Relations Commission (NLRC). However,
upon a petition to the Court of Appeals (CA), the decision was reversed, categorizing the
employees as regular, citing continuous and necessary work to the operation of Herma
Shipyard’s business. The CA ruling was contested, leading to a Supreme Court review.

### Issues:

1. Were the employees project-based, thus validly terminated upon the project’s completion?
2. Did the employees become regular due to the nature of their tasks and continuous
rehiring?

3. Is the extension clause in the contract indicative of regular employment?

4. Does the doctrine of separate juridical personality absolve Mr. Herminio Esguerra from
liability?

### Court’s Decision:

The Supreme Court granted the petition, siding with Herma Shipyard. It clarified the
definition and conditions of project-based employment, noting that the employees were
informed of their project-based status upon hiring and the contracts specifically outlined the
projects’ scope and duration. The Court disagreed with the CA’s conclusion that the nature
of the employees’ work and their repeated rehiring made them regular employees,
emphasizing that rehiring for different projects does not automatically confer regular status.
The extension clause was deemed consistent with project employment, intended to ensure
project completion rather than extend employment indefinitely. The Supreme Court
reinstated the Labor Arbiter’s decision, dismissing the complaint for lack of merit.
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### Doctrine:

The decision reiterated key principles regarding project-based employment:

- Employees are considered project-based if hired for a specific project with a determined
duration, fully communicated at the time of hiring.

- Repeated rehiring for different projects does not automatically convert project-based
employment into regular status.

- The validity of project-based employment contracts is not diminished by the tasks’
necessity to the business.

### Class Notes:

1. **Project-Based Employment:** Defined under Article 294 (formerly Article 280) of the
Labor Code, is employment fixed for a specific project or undertaking with a defined
duration, known to the employee at the commencement of employment.

2. ¥Regularization:** Employees become regular if engaged to perform activities usually
necessary or desirable in the employer’s business, except where employment is fixed for a
specific project.

3. **Rehiring:** Repeated and successive rehiring of project employees for different projects
does not automatically grant regular employment status.

4. *Employment Contracts:** The specific project or undertaking’s completion or
termination must be determined at the time of the engagement.

5. ¥*Doctrine of Separate Juridical Personality:** In labor disputes, this doctrine may isolate
corporate officers from liability, provided no malicious or bad faith conduct is shown.

### Historical Background:

The case emerged within the context of the Philippines’ evolving jurisprudence on labor
relations, specifically the fine line between project-based and regular employment. It
highlights the tension between employers’ flexibility in hiring for specific projects and
protecting workers’ rights to security of tenure, reflecting broader themes in labor law
concerning regularization and contractual employment practices.
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