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Teacher’s Key Answers: 2016 Business and Transfer Taxation 1 BUSINESS & TRASFER TAX SOLUTIONS MANUAL Rex B. Banggawan, CPA, MBA Dear Teacher, In lecturing, I strongly advise you to follow the sequencing and chaptering of the book. Please do not follow other concept arrangement as this could confuse your students. The arrangement adopted here is already the optimal concept arrangement. Please emphasize the concept structure in the concept map in the initial page of the book. As you deal with every part of the concept map, generate a summary of the concepts you will discuss in class. Let the students take care of the details to optimize time. The book is self-taught, reasonable students are expected to understand the discussion. Do not give students copy of this manual. The quizzers serve as independent check of student’s understanding and mastery of the concepts. There is no short-cut way to learning. Being able to solve the problem does not necessarily mean true understanding. May I share with you a few the various positive and unsolicited commentaries regarding our tax books: 1. “I am thanking you because without your books, siguradong nahirapan po ako sa taxation… I know you are God’s blessing to me, to us. I hope na marami pa po kayong matulungan na students especially sa taxation.” - May Anne Reyes from UST Manila (Top 7 in the October 2015 CPA Board Exam) 2. “Aminado pu ako wala akong natutunan sa undergrad sa tax kaya binasa ko po ng mabuti yung book nyo during review. Ang galing po ng pagkakaorganize ng topics at yung presentation madaling maintindihan. salamat po!” - Ednel Tanhueco Datu from Angeles City 3. “Good day Sir! Just drop by to say thanks for your wonderful masterpiece, Income Taxation. Truly simplified, principle-based approach.” – Jhoven Mabaquiao from Divine World College of Legaspi



4. “…. We are using your textbooks both Income and Business and Transfer Taxation. I am very happy with the way the topics are presented and the books help me a lot in understanding our lessons very well….” – Joshtien Adorable, BSA student FEU Makati 5. “Good evening Sir. I am an accountancy student from Pampanga. Your book for taxation is amazing. I was able to appreciate tax even more…” – Mark Angelo Mallari 6. “Good day. I’m Bert Escudero and I’m working in a private company in Makati. I find your Business and Transfer Taxes book very informative and up to date….” 7. “...Dumali ang taxation dahil sa book mo… Yung dating minememorize lang namin, ngayon naisapuso na namin even without memorizing kasi the way you illustrate the topic eh naiintindihan agad.” - Kusela Mae Uganiza from University of St. Louis Tuguegarao 8. “We find your book comprehensive, simple, and direct to the point.” – Alberto Calubaquib Jr., USL Tuguegarao Teacher, I would like you say that you are using the right literature for your students. Thank you for your patronage. If you have comments on how we could improve this service better for the benefit of more students, please feel free to text or e-mail me. Teacher’s Key Answers: 2016 Business and Transfer Taxation 2 Should you need my assistance on the exercises and quizzers, please feel free to contact me at my number, 09052459060, facebook Real Excellence or e-mail: [email protected]. I would be very glad to be of help to you! May God bless your endeavors and your family always! KEY TO END-OF-CHAPTER PROBLEMS CHAPTER 1 – INTRODUCTION TO CONSUMPTION TAX True or False 1 1. False (business tax, a form of consumption tax) 2. True 3. True 4. True 5. True 6. False 7. True



8. True 9. False (only domestic consumption) 10. True (the tax is imposed upon the buyer) 11. False (tax applies only on domestic consumption) 12. False (sale abroad is a foreign consumption) 13. False (country of destination) 14. False (subject to tax to the buyer) 15. True (particularly business tax) True or False 2 1. True 2. True 3. False (the former is a broader concept) 4. True 5. False (it is payable by all who imports) 6. True 7. True 8. True 9. True (statutory taxpayer = seller, economic taxpayer = buyer) 10. True Multiple Choice – Theory: Part 1 1. A 2. C 3. D 4. C 5. A 6. A 7. C 8. D 9. C 10. A 11. B 12. A 13. A 14. C 15. B 16. B Teacher’s Key Answers: 2016 Business and Transfer Taxation 3 17. A 18. D 19. C 20. B Multiple Choices – Theory: Part 2 1. A 2. A 3. D



