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PANGANIBAN, J.:

Proof of the delivery of goods in good order to a common carrier and of their arrival in bad order at their
destination constitutes prima facie fault or negligence on the part of the carrier. If no adequate explanation is
given as to how the loss, the destruction or the deterioration of the goods happened, the carrier shall be held liable
therefor.

Statement of the Case

Before us is a Petition for Review under Rule 45 of the Rules of Court, assailing the July 15, 1998 Decision[1]
and the May 2, 2000 Resolution[2] of the Court of Appealq3] (CA) in CA-GR CV No. 53571. The decreta
portion of the Decision reads as follows:

“WHEREFORE, in the light of the foregoing disquisition, the decision appealed from is hereby REVERSED
and SET ASIDE. Defendants-appellees are ORDERED to jointly and severaly pay plaintiffs-appellants the
following:

‘1) FOUR Hundred Fifty One Thousand Twenty-Seven Pesos and 32/100 (P451,027.32) as actual damages,
representing the value of the damaged cargo, plus interest at the legal rate from the time of filing of the
complaint on July 25, 1991, until fully paid;

‘2) Attorney’ s fees amounting to 20% of the claim; and
‘3) Costs of suit.”"[4]
The assailed Resolution denied petitioner’s Motion for Reconsideration.

The CA reversed the Decision of the Regional Trial Court (RTC) of Makati City (Branch 134), which had
disposed asfollows:

“WHEREFORE, in view of the foregoing, judgment is hereby rendered, dismissing the complaint, as well as
defendant’ s counterclaim.”[5]

The Facts

The factual antecedents of the case are summarized by the Court of Appealsin thiswise:

“On June 13, 1990, CMC Trading A.G. shipped on board the MN ‘Anangel Sky’ at Hamburg, Germany 242

coils of various Prime Cold Rolled Steel sheets for transportation to Manila consigned to the Philippine Steel
Trading Corporation. On July 28, 1990, MN Anangel Sky arrived at the port of Manila and, within the
subsequent days, discharged the subject cargo. Four (4) coils were found to be in bad order B.O. Tally sheet
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No. 154974. Finding the four (4) coils in their damaged state to be unfit for the intended purpose, the
consignee Philippine Steel Trading Corporation declared the same as total |oss.

“Despite receipt of a formal demand, defendants-appellees refused to submit to the consignee's claim.
Consequently, plaintiff-appellant paid the consignee five hundred six thousand eighty six & 50/100 pesos
(P506,086.50), and was subrogated to the latter’s rights and causes of action against defendants-appellees.
Subsequently, plaintiff-appellant instituted this complaint for recovery of the amount paid by them, to the
consignee as insured.

“Impugning the propriety of the suit against them, defendants-appellees imputed that the damage and/or loss
was due to pre-shipment damage, to the inherent nature, vice or defect of the goods, or to perils, danger and
accidents of the sea, or to insufficiency of packing thereof, or to the act or omission of the shipper of the goods
or their representatives. In addition thereto, defendants-appellees argued that their liahility, if there be any,
should not exceed the limitations of liability provided for in the bill of lading and other pertinent laws. Finally,
defendants-appellees averred that, in any event, they exercised due diligence and foresight required by law to
prevent any damage/loss to said shipment.”[6]

Ruling of the Trial Court

The RTC dismissed the Complaint because respondent had failed to prove its claims with the quantum of proof
required by law.[7]

It likewise debunked petitioners counterclaim, because respondent’s suit was not manifestly frivolous or
primarily intended to harass them.[8]

Ruling of the Court of Appeals

In reversing the trial court, the CA ruled that petitioners were liable for the loss or the damage of the goods
shipped, because they had failed to overcome the presumption of negligence imposed on common carriers.

The CA further held as inadequately proven petitioners’ claim that the loss or the deterioration of the goods was
due to pre-shipment damage.[9] It likewise opined that the notation “metal envelopes rust stained and slightly
dented” placed on the Bill of Lading had not been the proximate cause of the damage to the four (4) coils.[10]

As to the extent of petitioners' liability, the CA held that the package limitation under COGSA was not
applicable, because the words “L/C No. 90/02447" indicated that a higher valuation of the cargo had been
declared by the shipper. The CA, however, affirmed the award of attorney’s fees.

