G.R. No. 87098. November 04, 1996 (Case Brief / Digest)

### Title:
**Encyclopaedia Britannica (Philippines), Inc. vs. National Labor Relations Commission, et
al.**

### Facts:

Encyclopaedia Britannica (Philippines), Inc. (EBI), a company engaged in the sale of
encyclopedias, employed Benjamin Limjoco as a Sales Division Manager responsible for
managing sales representatives and promoting EBI’s products. Limjoco received
commissions for sales made by his team and was allowed to use EBI’s brand identity, but
office expenses were deducted from his commissions. On June 14, 1974, Limjoco resigned to
focus on his own business.

On October 30, 1975, Limjoco filed a complaint with the Department of Labor and
Employment (DOLE) against EBI claiming unpaid separation pay and other benefits, and
challenging illegal deductions from his commissions. Limjoco argued that he was an
employee of EBI and entitled to termination pay, holiday bonuses, clothing allowance,
vacation and sick leave.

EBI contended that Limjoco was not an employee but an independent dealer who managed
his own business and staff and operated independently of EBI’s direct control.

On December 7, 1982, Labor Arbiter Teodorico Dogelio ruled in Limjoco’s favor, finding an
employer-employee relationship and awarding Limjoco various benefits including unpaid
bonuses, leave, and separation pay.

EBI appealed to the National Labor Relations Commission (NLRC), which affirmed the
Labor Arbiter’s decision on December 28, 1988.

Displeased with NLRC'’s decision, EBI filed a petition for certiorari with the Supreme Court,
which issued a temporary restraining order on April 3, 1989, to prevent the enforcement of
NLRC'’s decision.

### Issues:

1. **Existence of an Employer-Employee Relationship**: Whether the NLRC erred in
determining that Limjoco was an employee of EBI rather than an independent contractor.

2. **Entitlement to Benefits**: If an employer-employee relationship existed, whether the
NLRC erred in affirming the awards granted by the Labor Arbiter.
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##4# Court’s Decision:

1. **Existence of Employer-Employee Relationship**: The Supreme Court focused on the
“control test” to determine whether an employer-employee relationship existed. Elements of
the relationship included selection and engagement, payment of wages, power of dismissal,
and importantly, control over the employee’s conduct. The Court found that EBI did not
exercise control over the means and manner of Limjoco’s work. Limjoco was free to conduct
his business, hire his employees, and was compensated based on the results of his efforts,
indicating that he was not under EBI’'s control. The memoranda and guidelines issued by
EBI were deemed necessary for consistency and did not establish actual control over
Limjoco’s operations. Thus, the Court concluded that Limjoco was an independent
contractor.

2. *Entitlement to Benefits**: Given that Limjoco was not an employee, he was not entitled
to the benefits typically available to employees. The previously cited awards from the Labor
Arbiter, including unpaid bonuses, leave, clothing allowance, and separation pay, were
reversed.

The Supreme Court thus granted EBI’s petition, reversing and setting aside the decision of
the NLRC.

### Doctrine:

- **Control Test**: An employer-employee relationship exists where the employer reserves
the right to control not only the end to be achieved but also the manner and means to be
used in reaching that end (Investment Planning Corporation of the Philippines vs. Social
Security System).

##4# Class Notes:

- ¥*Key Elements of Employer-Employee Relationship**:

1. Selection and engagement of the employee

2. Payment of wages

3. Power of dismissal

4. Power to control the employee’s conduct (most crucial element, also known as the
“control test”)

**Relevant Case Law**:
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- Vallum Security Services vs. NLRC

- Cosmopolitan Funeral Homes, Inc. vs. Maalat

- Opulencia Ice Plant and Storage vs. NLRC

- Investment Planning Corporation of the Philippines vs. Social Security System

### Historical Background:

This case is situated within the context of evolving labor laws in the Philippines concerning
the distinctions between employees and independent contractors. It emphasizes the
judiciary’s role in ensuring that labor rights are protected, while also acknowledging the
flexibility needed by businesses in structuring work arrangements.

This decision underscores the importance of the control test in determining the nature of
work relationships amid a landscape of varied employment arrangements and continues to
guide the interpretation and enforcement of labor laws in the country.
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