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Title: Manila Railroad Company v. City of Dagupan, et al.

Facts:
The Manila Railroad Company (plaintiff and appellant) appealed to the Supreme Court of
the Philippines for the refund of P87.60 paid under protest as real estate taxes to the City of
Dagupan (defendants and appellees). The legal contention arose from the interpretation of
plaintiff’s charter, particularly Act No. 1510, which includes a provision on tax exemption
for properties owned or operated under its concession or franchise. The appellant insists on
an unqualified tax exemption on all properties it owns.

The case initially emerged from the imposition of real estate taxes on Cadastral Lots Nos.
8942, 8713, 3212, 358, 357, 4193, 6369, and 6444, which are located in Dagupan City and
leased  by  the  Manila  Railroad  Company  to  private  individuals.  The  Manila  Railroad
Company petitioned the Court of First Instance of Pangasinan arguing that these properties
should be exempt from real estate taxes based on its charter. The lower court rendered a
decision dismissing the company’s claim for a refund, leading to the appeal before the
Supreme Court.

Issues:
The legal  debate centered on the interpretation of  the plaintiff’s  charter  to  determine
whether certain parcels of land leased to private individuals are exempt from real estate
taxation. The main question was whether the tax exemption clause of the charter applied
generally to all properties owned by the Manila Railroad Company or was limited to those
properties utilized for the purpose defined in its franchise.

Court’s Decision:
The Supreme Court rejected the company’s broad interpretation of the tax exemption. The
Court clarified that the tax exemption was “limited only to such activities pursued,  or
properties held, for the proper accomplishment of the stated purposes of the corporation,”
explicitly “to locate, construct, equip, maintain, and operate certain railways.” The leases of
lands to private individuals did not reflect a use pursuant to the company’s authorized
business as a railroad, and thus were not covered by the tax exemption privilege. Hence, the
Supreme Court affirmed the lower court’s dismissal with costs against the appellant, Manila
Railroad Company.

Doctrine:
The Supreme Court established or reiterated the doctrine that tax exemptions granted to
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certain entities must be construed in light of the purpose for which the tax exemption is
granted. Tax exemptions under a franchise are limited only to properties and activities that
are necessary and used for the operation of the granted franchise and do not extend to
properties leased or used for purposes unrelated to the franchise’s operation.

Class Notes:
– Tax exemptions must be interpreted strictly and are typically limited to the property and
activities that are necessary for the franchise’s operation.
–  The presence of  a  qualifying clause in  a  statutory  tax  exemption indicates  that  the
legislature intended a specific, limited scope for the exemption.
– Acts of a corporation beyond its chartered purposes generally do not receive privileges
granted within the confines of such purposes, such as tax exemptions.
– Relevant Provision: Act No. 1510, particularly the provision establishing a tax exemption
for  properties  owned or  operated under the Manila  Railroad Company’s  concession or
franchise.

Historical Background:
At the time the case was adjudicated, the Philippines had a growing infrastructure that
included the development of railroad systems. The Manila Railroad Company was one of the
primary entities tasked with this expansion. Tax exemptions like the one in Act No. 1510
were common legislative incentives to foster such development. However, the use of such
exemptions by corporations for purposes other than those intended by their franchise raised
issues of public interest, particularly in terms of lost tax revenues. The decision in Manila
Railroad Company v. City of Dagupan espoused the principle that such tax exemptions
should closely align with the purposes for which they were granted.