4. C 5. B 6. B 7. C 8. A 9. A 10. D 11. C 12. B 13. C 14. B 15. C 16. B 17. A 18. A 19. C 20. B Multiple Choice – Problem Part 1 1. A 2. A 3. A 4. D 5. D 6. C 7. A, (P77,600 x 125%0 ÷ 97%) = P100,000 8. A, (P30,000 + P10,000) ÷ 97% = P41,237 9. B 10. A 11. C 12. C, (P206,000 x 3%) = P6,180 13. D, (P180,000 sales – P120,000 purchase) not (P180,000 sales – P140,000 cost of sales) 14. D 15. C, the VAT on importation is impose upon purchase 16. D, (P300,000 + P1,200,000) Multiple Choice – Problem Part 2 Basic Case 1 1. D, (P190,000 importation + P150,000 domestic sales) Note: The domestic purchase is taxable to the seller. Export sales are not subject to consumption tax. 2. D, Only the importation is subject to consumption tax since consumption tax on sales (Business tax) applies only to sellers regularly engaged in business. Basic Case 2 3. B, P300,000 x 12% = P36,000 4. C, P200,000 x 12% = P24,000



5. C, P36,000 – P24,000 6. B, P 300,000 x 3% = P9,000 Teacher’s Key Answers: 2016 Business and Transfer Taxation 4 Basic Case 3 7. D, P350,000 Philippine sales x 12% = P42,000 8. B, P100,000 purchase from abroad x 12% = P12,000 9. D, P350,000 Philippine sales x 3% = P10,500 10. C, same in No. 8 Basic Case 4 11. P800,000 x 12% VAT = P96,000 12. D. 0% VAT on sales = Business Tax; VAT on importation = 12% x P400,000 = P48,000. Hence, P0 and P48,000 CHAPTER 2 True or False 1 1. False 2. False 3. False (on landed cost) 4. False (12% of landed cost) 5. False (VAT only) 6. False (from abroad) 7. False (the purchase not the sale. Sale abroad is exempt for % taxpayers and zero-rated for VAT taxpayers) 8. False (to the Bureau of Customs) 9. True 10. False (Only food products in original state) 11. True 12. False (exemption is qualified to agricultural or marine food products in original state) 13. False (processed foods are vatable including ingredients thereto) 14. False (if intended for personal or professional use only, exempt) 15. True (by virtue of legal exemption) True or False 2 1. False (only those related to the production of agricultural or marine food products in original state) 2. True 3. True 4. True 5. True 6. True (professional services is vatable) 7. True 8. True 9. False (only coop are exempt) 10. True



11. False (any importer pays the VAT on importation) 12. True 13. True 14. False (it is a tax upon the consumption of the resident buyer; the VAT on importation or the withholding VAT is not a business tax but a pure consumption tax) 15. True Multiple Choice – Theory: Agricultural or marine food products: Part 1 1. D 2. C 3. D 4. B 5. A 6. C 7. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 5 8. C 9. D 10. D 11. B 12. D 13. D 14. B 15. D 16. C 17. A 18. C 19. C 20. A Multiple Choice – Theory: Agricultural or marine food products: Part 2 1. B 2. B 3. D 4. B 5. A 6. D 7. D 8. D 9. B 10. C 11. D 12. D 13. A



14. D 15. C 16. A 17. A 18. D 19. D 20. A Multiple Choices – Theory: Other exempt importations 1. B 2. C 3. C 4. D 5. D 6. B 7. D 8. A 9. A 10. D 11. C 12. A 13. C 14. B 15. A 16. A 17. D 18. B 19. C 20. D 21. D Teacher’s Key Answers: 2016 Business and Transfer Taxation 6 Multiple Choice – Problem Part 1 1. D, Tuna and salmon are food products in original state 2. C, (P320,000 x 108% x 12%) = P41,472 Note: The 10% customs duties forms part of the VAT base.  3. B, (P200,000 prof. instruments + P350,000 school supplies) x 12% = P 66,000 4. B, all are exempt agricultural food products, except the marinated milkfish which is considered processed. Hence, P100,000 x 12% = P12,000. 5. D, P1,400,000 x 12% = P168,000 6. D, (P450,000 + P250,000) x 12% = P84,000 7. D, (P600,000 + P250,000 + P450,000) x 12% = P156,000 8. A, rice is exempt from consumption tax 9. B, (P300,000 x 12%) = P36,000 10. D, (P1,000,000 + P300,000 + P200,000 + P300,000) x 12% = P216,000



