G.R. No. 195909. September 26, 2012 (Case Brief / Digest)

### Title:
**Commissioner of Internal Revenue vs. St. Luke’s Medical Center, Inc.: A Taxation Law
Case**

### Facts:

St. Luke’s Medical Center, Inc. (St. Luke’s) is a hospital in the Philippines organized as a
non-stock, non-profit corporation dedicated to charitable, benevolent, and scientific
purposes. It encountered a legal battle over tax assessments made by the Bureau of Internal
Revenue (BIR) for the year 1998. The BIR assessed St. Luke’s deficiency taxes amounting to
P76,063,116.06, which was later reduced to P63,935,351.57 through the course of the trial.
After the BIR failed to act on St. Luke’s administrative protest within the prescribed period,
St. Luke’s appealed to the Court of Tax Appeals (CTA). The BIR argued that under Section
27(B) of the National Internal Revenue Code (NIRC), St. Luke’s, being a proprietary non-
profit hospital, should be subject to a 10% preferential tax rate, asserting that only 13% of
its revenues were for charitable purposes and claiming it operates for profit. St. Luke’s
countered that its income does not inure to the benefit of any individual and that it is
primarily charitable in nature, thus maintaining its tax exemption under Sections 30(E) and
(G) of the NIRC. The case went through the CTA’s First Division, the CTA En Banc, and
finally to the Supreme Court on petitions filed by both parties.

### Issues:

1. Whether St. Luke’s Medical Center, Inc. is entitled to exemption from income tax under
Sections 30(E) and (G) of the NIRC.

2. If not exempt, whether St. Luke’s is subject to the preferential 10% tax rate on its taxable
income under Section 27(B) of the NIRC.

### Court’s Decision:

The Philippine Supreme Court partly granted the BIR’s petition but based its decision on
grounds different from those presented. The Court ruled that Section 27(B) of the NIRC
does not remove the income tax exemption of proprietary non-profit hospitals under
Sections 30(E) and (G). Instead, it subjects the income of such institutions from profit
activities to a preferential tax rate of 10%. The Court found that St. Luke’s cannot be
considered operated exclusively for charitable purposes, because a significant portion of its
revenue comes from paying patients. Therefore, St. Luke’s is liable to pay the deficiency
income tax based on the 10% preferential rate under Section 27(B) for its for-profit
activities. However, St. Luke’s was found to have relied in good faith on a previous BIR
opinion, thus exempting it from surcharges and interest on the deficiency tax.
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### Doctrine:

1. **Exclusivity for Charitable Purpose**: A non-stock, non-profit institution can lose its
income tax exemption if it is not operated exclusively for charitable purposes, as required by
Sections 30(E) and (G) of the NIRC.

2. **Preferential Tax Rate under Section 27(B)**: Proprietary non-profit hospitals are
subject to a 10% preferential tax rate on their taxable income from profit activities as per
Section 27(B), notwithstanding their exemption from income tax on their non-profit
operations under Section 30 of the NIRC.

### Class Notes:

- **Non-stock, Non-profit Definition**: Corporations where no part of income is distributable
to members but used for furtherance of the organization’s purposes.

- **Preferential Tax Rate**: Taxation mechanism reflecting the government’s recognition of
the partial operation of certain institutions for profit, imposing a fixed lower rate than the
corporate income tax.

- **Charitable Purpose**: Activities that lessen government burden by providing benefits to
an indefinite number of persons in a way that improves their well-being or access to
essential services.

### Historical Background:

This case concerns the interpretation and application of Sections 27(B) and 30(E), (G) of the
NIRC, reflecting the Philippines’ legal framework on the taxation of proprietary non-profit
hospitals. The decision emphasizes the balance between recognizing the charitable
contributions of such institutions and ensuring fair taxation on profit-generating operations.
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