THIRD DIVISION

[ CA-G.R. SP NO. 129833, November 11, 2014 ]

DIGILINE, INC., PETITIONER, VS. WID ELECTRIC & TECHNICAL
SERVICES CO., INC., RESPONDENT.

DECISION
DE GUIA-SALVADOR, R, J.:

Filed pursuant to Rule 42 of the 1997 Rules of Civil Procedure, the appeal at bench

seeks the reversal and setting aside of the Decision[l] dated April 15, 2013 of the
Regional Trial Court of Quezon City, Branch 222 (court a quo), in Civil Case No. Q-

09-64488, which affirmed the Decision[2] dated December 2, 2008 of the
Metropolitan Trial Court of Quezon City, Branch 37.

The Facts

Markonsult, Inc. (Markonsult) entered into a contract with the International
Broadcasting Corporation (IBC 13) for the latter's computerization project for a
total sum of One Million Four Hundred Ninety Seven Thousand One Hundred Fifty
Pesos (P1,497,150.00).3 In turn, Markonsult contracted the services of respondent
WID Electric and Technical Services Co., Inc. (WID Electric) to supply the
hardware and software components for the said computerization project. Pursuant
thereto, WID Electric delivered to IBC 13 all the computers and servers needed for
the project and likewise engaged the services of Digiline, Inc. (Digiline) to supply
the following software systems, namely: (i) Accounting Software; (ii) Personnel
Information System; (iii) Time and Attendance; (iv) Payroll System; and (v) Stock
Inventory System, for a total sum of Three Hundred Thirty Five Thousand Five
Hundred Pesos (P335,500.00). On August 14, 2003, Digiline accepted the
undertaking and committed to finish the software phase within an eighty day period
or until December 3, 2003. Thereafter, WID Electric paid the full contract price to

Digiline.[4]

However, problems arose due to Digiline's failure to finish the software systems
within the agreed time frame. Hence, WID Electric sent letters to Digiline
complaining about the delay and requesting it to give the computerization project
preferential attention. Furthermore, a meeting between the representatives of WID
Electric and Digiline was held on June 17, 2004 wherein the parties discussed the
modifications to the software systems, as well as the remedial measures that will
enable the completion of the project without any further delay. Subsequently,
Digiline sent to WID Electric a Letter dated June 23, 2004, confirming the matters
discussed in the June 17 meeting and likewise promising to "xxx provide you [WID
Electric] the SRS [software systems] for PIS [Personnel Information Sheet] and TIS
[Time and Attendance Sheet] by Friday, June 25, 2004 for your transmittal to IBC

13."[5] This promise notwithstanding, Digiline failed to comply with its undertaking.
Hence, on June 30, 2004, WID Electric wrote to Digiline warning the latter that IBC



13 has threatened to cancel the computerization project due to the delays in the
completion of the software systems.[®] Another letter was sent on July 8, 2004
requesting for the immediate submission of the other software systems.[”]

Meanwhile, on July 9, 2004, IBC 13 sent a letter to Markonsult demanding the
immediate completion of the project under threats of cancellation thereof. The same
demand was forwarded by WID Electric to Digiline on July 15, 2004, accompanied
by a warning that the penalties, damages and charges due to the cancellation of the

contract shall be imposed against Digiline.[8] On August 3, 2004, IBC 13 made good
its threat and cancelled the contract. Hence, WID Electric demanded from Digiline
the return of the full payment (P335,500.00) it had made to the latter, but the same

was unheeded.[°]

On April 27, 2005, WID Electric filed a Complaint[1°] for Recovery of Sum of Money
before the Metropolitan Trial Court of Quezon City (MeTC) praying for the return of
the amount of P335,500.00 that it paid to Digiline for the software systems. WID
Electric likewise sought to recover P55,000.00 as recoupment of the lost income due
to the aborted transaction; P100,000.00 as moral and exemplary damages;

P33,550.00 as attorney's fees; as well as the costs of suit.[11]

On August 17, 2005, Digiline filed its Answer,[12] asserting that the Complaint states
no cause of action and claiming that it was not a party to the main contract between
IBC 13 and Markonsult, much less was a contract forged between it and IBC 13.
Furthermore, it avers that the percentage of work it delivered to WID Electric
evinces its desire to comply with its obligations to the latter. In fact, the delay in the
completion of the software system was attributable to WID Electric and IBC 13, the
latter not being able to formulate its requirements or provide sufficient and
complete information regarding its desired processes, and imposing modifications
midway through the project's development.