Multiple Choice – Problem Part 2 1. B, (P1,100,000 x 110%) x 12% = P145,200 2. D, exempt if imported by agri-coop 3. B 4. C, Only the personal car is subject to VAT. 5. B, (P200,000 x 12%) = P24,000 Note: The P800,000 is a technical importation. 6. C, (P3,000,000 x 60%) x 12% = P216,000 7. D, [(P$40,000 x P43/$1) x 110% + P100,000) x 12% = P239,040 8. D, Dutiable value (P24,000 / 15%) P 160,000 Customs duties 24,000 BOC charges 134,000 Total P 318,000 Multiply by: 12% VAT on importation P 38,160 9. D Purchase cost ($12,000 x P42.80) P 513,600 Other costs 145,000 Total P 658,600 Custom’s duties (P658,600 x 10%) 65,860 BOC charges 100,000 Total landed cost P 824,460 Multiply by: 12% VAT on importation P 98,935.20 10. C Purchase cost ($5,000 x P42.50) P 212,500 Insurance 4,000 Freight 15,000 Wharfage fee 4,000 Arrastre charges 7,000 Brokerage fee 8,000 Customs’ duties 24,000 Excise tax 18,000 Total landed cost P 292,500 Multiply by: 12% VAT on importation P 35,100 Teacher’s Key Answers: 2016 Business and Transfer Taxation 7 CHAPTER 3 True or False: Part 1 1. False 2. False (it depends upon the type of properties or services sold) 3. True 4. True



5. False (employment is a distinct type of undertaking separate from business) 6. True 7. True (generally speaking, although, an employee can be self-employed) 8. False (not all, the sale of ordinary assets is considered made in the ordinary course of business for VAT taxpayers) 9. True (as a rule) 10. False 11. False (non-registration is not an excuse to business tax liability) 12. True 13. False (it is the type of activity that determines taxability to the VAT not the purpose of the undertaking. If the business activity is commercial in nature, it is taxable even if it is intended for non-profit purposes) 14. False 15. False True or False: Part 2 1. False (exempt from business tax but not to income tax) 2. False (still an employee) 3. True 4. False 5. True 6. False (they are for profit but were given exemption due to their nature) 7. True 8. True 9. False (professionals cannot qualify as marginal income earners) 10. True (by revenue regulations) 11. False (Taxable only on unrelated activities) 12. False 13. False (regardless of the disposition made of such income) 14. True 15. True 16. True 17. False (spouses are separate business taxpayers) 18. True 19. False (P500 not P1,000) 20. False (only those with sales operation pays the registration fee) True or False: Part 3 1. True 2. True 3. True 4. False 5. False 6. False (brokers are sellers of services)



7. False 8. True 9. False 10. False (sales of service) 11. True 12. True Teacher’s Key Answers: 2016 Business and Transfer Taxation 8 13. True 14. True 15. True 16. True 17. True 18. True 19. True 20. False (as a rule, except only to life insurers) True or False: Part 4 1. True 2. False 3. True 4. True 5. True 6. True 7. True 8. False (taxable quarter) 9. True 10. True 11. True 12. False (all VAT taxpayers whether individuals or corporations files monthly and quarterly VAT returns) 13. False (it is the other way around) 14. True 15. True True or False 5 1. False (always percentage tax) 2. True 3. False 4. False (rates vary from ½ of 1% to 30%) 5. False (not all, except those who derives only exempt sales or receipts from services specifically subject to percentage tax) 6. False (Registrable person pertains to those who exceed the VAT threshold) 7. False (Output VAT less Input VAT) 8. False 9. False (P10,000,000) 10. False (not within, “AFTER” the 3-year lock-in period)



11. True (they are locked-in forever) 12. False (“without” the benefit) Multiple Choice – Theory: Part 1 1. C 2. C 3. D 4. A 5. C 6. A 7. B 8. B 9. D 10. A 11. C 12. B 13. D 14. D 15. B 16. B Teacher’s Key Answers: 2016 Business and Transfer Taxation 9 17. D 18. A 19. D 20. B Multiple Choice – Theory: Part 2 1. A 2. D 3. A 4. C 5. D 6. D 7. C 8. A 9. A 10. D 11. B 12. A 13. C 14. D 15. A 16. B 17. D 18. A 19. C 20. B



