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Title: Philippine Health Care Providers, Inc. vs. Commissioner of Internal Revenue

Facts:  Philippine  Health  Care  Providers,  Inc.  (petitioner),  a  Health  Maintenance
Organization (HMO), was established to deliver prepaid health care services to enrolled
members. Members pay an annual fee and receive medical services, which the petitioner
either  provides  directly  or  arranges  through  affiliated  providers.  The  petitioner  was
assessed deficiency taxes, including Value-Added Tax (VAT) and Documentary Stamp Tax
(DST), for the taxable years 1996 and 1997 totalling P224.7 million by the Commissioner of
Internal Revenue (respondent).

The petitioner protested, claiming it should not be subjected to VAT and DST as it is not an
insurance company. The Court of Tax Appeals partially granted the protest, ordering the
petitioner  to  pay  deficiency  VAT  but  cancelling  the  DST  assessment.  The  respondent
contested the cancellation of DST. The Court of Appeals ruled that petitioner’s health care
agreements were akin to non-life insurance contracts and subject to DST, ordering the
petitioner to pay. In a prior Supreme Court decision dated June 12, 2008, the Court affirmed
that petitioner’s agreements were treated as insurance contracts, thus subject to DST.

Petitioner filed a motion for reconsideration, supported by arguments centered on their role
as an HMO, not an insurance company, and that their health care agreements should not be
taxed under Section 185 of the NIRC, drawing from legislative intent and jurisprudence.
Additionally, the petitioner availed of a tax amnesty under RA 9480, which could render the
assessment moot.

Issues:
1. Whether Philippine Health Care Providers, Inc., as an HMO, is engaged in the insurance
business and subject to DST under Section 185 of the 1997 NIRC.
2. Whether the agreements between the petitioner and its members are insurance contracts
within the context of the Insurance Code.
3. Whether the legislative intent supports the imposition of DST on health care agreements
of HMOs.
4. Whether the tax amnesty under RA 9480 extinguishes petitioner’s liability for DST for the
taxable years 1996 and 1997.

Court’s  Decision:  The Court  granted the motion for  reconsideration.  It  found that  the
petitioner, as an HMO, was not transacting the business of insurance, and hence, should not
be subject to DST on its health care agreements. The Court held that the nature of the
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petitioner’s  primary  service—provision  of  preventive,  diagnostic,  and  curative  medical
services for a fixed prepaid premium—did not constitute an insurance business as it did not
transfer indemnity risks to the petitioner. The presence of elements like risk assumption and
payment  of  benefits  does  not  necessarily  make  an  HMO  an  insurance  company.
Furthermore,  the  Court  considered  the  historical  understanding  and  interpretation  of
Section 185, noting that there was no discernible legislative intent to impose DST on HMOs.
Lastly, the tax liability, including DST, was extinguished by the petitioner’s availment of the
tax amnesty under RA 9480.

Doctrine:  HMOs  are  not  engaged  in  the  insurance  business,  and  their  health  care
agreements are not insurance contracts subject to Documentary Stamp Tax under Section
185  of  the  1997  National  Internal  Revenue  Code.  The  tax  amnesty  under  RA  9480
extinguishes the tax liabilities, including DST, for taxable years 2005 and prior.

Historical Background: When the law imposing DST was first enacted (in 1904), HMOs and
their health care agreements were not in existence in the Philippine jurisdiction. It was only
substantially  later  that  HMOs  became  operational  in  the  Philippines,  yet  subsequent
amendments  to  the  DST law did  not  specifically  include HMOs within  its  scope.  This
legislative history suggests that when the DST law was enacted and even when amended,
there  was  no  intent  by  the  legislature  to  tax  health  care  agreements  under  the  DST
provisions.

Class Notes:
– Section 185 of the 1997 Tax Code: Imposes a DST on certain insurance policies, except
life, marine, inland, and fire insurance. The provision requires a policy of insurance or an
obligation of the nature of indemnity and a party transacting the business of specific types
of insurance.
– RA 7875 (National Health Insurance Act of 1995): Defines an HMO as an entity providing
medical services needed by plan members for a fixed prepaid premium, thus distinguishing
its role from traditional insurers.
–  Insurance  Code,  Section  2:  Details  the  definition  and  elements  of  “doing  insurance
business.”
– Constitution, Article II, Section 15 and Article XIII, Section 11: Emphasize the state’s
responsibility  to  protect  and  promote  the  right  to  health  and  to  provide  affordable
healthcare services, underlining the societal value of HMOs which offer medical services for
a prepaid fee.
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The Supreme Court’s decision reversed the Court of Appeals and canceled petitioner’s 1996
and  1997  DST  assessments,  highlighting  the  importance  of  distinguishing  between
insurance companies and HMOs, strict interpretation of tax laws, legislative intent, and the
goal  of  making  essential  health  services  available  to  the  people.  The  case  reiterates
principles of statutory construction, the taxonomy of HMOs and insurance entities, and the
role of tax amnesty legislation.