On December 2, 2008, the Metropolitan Trial Court (MeTC) ruled in favor of WID
Electric, finding that the pieces of evidence it presented are more preponderant than
those submitted by Digiline. Furthermore, the MeTC refused to give credence to the
claims of Digiline that it was asked to do things not originally included in the
contract, thereby causing delay in the completion of the project. Anent this claim,
the trial court held that Digiline should have notified WID Electric of its refusal to
comply with the additional obligations/modifications to justify its non-performance
thereof. There being no objections, it was bound to comply with the contract
according to its tenor. The MeTC rendered its decision, the dispositive portion of
which reads:

"WHEREFORE, judgment is hereby rendered in favor of the plaintiff and
against the defendant, ordering the latter to pay the plaintiff:

The amount of Three Hundred Thirty Five Thousand Five Hundred Pesos
(Php335,500.00) Pesos, plus interest at the rate of 12% per annum to be
computed from the filing of this complaint until the whole amount shall
have been paid;

The amount of Thirty Three Thousand Five Hundred Fifty (Php33,550.00)



Pesos for and as attorney's fee; and

The costs of suit.

SO ORDERED."[13]

Aggrieved by the Decision, Digiline filed an appeal before the court a quo.[14]

The RTC Decision

On April 15, 2013, the court a quo rendered the assailed Decision,[15] affirming the
ruling of the MeTC, succinctly ratiocinating in this wise:

XXX XXX XXX

"Foremost, the Court notes that assuming there were
modifications to the contract between the parties as contended to
by defendant-appellant [Digiline], the same does not alter the
ultimate conclusion that [Digiline] failed to completely fulfill its
obligation to plaintiff-appellee [WID Electric]. Further, the Court
opines that the meeting on June 17, 2004 between the parties effectively
novated their original agreement as to the terms and conditions thereof,
particularly the time when [Digiline] should fulfill his end of the contract.

Under the original contract[,] which is the Purchase Order, the parties
agreed on a period of eighty (80) days or until December 3, 2003 for the
completion of the project. The Court notes that the parties did not
accomplish the aforesaid deadline and the issue of whose fault is that has
in the mind of the Court, been rendered moot by the subsequent meeting
of the parties on June 17, 2004, wherein the parties agreed to a June 25,
2004 deadline for [Digiline] to completely comply with his [sic]
obligations. Thus, considering that the purchase price was already
fully paid and was not amended by the parties, [Digiline's] failure
to deliver the SRS for PIS, TAS and Payroll System on the period
agreed upon constitutes failure to fulfill its obligation.

[Digiline's] argument that it is neither privy to the contract
between Markonsult, Inc and IBC 13 nor between Markonsult, Inc
and [WID Electric] is misplaced. First, it cannot deny that it is
fully aware that [WID Electric's] contract with it is an adjunct of

the latter's project involving IBC 13."[16] xxx (Emphasis supplied)

XXX XXX XXX

The Issues

Undeterred, Digiline filed the instant Petition for Review,[17] seeking the reversal of
the ruling of the court a quo, on the following errors, to wit:



I. xxx "THE LOWER COURTS COMMITTED SERIOUS AND
REVERSIBLE ERROR IN FINDING THE PETITIONER LIABLE TO
RETURN THE MONEY PAID FOR SERVICES RENDERED, DUE TO THE
CANCELLATION OF THE CONTRACT BETWEEN MARKONSULT INC
AND IBC 13 WHICH PETITIONER IS NOT A PARTY TO;

II. xxx THE LOWER COURTS COMMITTED SERIOUS AND
REVERSIBLE ERROR IN ATTRIBUTING DELAY ON THE PART OF
THE PETITIONER WITHOUT TAKING INTO CONSIDERATION THE
SUBSEQUENTLY ISSUED MODIFICATIONS LIST PETITIONER HAD
TO INTEGRATE TO AN ALREADY COMPLETE SOFTWARE SYSTEM;

III. xxx THE LOWER COURTS COMMITTED SERIOUS AND
REVERSIBLE ERROR IN FINDING THE PETITIONER LIABLE TO PAY
THE RESPONDENT THE FULL AMOUNT OF THREE HUNDRED
THIRTY FIVE THOUSAND PESOS DESPITE HAVING COMPLIED
SUBSTANTIALLY WITH THE UNDERTAKING BASED ON THE
ORGINAL AGREEMENT, UNDER THE PRINCIPLE OF QUANTUM

MERUIT."[18]

The crux of the matter rests on whether or not Digiline is liable to return the full
amount of the contract price (P335,500.00) based on its failure to complete the
software phase of the IBC 13 computerization project.