Hence, this Petition.[11]
Issues

In their Memorandum, petitioners raise the following issues for the Court’ s consideration:

“Whether or not plaintiff by presenting only one witness who has never seen the subject shipment and whose
testimony is purely hearsay is sufficient to pave the way for the applicability of Article 1735 of the Civil Code;

I
“Whether or not the consignee/plaintiff filed the required notice of loss within the time required by law;
"

“Whether or not a notation in the bill of lading at the time of loading is sufficient to show pre-shipment
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damage and to exempt herein defendants from liability;
v

“Whether or not the “PACKAGE LIMITATION” of liability under Section 4 (5) of COGSA is applicable to
the case at bar.”[12]

In sum, the issues boil down to three:

- Whether petitioners have overcome the presumption of negligence of acommon carrier
- Whether the notice of loss was timely filed

- Whether the package limitation of liability is applicable

This Court’s Ruling

The Petition is partly meritorious.

First Issue:
Proof of Negligence

Petitioners contend that the presumption of fault imposed on common carriers should not be applied on the basis
of the lone testimony offered by private respondent. The contention is untenable.

Well-settled is the rule that common carriers, from the nature of their business and for reasons of public policy,
are bound to observe extraordinary diligence and vigilance with respect to the safety of the goods and the
passengers they transport.[13] Thus, common carriers are required to render service with the greatest skill and
foresight and “to use all reason[a]ble means to ascertain the nature and characteristics of the goods tendered for
shipment, and to exercise due care in the handling and stowage, including such methods as their nature
requires.”[14] The extraordinary responsibility lasts from the time the goods are unconditionally placed in the
possession of and received for transportation by the carrier until they are delivered, actually or constructively, to
the consignee or to the person who has aright to receive them.[15]

This strict requirement is justified by the fact that, without a hand or a voice in the preparation of such contract,
the riding public enters into a contract of transportation with common carriers.[16] Even if it wants to, it cannot
submit its own stipulations for their approval.[17] Hence, it merely adheres to the agreement prepared by them.

Owing to this high degree of diligence required of them, common carriers, as a genera rule, are presumed to have
been at fault or negligent if the goods they transported deteriorated or got lost or destroyed.[18] That is, unless
they prove that they exercised extraordinary diligence in transporting the goods.[19] In order to avoid
responsibility for any loss or damage, therefore, they have the burden of proving that they observed such
diligence.[20]

However, the presumption of fault or negligence will not arise[21] if the loss is due to any of the following
causes: (1) flood, storm, earthquake, lightning, or other natural disaster or calamity; (2) an act of the public enemy
in war, whether international or civil; (3) an act or omission of the shipper or owner of the goods; (4) the character
of the goods or defects in the packing or the container; or (5) an order or act of competent public authority.[22]
Thisisaclosed list. If the cause of destruction, loss or deterioration is other than the enumerated circumstances,
then the carrier isliable therefor.[23]

Corollary to the foregoing, mere proof of delivery of the goods in good order to a common carrier and of their
arrival in bad order at their destination constitutes a prima facie case of fault or negligence against the carrier. If
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no adequate explanation is given as to how the deterioration, the loss or the destruction of the goods happened, the
transporter shall be held responsible.[24]

That petitioners failed to rebut the primafacie presumption of negligence isrevealed in the case at bar by areview
of the records and more so by the evidence adduced by respondent.[25]

First, as stated in the Bill of Lading, petitioners received the subject shipment in good order and condition in
Hamburg, Germany.[26]

Second, prior to the unloading of the cargo, an Inspection Report[27] prepared and signed by representatives of
both parties showed the steel bands broken, the metal envelopes rust-stained and heavily buckled, and the contents
thereof exposed and rusty.

Third, Bad Order Tally Sheet No. 154979[28] issued by Jardine Davies Transport Services, Inc., stated that the
four coils were in bad order and condition. Normally, a request for a bad order survey is made in case thereis an
apparent or a presumed loss or damage.[29]

Fourth, the Certificate of Analysig[30] stated that, based on the sample submitted and tested, the steel sheets found
in bad order were wet with fresh water.

Fifth, petitioners -- in a letter[31] addressed to the Philippine Steel Coating Corporation and dated October 12,
1990 -- admitted that they were aware of the condition of the four coils found in bad order and condition.

These facts were confirmed by Ruperto Esmerio, head checker of BM Santos Checkers Agency. Pertinent
portions of his testimony are reproduce hereunder:

“Q.

Mr. Esmerio, you mentioned that you are a Head Checker. Will you inform the Honorable Court with what
company you are connected?

A.

BM Santos Checkers Agency, sir.

Q.
How is BM Santos Checkers Agency related or connected with defendant Jardine Davies Transport Services?
A.

It is the company who contracts the checkers, sir.

Q.

You mentioned that you are a Head Checker, will you inform this Honorable Court your duties and
responsibilities?

A.

| am the representative of BM Santos on board the vessel, sir, to supervise the discharge of cargoes.