21. B 22. D 23. D 24. B 25. C Multiple Choice – Problem Part 1 1. C, (P250,000 + P100,000) 2. B 3. A 4. B Note: The sales do not pertain to the broker because the securities sold are not his inventories. 5. A. An investor is not subject to a business tax. Only dealer of securities (those engaged in buy-andsell of securities) are subject to business tax. 6. A. Mr. Masipag is a marginal income earner who is exempt from business tax. 7. C, (P400,000 + P36,000) Note: The sale of lot held as investment (a capital asset) is not a business sale. 8. B. The sale of souvenir is commercial in nature, hence, subject to business tax. 9. B. (P200,000 + P50,000) The sale of investment (a capital asset) is not subject to business tax. 10. B. 11. D. The creditable income tax is not deductible against gross receipts. 12. A. Mang Pandoy is not engaged in the realty business. 13. A. (Fees received under an employer-employee relationship is compensation income, not business income. Hence, exempt from business tax) 14. D. The first quarter now ends every November 30, 2014; hence, the deadline of the quarterly VAT return is December 25, 2014. 15. D. The third quarter ends May 31, 2015; hence, the deadline of the quarterly VAT return shall be June 25, 2015. Multiple Choice – Problem Part 2 1. C, (P200,000 + P300,000 – P40,000 + P20,000) = P480,000 2. C. 20th day from the end of the month. Teacher’s Key Answers: 2016 Business and Transfer Taxation 10 3. D. The calendar quarter ends September 30, 2014; hence, the deadline of the quarterly VAT return is October 25, 2014. 4. D, (P80,000 + P20,000 advances + P40,000 OPC) = P140,000 5. C, Other sales exceeds P1,919,500.



6. A 7. C. Service providers are subject to tax on receipts. Non-VAT taxpayers are not subject to quarterly filing. 8. D. Sellers of goods are subject to tax on sales. 9. A. VAT taxpayers are subject to quarterly filing. 10. B (Based on sales and subject to quarterly filing) 11. C. The sale of cakes is a sale of goods; hence, subject to tax on sales. 12. A 13. C 14. B 15. D. P 36,000 – P0 input VAT = P36,000 Note: registration should have been made in October. (P300,000 x 12% = P36,000 output VAT). No deduction is allowable for input VAT. No credit shall be made for the percentage tax paid since automatic set-off is not allowed in taxation. 16. C. P36,000 – P0 input VAT – P9,000 percentage tax = P27,000 17. D. (If Chemrex applied for cash refund, it will receive cash rather than tax credit.) No credit for the percentage tax paid shall be taken. 18. B (P400,000 x 12% = P48,000 output VAT less P28,000 input VAT) = P20,000) 19. D (P104,000 + P6,000) x 3% = P3,300 20. D (P52,000 + P4,000) x 12/112 = P6,000 CHAPTER 4 Exercise Drills True or False 1 1. Vegetables Exempt 2. Cooked rice Vatable 3. Sundried banana Exempt 4. Canned fish Vatable 5. Fruit shake Exempt 6. Boiled eggs Exempt 7. Fresh fruits Exempt 8. Fresh sea foods Exempt 9. Lumber Vatable 10. Orchids and bonsai Vatable 11. Chicken manure Exempt (fertilizer) 12. Bamboo Vatable 13. Bamboo shoots Exempt 14. Cotton seeds Vatable 15. Cotton Vatable 16. Wheat Exempt 17. Cacao Exempt 18. Cocoa Vatable (processed)



19. Cheese Vatable (processed) 20. Charcoal Vatable (non-food) 21. Furniture Vatable 22. Zoo animals Vatable 23. Tobacco Vatable (non-food) 24. Tea Exempt 25. Aquarium fish Vatable 26. Smoked or dried fish Exempt 27. Canned fish Vatable Teacher’s Key Answers: 2016 Business and Transfer Taxation 11 1. True 2. True 3. False (except pesticide) 4. True 5. False 6. False (exempt) 7. False 8. False 9. True 10. True 11. False (processed) 12. False 13. False 14. True 15. False True or False 2 1. True (but is subject to percentage tax) 2. True 3. True 4. True 5. False (generally vatable, except only on their sale of books held as inventory) 6. False 7. False 8. False (subject to 0% VAT) 9. False (exempt from business tax) 10. False 11. False. Monthly rental not annual rental. 12. False 13. False. Non-dealers are not subject to business tax including VAT. 14. True 15. False Multiple Choice – Theory: Part 1 1. B 2. C



3. A 4. D 5. C 6. D 7. C 8. A 9. A 10. A 11. C 12. D 13. D 14. A 15. D 16. C 17. A 18. C 19. B 20. B Multiple Choice - Theory: Part 2 1. D 2. A Teacher’s Key Answers: 2016 Business and Transfer Taxation 12 3. D 4. A 5. D 6. D 7. A 8. C 9. D 10. D 11. D 12. C 13. B 14. D 15. C 16. B 17. D 18. C 19. D 20. C Multiple Choice: Part 3 1. C 2. A 3. D 4. D



