G.R. No. L-15270. September 30, 1961 (Case Brief / Digest)

### Title:
**Tose V. Herrera and Ester Ochangco Herrera vs. The Quezon City Board of Assessment
Appeals**

### Facts:

1. **Establishment of Hospital**: On July 24, 1952, the Bureau of Hospitals authorized Jose
and Ester Herrera to establish and operate St. Catherine’s Hospital located at 58 D. Tuazon,
Sta. Mesa Heights, Quezon City.

2. ¥*Request for Tax Exemption**: On January 3, 1953, petitioners requested the Quezon
City Assessor for real estate tax exemption for the lot, building, and other improvements
comprising the hospital, claiming it was established for charitable and humanitarian
purposes.

3. *Initial Exemption Granted**: The exemption was granted for the years 1953, 1954, and
1955 after premises were inspected and deemed to fit the criteria.

4. **Reclassification and Assessment for Tax**: On August 10, 1955, the Quezon City
Assessor informed the petitioners that their properties were reclassified as taxable starting
in 1956, based on Tax Declaration Nos. 19321 to 19322.

5. **Appeal to Board of Assessment Appeals**: Petitioners appealed this reclassification. On
March 31, 1956, the Board of Assessment Appeals affirmed the City Assessor’s decision.
Petitioners’ subsequent motion for reconsideration was denied on March 8, 1957.

6. **Details of Hospital Operations**: The hospital had 32 beds (20 for charity patients and
12 for paying patients). Charity patients were treated for free, whereas paying patients
were charged various fees. Income from paying patients was used to improve charity wards.
The hospital also had a resident physician, and Dr. Ester Herrera, the directress, received
no salary.

7. **School of Midwifery**: The petitioners operated the St. Catherine’s School of Midwifery
within the hospital premises, receiving government recognition on February 1, 1955.
Despite this, the petitioners refused to provide separate financial accounts for the school.

8. ¥*Appeal to Court of Tax Appeals**: Petitioners filed the appeal before the Court of Tax
Appeals, which upheld the Board of Assessment Appeals’ decision, denying the tax
exemption based on dual usage of the property and its income generation from paying
patients and the school.

### [ssues:

1. *Tax Exemption for Hospital**: Whether the St. Catherine’s Hospital should be exempt
from real property tax under the Philippine Constitution’s provisions on property used
exclusively for charitable or educational purposes.
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2. *Usage of Hospital for Residential and Commercial Purposes**: Whether the use of part
of the hospital building as a residence and for other purposes affects the eligibility for tax
exemption.

3. *Qperations and Income of School**: Whether the income generated by St. Catherine’s
School of Midwifery and its shared use of the hospital’s premises impacted the tax-exempt
status of the hospital.

### Court’s Decision:

1. **Tax Exemption for Hospital**: The Court reversed the prior decisions, ruling St.
Catherine’s Hospital eligible for tax exemption. It emphasized that the admission of paying
patients does not negate the hospital’s primary charitable purpose if all funds are devoted to
the hospital’s maintenance as a public charity.

2. **Dual Usage Not Affecting Exemption**: The Court found the mixed usage of the hospital
premises, including residency of petitioners and operation of a school, as incidental and
necessary to the hospital’s charitable and educational purposes, thus not affecting the tax
exemption.

3. *Income from School Operations**: The Court held that material profits derived from the
school did not impact the hospital’s exempt status. The Constitution’s focus was on the
nature of use for religious, charitable, or educational purposes, not the financial profits.

### Doctrine:

1. The Court reiterated that property used exclusively for charitable and educational
purposes is exempt from taxation, even if it generates some income, provided that the funds
are used to support its charitable mission.

2. The scope of tax exemptions for charitable and educational institutions includes
necessary and incidental facilities that directly support their functioning (e.g., housing for
staff, transportation related to school and hospital activities).

### Class Notes:

1. **Key Concepts**:

- Charity and Educational Property Tax Exemption.

- Constitutional Law on Taxation.

- Definition of “Exclusive Use” in Tax Exemptions.

2. **Relevant Statutes/Provisions**:

- **Philippine Constitution**: Exemption clause for properties used exclusively for
charitable or educational purposes.

- **Case Law**: U.S.T. Hospital, St. Paul’s Hospital, and University of Visayas cases
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affirmed principles related to tax-exempt status.

### Historical Background:

This case is rooted in the broader context of property tax laws in the Philippines,
particularly the constitutional provisions exempting certain properties used for religious,
charitable, or educational purposes from taxation. This principle aims to encourage
philanthropy and non-profit activities by reducing the financial burden on institutions
serving public interests. The decision also reflects the judicial interpretation of “exclusive
use” in a way that supports the operational realities of such institutions.
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