© 2026 batas.org - Philippine Bar Review & Law-School Companion Page 4 of 13
Turn this case into an audio lecture - facts, issues, ruling and doctrine - at batas.org



BATAS.org - Philippine Law Library G.R. No. 143133. June 05, 2002

XXXXXXXXX

Q.
On or about August 1, 1990, were you still connected or employed with BM Santos as a Head Checker?
A.

Yes, Sir.

Q.

And, on or about that date, do you recall having attended the discharging and inspection of cold steel sheetsin
coil on board the MV/AN ANGEL SKY?

A.

Yes, sir, | was there.

XXXXXXXXX

Q.

Based on your inspection since you were also present at that time, will you inform this Honorable Court the
condition or the appearance of the bad order cargoes that were unloaded from the MV/ANANGEL SKY ?

ATTY. MACAMAY:

Objection, Your Honor, | think the document itself reflects the condition of the cold steel sheets and the best
evidenceis the document itself, Y our Honor that shows the condition of the steel sheets.

COURT:

Let the witness answer.
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The scrap of the cargoes is broken already and the rope is loosen and the cargoes are dent on the sides.”[32]

All these conclusively prove the fact of shipment in good order and condition and the consequent damage to the
four coilswhile in the possession of petitioner,[33] who notably failed to explain why.[34]

Further, petitioners failed to prove that they observed the extraordinary diligence and precaution which the law
regquires a common carrier to know and to follow, to avoid damage to or destruction of the goods entrusted to it
for safe carriage and delivery.[35]

True, the words “metal envelopes rust stained and slightly dented” were noted on the Bill of Lading; however,
there is no showing that petitioners exercised due diligence to forestall or lessen the loss.[36] Having been in the
service for severa years, the master of the vessel should have known at the outset that metal envelopesin the said
state would eventually deteriorate when not properly stored while in transit.[37] Equipped with the proper
knowledge of the nature of steel sheets in coils and of the proper way of transporting them, the master of the
vessel and his crew should have undertaken precautionary measures to avoid possible deterioration of the cargo.
But none of these measures was taken.[38] Having failed to discharge the burden of proving that they have
exercised the extraordinary diligence required by law, petitioners cannot escape liability for the damage to the
four coils.[39]

In their attempt to escape liability, petitioners further contend that they are exempted from liability under Article
1734(4) of the Civil Code. They cite the notation *“metal envelopes rust stained and slightly dented” printed on the
Bill of Lading as evidence that the character of the goods or defect in the packing or the containers was the
proximate cause of the damage. We are not convinced.

From the evidence on record, it cannot be reasonably concluded that the damage to the four coils was due to the
condition noted on the Bill of Lading.[40] The aforecited exception refers to cases when goods are lost or
damaged while in transit as a result of the natural decay of perishable goods or the fermentation or evaporation of
substances liable therefor, the necessary and natural wear of goods in transport, defects in packages in which they
are shipped, or the natural propensities of animals.[41] None of theseis present in the instant case.

Further, even if the fact of improper packing was known to the carrier or its crew or was apparent upon ordinary
observation, it is not relieved of liability for loss or injury resulting therefrom, once it accepts the goods
notwithstanding such condition.[42] Thus, petitioners have not successfully proven the application of any of the
aforecited exceptions in the present case.[43]

Second |ssue:
Notice of Loss

Petitioners claim that pursuant to Section 3, paragraph 6 of the Carriage of Goods by Sea Act[44] (COGSA),
respondent should have filed its Notice of Loss within three days from delivery. They assert that the cargo was
discharged on July 31, 1990, but that respondent filed its Notice of Claim only on September 18, 1990.[45]

We are not persuaded. First, the above-cited provision of COGSA provides that the notice of claim need not be
given if the state of the goods, at the time of their receipt, has been the subject of ajoint inspection or survey. As
stated earlier, prior to unloading the cargo, an Inspection Report[46] as to the condition of the goods was prepared
and signed by representatives of both parties.[47]

Second, as stated in the same provision, afailure to file anotice of claim within three days will not bar recovery if
it is nonetheless filed within one year.[48] This one-year prescriptive period also applies to the shipper, the
consignee, the insurer of the goods or any legal holder of the bill of lading.[49]
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In Loadstar Shipping Co., Inc. v. Court of Appeals,[50] we ruled that a claim is not barred by prescription as long
as the one-year period has not lapsed. Thus, in the words of the ponente, Chief Justice Hilario G. Davide Jr.:

“Inasmuch as the neither the Civil Code nor the Code of Commerce states a specific prescriptive period on the
matter, the Carriage of Goods by Sea Act (COGSA)--which provides for a one-year period of limitation on
claims for loss of, or damage to, cargoes sustained during transit--may be applied suppletorily to the case at
bar.”

In the present case, the cargo was discharged on July 31, 1990, while the Complaint[51] was filed by respondent
on July 25, 1991, within the one-year prescriptive period.

