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SECOND DIVISION

[ G.R. No. 144662, October 13, 2003 ]

SPOUSES EFREN MASON AND DIGNA MASON, PETITIONERS, VS.
THE HONORABLE COURT OF APPEALS AND COLUMBUS
PHILIPPINES BUS CORPORATION, RESPONDENTS.

DECISION
QUISUMBING, J.:

This petition for review assails the decision,[!] dated May 12, 2000, of the Court of

Appeals and its resolution[2] dated August 25, 2000 in CA-G.R. SP No. 54649
denying petitioners' motion for reconsideration. The decision set aside the

decision[3] of the Regional Trial Court of Pasay City, Branch 112, in Civil Case No.
98-1567 and directed said court to conduct further proceedings on the complaint for
rescission of lease contract.

The antecedent facts of the case, as found by the Court of Appeals, are as follows:

Petitioners spouses Efren and Digna Mason owned two parcels of land located along
Epifanio delos Santos Avenue in Pasay City. On March 30, 1993, petitioners and
private respondent Columbus Philippines Bus Corporation (hereafter Columbus)
entered into a lease contract, under which Columbus undertook to construct a
building worth ten million pesos (P10,000,000) at the end of the third year of the
lease. Because private respondent failed to comply with this stipulation, the
petitioners on November 13, 1998, filed a complaint for rescission of contract with
damages against private respondent before the Regional Trial Court of Pasay City,
docketed as Civil Case No. 98-1567. Summons was served upon private respondent
through a certain Ayreen Rejalde. While the receiving copy of the summons
described Rejalde as a secretary of Columbus, the sheriff's return described Rejalde
as a secretary to the corporate president, duly authorized to receive legal processes.

Private respondent failed to file its answer or other responsive pleading, hence
petitioners filed a motion to declare private respondent in default. The motion was
granted and petitioners were allowed to present evidence ex-parte. Thereafter, the
case was submitted for decision.

On April 22, 1999, the trial court rendered its decision whose dispositive portion
reads:

WHEREFORE, premises considered, judgment is hereby rendered in favor
of the plaintiffs and against defendant declaring the contract of lease
rescinded, terminated and cancelled, and ordering defendant:

1. To pay plaintiffs the amount of P10 Million which is the value of the
building which defendant failed to construct on the Ileased



properties, as and by way [of] actual damages;

2. To pay plaintiffs the amount of P63,862.57 beginning November
1998 until defendant and the sub-lessee vacate the leased property
by way of reasonable compensation for the use of the properties;

3. and all other persons and entities claiming rights under it, to
surrender possession to plaintiffs and to vacate the leased
premises;

4. to pay plaintiffs the amount of P300,000.00 as and by way of moral
damages;

5. to pay plaintiffs the amount of P100,000.00 as and by way of
exemplary damages;

6. to pay plaintiffs attorney's fees in the amount of P100,000.00; and

7. to pay the cost of suit.

SO ORDERED.[4]

That decision became final on May 12, 1999. The following day, private respondent
filed a motion to lift order of default, which was opposed by petitioners. The trial
court ordered the parties to submit their respective memoranda. However, without
waiting for the same, the trial court on May 26, 1999, denied the motion to lift order
of default, thus:

It appearing that the decision rendered by this Court on April 27, 1999
became final and executory on May 12, 1999, defendant's Motion to Lift
Order of Default is hereby DENIED. Concomitant thereto, plaintiffs'
Motion for Execution is hereby GRANTED.

The Order of this Court on May 21, 1999 allowing the parties to file their
respective memoranda within ten (10) days from May 21, 1999 is hereby
revoked and set aside, since the incidents can be resolved based on the
records.

WHEREFORE, let a writ of execution issue to enforce and implement the
final and executory decision rendered by this Court on April 27, 1999.

SO ORDERED.[>]

Private respondent filed a motion for reconsideration, which was denied. Undaunted,
private respondent filed a manifestation and motion to lift the writ of execution. It
suffered the same fate as the motion for reconsideration for being dilatory. The
branch sheriff was directed to proceed with the enforcement of the decision.

Private respondent appealed to the Court of Appeals, which ruled in its favor, thus:

WHEREFORE, the petition is GRANTED; the decision in Civil Case No. 98-
1567 and all the proceedings therein, including the order of default and
writ of execution, are SET ASIDE. The court a gquo is ORDERED to require



petitioner to file its answer and thereafter to conduct further appropriate
proceedings with reasonable dispatch.

SO ORDERED.[®]

The Court of Appeals held that the trial court erred when it denied private
respondent's motion to lift order of default. The appellate court pointed out that
private respondent was not properly served with summons, thus it cannot be faulted

if it failed to file an Answer. Section 11, [7] Rule 14 of the 1997 Rules of Civil
Procedure requires that service of summons upon domestic private juridical entity
shall be made through its president, managing partner, general manager, corporate
secretary, treasurer or in-house counsel. Since service upon private respondent was
made through a certain Ayreen Rejalde, a mere filing clerk in private respondent's
office, as evidenced by the latter's employment record, such service cannot be
considered valid. Consequently, the subsequent proceedings, including the order of
default, judgment by default and its execution, were also invalid because the trial
court did not acquire jurisdiction over private respondent. Besides, judgments by
default are not favored, especially so when there is a prima facie showing that the
defaulting party has a meritorious defense, which in this case was grounded on the
contract of lease sued upon, said the Court of Appeals.

