G.R. No. L-31305. May 10, 1990 (Case Brief / Digest)

### Title:
Hospital de San Juan de Dios, Inc. v. Commissioner of Internal Revenue

### Facts:

The case began when, on January 15, 1959, the Commissioner of Internal Revenue assessed
the petitioner, Hospital De San Juan De Dios, Inc., a deficiency income tax payment of
P51,462 for the years 1952 to 1955. The petitioner contested this assessment, leading to a
revision by the Commissioner on November 8, 1960, which reduced the amount to
P16,852.41. Despite further protestations, this revised assessment was upheld by the
Commissioner.

On September 18, 1965, seeking further redress, the petitioner took the case to the Court of
Tax Appeals (CTA). The crux of the case revolved around whether certain administrative
expenses incurred by the petitioner, which engaged in both taxable and non-taxable
operations, could be deducted. Specifically, it involved the treatment of income from
hospital operations and a nursing school (non-taxable) against income from rentals,
interests, and dividends (taxable).

The CTA, in its decision on August 29, 1969, ruled in favor of the Commissioner, stating that
the expenses for handling income solely from dividends and interests were not deductible as
business or administrative expenses. This was under the premise that these were not
incurred in “carrying on any trade or business”. Following a denied motion for
reconsideration by the petitioner, the case was elevated to the Supreme Court for review.

### Issues:

1. Whether the receipt of interests and dividends by the petitioner constituted the carrying
on of a “trade or business” that would allow the administrative expenses incurred for their
realization to be deductible.

2. Whether the factual findings of the Court of Tax Appeals regarding the petitioner’s
management and handling of its investments mandate affirmance of its decision.

### Court’s Decision:

The Supreme Court affirmed the decision of the Court of Tax Appeals in totality. It
concurred with the CTA’s findings that the petitioner did not demonstrate through
competent proof that its handling of dividends and interests amounted to “carrying on a
trade or business.” The Court highlighted the absence of evidence regarding the active
management of investments which could have potentially classified the activities as business
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operations.

Moreover, the Supreme Court agreed with the CTA that the nature of the petitioner’s
activities relegated it to a passive investor status, particularly as the interests and dividends
were incidental to its primary operation of hospital and nursing schools. This incidental
income did not meet the threshold of engaging in a “trade or business” required for
deducting administrative expenses under Section 30 of the Revenue Code.

### Doctrine:

This case clarified the interpretation of “carrying on any trade or business” under Section
30 of the Revenue Code regarding the deductibility of administrative expenses. It
established that passive income from investments such as dividends and interests, when
incidental to a non-profit organization’s primary charitable activities, does not qualify as
being derived from a “trade or business” for the purpose of expense deductions.

### Class Notes:

- Income Types: Distinguish between taxable and non-taxable income sources for
organizations.

- Deductions: Understand the criteria under Section 30 of the Revenue Code for expenses to
be deductible, i.e., must be incurred in “carrying on any trade or business.”

- Passive vs. Active Income: Recognize the difference between passive income (incidental
dividends and interests) and income actively derived from business operations.

- Legal Interpretation: Notice how legal entities’ primary mission (e.g., charitable, non-
profit) influences tax obligations and deductions.

### Historical Background:

This case sheds light on the tax obligations of institutions that engage in both taxable and
non-taxable activities. In the Philippine context, it emphasizes the importance of delineating
between active business operations and passive investment income, especially for non-profit
entities whose primary goals are not profit-driven. The decision reflects the judiciary’s
approach to upholding the statutory intentions of tax law, ensuring entities cannot
indiscriminately deduct expenses unless clearly aligned with active business operations.
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