Digiline maintains that it should not be held responsible for the cancellation of the
contract as it was not a party thereto, and had no privity with either IBC 13 or
Markonsult, who are the main parties to the computerization project. Moreover,
Digiline avers that the delay in the completion of the project was due to the

modifications suddenly imposed by WID Electric and IBC 13.[1°9] Lastly, Digiline
asserts that the amount it received from WID Electric was given in payment of the
services it rendered in the development of the software systems. Similarly, the
amount of work it performed shows that it substantially complied with its obligation
in good faith, and pursuant to Article 1234 of the New Civil Code,[20] it may recover
as though there had been a strict and complete fulfillment of its obligation, less the
damages suffered by WID Electric. Digiline likewise asserts that the principle of
guantum meruit applies for which it may recover a reasonable value for the services

it rendered.[21]

On the other hand, respondent WID Electric did not file its Comment.[22]
The Court's Ruling

Upon a meticulous scrutiny of the records, We find the instant appeal bereft of
merit.

Digiline was Subcontracted by WID
Electric to Develop the Software
Systems for the Computerization
Project of IBC 13



Digiline was subcontracted by WID Electric to provide the software systems for the
computerization project of IBC 13. Notably, as can be gleaned from the records,
Digiline was well aware that the software systems were being developed by it for
IBC 13. In fact, the Purchase Order given by WID Electric to Digiline described the

project as the "IBC Software Development".[23] Similarly, the correspondence
between Digiline and WID Electric contained references to the fact that the software

systems were being created for IBC 13.[24] Furthermore, Digiline had meetings with
IBC 13.[25] Accordingly, as the software developer, Digiline directly communicated
with IBC 13 to know the latter's requirements and needs.[26] No less than Digiline

admitted that it worked in close conjunction with the personnel of IBC 13.[27] wID
Electric and Digiline were even called to a meeting by the representatives of IBC 13,
including its lawyer, wherein the latter expressed strong doubt that Digiline could
finish the program considering its delay in the submission of the software systems,

despite the written promise of its general manager.[28] In addition, WID Electric
frequently transmitted IBC 13's demands/requests to Digiline. When the project
started to suffer from delays, WID Electric notified Digiline that "IBC 13 was pushing
for the timely completion of the PIS [Personnel Information Sheet], TAS [Time and

Attendance Sheet] and Payroll systems xxx."[29] Similarly, when IBC 13 threatened
Markonsult/WID Electric of the cancellation of the project, WID Electric immediately

notified Digiline thereof.[30]

Digiline Delayed in the Completion of
the Software Systems Thereby
Prompting IBC 13 to Cancel the
Contract for the Computerization
Project

The proximate cause that led to the cancellation of the computerization project was
the non-completion of the software systems by Digiline. Particularly, in a Letter
dated August 4, 2004, WID Electric notified Digiline's General Manager that in a
meeting held with IBC 13, the following lapses were observed, among others, that
(i) "the software development project started in July 2004 and remained unfinished
to date; (ii) after working for over a year, it is only now that [software systems] are
prepared; (iii) while software developer GM [general manager] promised to provide
SRS on June 25, 2004, they completed them after a long 28 days; (iv) meetings on
the project were often cancelled by the non-availability of the software developer
who has not made any technical visit this year. Considering that simple SRS could
not be submitted on time and had to be late by 28 days and considering the non-
availability of the software developers, client [IBC 13] strongly doubts software
developer can finish programs in 48 days. xxx Client therefore elected to cancel

project rather than suffer further delay."[31] Evidently, the reason behind the
cancellation of the computerization project was Digiline's failure to complete the
software programs on time.

Furthermore, no less than Digiline admits its failure to complete the software
programs, yet shifts the blame to the modifications imposed by IBC 13/WID Electric

midway in the project.[32] Digiline claims that the imposition of modifications
"rendered it impossible and futile" for it to complete the project.[33]

We are not persuaded. Digiline was notified by WID Electric as early as May 31,