Petitioner filed a motion for reconsideration, but to no avail. Hence, this petition for
review averring that the Court of Appeals erred in:

I. ... HOLDING THAT THERE WAS NO VALID SERVICE OF SUMMONS UPON
PRIVATE RESPONDENT COLUMBUS PHILIPPINES BUS CORPORATION

II. ... NOT HOLDING THAT THERE WAS VALID SERVICE OF SUMMONS
CONFORMABLY WITH THE SUBSTANTIAL COMPLIANCE RULE.

III. ... HOLDING THAT WITH THE ADOPTION OF SECTION 11, RULE 14 OF THE
1997 RULES OF CIVIL PROCEDURE, THE SUBSTANTIAL COMPLIANCE RULE NO
LONGER APPLIES.

IV. ... NOT HOLDING THAT JURISDICTION WAS ACQUIRED OVER PRIVATE
RESPONDENT COLUMBUS PHILIPPINES BUS CORPORATION AND THAT ITS

MOTION TO LIFT ORDER OF DEFAULT LACKS MERIT.[8]
The issues in this case may be succinctly stated as follows:

a. Whether there was valid service of summons on private respondent for the
trial court to acquire jurisdiction, and

b. Whether private respondent's motion to lift order of default was in order.

On the first issue, petitioners contend that while Section 11, Rule 14 of the 1997
Rules of Civil Procedure clearly specifies the persons authorized to receive summons
on behalf of a private juridical entity, said provision did not abandon or render
inapplicable the substantial compliance rule. Petitioners cite Millenium Industrial

Commercial Corporation v. Tan,[°] and maintain that this Court, by referring to E.B

Villarosa & Partner Co., Ltd. v. Judge Benito,[10] effectively ruled that said provision
is the statement of the general rule on service of summons upon corporation and



the substantial compliance rule is the exception. Petitioners claim that this Court, in
an array of cases, upheld the substantial compliance rule when it allowed the
validity of the service of summons on the corporation's employee other than those
mentioned in the Rule where said summons and complaint were in fact seasonably
received by the corporation from said employee. Petitioners insist that technicality
must not defeat speedy justice.

Petitioners stress that even though the summons was received by a mere filing clerk
in private respondent's corporation, there was substantial compliance with Section
11, Rule 14 because the summons actually reached private respondent. This can be
gleaned from private respondent's motion to lift order of default where private
respondent did not question the validity of the service of summons but explained in
paragraph three thereof that its failure to answer the complaint was due to its
impression that the case would not be pursued by petitioners because the

corporation already made payments to them.[11]

From said averment, according to petitioners, private respondent in effect admitted
that it received the summons. Notwithstanding this, private respondent did not file
its answer to the complaint, said the petitioners. This is tantamount to negligence
which the court cannot tolerate, petitioners conclude. There being valid service of
summons, the Regional Trial Court acquired jurisdiction over private respondent,
according to petitioners.

Petitioners further contend that the Court of Appeals' reliance on E.B Villarosa &

Partner Co., Ltd. v. Judge Benito,!12] in denying their motion for reconsideration was
misplaced, because the factual milieu in said case was different from that in the
instant case. In Villarosa, according to them, there was no showing of actual receipt
by the defendant corporation of the summons while in this case, private respondent
actually received the summons.

Private respondent counters that nowhere in the Millenium case did this Court
expressly state or remotely imply that we have not abandoned the doctrine of
substantial compliance. Private respondent claims that petitioners misquoted the
portion of the Millenium decision where this Court cited the Villarosa case, to make
it appear that the Villarosa ruling, which provides an interpretation of Section 11,
Rule 14 of the 1997 Rules of Civil Procedure, states the general rule on the service
of summons upon corporations where the substantial compliance rule is the
exception. Private respondent avers that what this Court discussed in the Millenium
case was the rule on service of summons under the old Rules of Court prior to the
promulgation and effectivity of the 1997 Rules of Civil Procedure. The Millenium case
held that as a general rule, service upon one who is not enumerated in Section 13,

[13] Rule 14 of the then Rules of Court is invalid, according to private respondent.
An exception is when the summons is actually received by the corporation, which
means that there was substantial compliance with the rule. Private respondent
stresses that since the exception referred to the old rule, it cannot be made to apply
to the new rule, which clearly specifies and limits the persons authorized to receive
the summons in behalf of the corporation.

Neither can petitioners rely on Millenium to justify their theory, adds private
respondent, because at the time the complaint in this case was filed with the trial
court, the 1997 Rules of Civil Procedure were already in effect. The case law