Third Issue:
Package Limitation

Assuming arguendo they are liable for respondent’s claims, petitioners contend that their liability should be
limited to US$500 per package as provided in the Bill of Lading and by Section 4(5)[52] of COGSA.[53]

On the other hand, respondent argues that Section 4(5) of COGSA is inapplicable, because the value of the subject
shipment was declared by petitioners beforehand, as evidenced by the reference to and the insertion of the Letter
of Credit or “L/C No. 90/02447" in the said Bill of Lading.[54]

A hill of lading serves two functions. Firgt, it is a receipt for the goods shipped.[55] Second, it is a contract by
which three parties -- namely, the shipper, the carrier, and the consignee -- undertake specific responsibilities and
assume stipulated obligations.[56] In a nutshell, the acceptance of the bill of lading by the shipper and the
consignee, with full knowledge of its contents, gives rise to the presumption that it constituted a perfected and
binding contract.[57]

Further, a stipulation in the bill of lading limiting to a certain sum the common carrier’s liability for loss or
destruction of a cargo -- unless the shipper or owner declares a greater value[58] -- is sanctioned by law.[59]
There are, however, two conditions to be satisfied: (1) the contract is reasonable and just under the circumstances,
and (2) it has been fairly and freely agreed upon by the parties.[60] The rationale for, this rule is to bind the
shippers by their agreement to the value (maximum valuation) of their goods.[61]

It isto be noted, however, that the Civil Code does not limit the liability of the common carrier to afixed amount
per package.[62] In all matters not regulated by the Civil Code, the right and the obligations of common carriers
shall be governed by the Code of Commerce and specia laws.[63] Thus, the COGSA, which is suppletory to the
provisions of the Civil Code, supplements the latter by establishing a statutory provision limiting the carrier’s
liability in the absence of a shipper’s declaration of a higher value in the bill of lading.[64] The provisions on
limited liability are as much a part of the bill of lading as though physically in it and as though placed there by
agreement of the parties.[65]

In the case before us, there was no stipulation in the Bill of Lading[66] limiting the carrier’s liability. Neither did
the shipper declare a higher valuation of the goods to be shipped. This fact notwithstanding, the insertion of the
words “L/C No. 90/02447 cannot be the basis for petitioners' liability.

First, a notation in the Bill of Lading which indicated the amount of the Letter of Credit obtained by the shipper
for the importation of steel sheets did not effect a declaration of the value of the goods as required by the bill.[67]
That notation was made only for the convenience of the shipper and the bank processing the Letter of Credit.[68]

Second, in Keng Hua Paper Products v. Court of Appeals,[69] we held that a bill of lading was separate from the
Other Letter of Credit arrangements. We ruled thus:
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“(T)he contract of carriage, as stipulated in the bill of lading in the present case, must be treated independently
of the contract of sale between the seller and the buyer, and the contract of issuance of a letter of credit
between the amount of goods described in the commercial invoice in the contract of sale and the amount
allowed in the letter of credit will not affect the validity and enforceability of the contract of carriage as
embodied in the bill of lading. As the bank cannot be expected to look beyond the documents presented to it by
the seller pursuant to the letter of credit, neither can the carrier be expected to go beyond the representations of
the shipper in the hill of lading and to verify their accuracy vis-a-vis the commercial invoice and the letter of
credit. Thus, the discrepancy between the amount of goods indicated in the invoice and the amount in the bill
of lading cannot negate petitioner's obligation to private respondent arising from the contract of
transportation.” [ 70]

In the light of the foregoing, petitioners' liability should be computed based on US$500 per package and not on
the per metric ton price declared in the Letter of Credit.[71] In Eastern Shipping Lines, Inc. v. Intermediate
Appellate Court[72] we explained the meaning of package:

“When what would ordinarily be considered packages are shipped in a container supplied by the carrier and
the number of such units is disclosed in the shipping documents, each of those units and not the container
congtitutes the * package’ referred to in the liability limitation provision of Carriage of Goods by Sea Act.”

Considering, therefore, the ruling in Eastern Shipping Lines and the fact that the Bill of Lading clearly disclosed
the contents of the containers, the number of units, as well as the nature of the steel sheets, the four damaged coils
should be considered as the shipping unit subject to the US$500 limitation.

WHEREFORE, the Petition is partly granted and the assailed Decision MODIFIED. Petitioners' liability is
reduced to US$2,000 plus interest at the legal rate of six percent from the time of the filing of the Complaint on
July 25, 1991 until the finality of this Decision, and 12 percent thereafter until fully paid. No pronouncement as to
costs.

SO ORDERED.

Sandoval-Gutierrez, and Carpio, JJ., concur.
Puno, J., (Chairman), abroad, on officia leave.
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