5. B 6. A 7. B 8. A 9. B 10. D 11. D 12. C 13. B 14. B 15. A Multiple-Choice – Problems: Part 1 1. B 2. A 3. D. Pesticides and water pump are taxable. 4. D. Both are sellers of agricultural food products in original state. 5. A. All are agricultural food products (exempt). 6. A. 7. D. Excess fresh sardines and dried fish are marine food products in original state. 8. B. The sales of vegetables are exempt from business tax. 9. A. This is a business for mere subsistence. 10. B. (P15,000 + P80,000) = P95,000 11. C. (P220,000 + P250,000) = P470,000 12. A. The importation of vegetables, an agricultural food product in original state, are VAT-exempt. 13. A. The sale of vegetables is also exempt from the VAT. 14. A. The sale of personal asset is exempt. 15. B. A printing press is selling service, hence, subject to tax on receipts (i.e. collections). Hence, P150,000 + P400,000 + P80,000 = P 630,000. 16. B. Compensation income is not business income. Director’s fees is part of compensation income. 17. B 18. B. The sale of residential lot that do not exceed P1,919,500 and residential dwelling that do not exceed P3,199,200 is exempt. The sale of commercial lot is vatable. 19. A 20. B Teacher’s Key Answers: 2016 Business and Transfer Taxation 13 Multiple-Choice – Problems: Part 2 1. B. The sale of hospital services is exempt, except the sale of medicine. 2. C 3. B 4. A



5. A 6. C 7. D 8. A. No exemption exists for leases of commercial spaces. 9. B. The lease of residential unit at an amount not exceeding P12,800/unit per month is exempt. Hence, (50 units x P10,000) = P500,000. 10. B. VAT because the annual value of the P500,000 monthly rental exceeds the VAT threshold. 11. B. Note the residential lot exceeds the P1,919,500 price ceiling. 12. B 13. A 14. A. The aggregation rule does not apply because there are two separate buyers. All of the residential units are sold below the P3,199,200 price ceilings. 15. B Multiple-Choice – Problems: Part 3 1. D 2. B. The unrelated receipt is subject to business tax. 3. D 4. D 5. B. Note that fares from passengers on international voyage or air transport is exempt. 6. D. VAT taxpayers are subject to VAT on their export sales but at zero rate. 7. B. Non-VAT taxpayers are exempt on export sales. 8. B (P100,000 x 3% for non-VAT taxpayers) 9. D. (The export sales is also TAXABLE but at a ZERO-RATE. The total taxable sales shall be P100K + P120K = P220K) 10. B. P 100K x 12% + P120K x 0% = P12,000 11. C. (P2,000 x 80%), note that the P2,000 is exclusive of VAT 12. A. (P1,120/112%) x 80% 13. A. Zero because hospital services are VAT exempt. 14. A. Zero because rentals of residence not exceeding P12,800/month per unit is exempt. 15. C. (P3,360 – P3,360 x 1/3 x 12%/112% VAT on senior citizen – P3,360 x 1/3/112% x 20% discount) CHAPTER 5 Exercise Drills 1. Common carrier by land – transport of passenger 3% percentage tax 2. Common carrier by land – transport of cargoes VAT or 3 percentage tax 3. Common carrier by sea VAT 4. Common carrier by air VAT 5. International carrier – passenger Exempt 6. International carrier – cargoes, baggage or mails 3% percentage tax 7. Non-life insurance VAT



8. Life insurance 2% percentage tax 9. Bank – short-term loans 5% percentage tax 10. Bank – long-term loans 1% percentage tax 11. Franchise grantees of electricity VAT 12. Franchise grantees of water 2% percentage tax 13. Franchise grantees of gas 2% percentage tax 14. Franchise grantees of telephone – inbound calls Exempt 15. Franchisee grantees of telephone – outbound calls 10% percentage tax 16. Operators of cinemas VAT 17. Operators of cockpits 18% percentage tax Teacher’s Key Answers: 2016 Business and Transfer Taxation 14 18. Operators of jai-alai 30% percentage tax 19. Places of exhibitions of professional basketballs 15% percentage tax 20. Places of exhibitions of professional boxing 10% percentage tax 21. Bowling alleys VAT or percentage tax 22. Night or day clubs and cabarets 18% percentage tax *Those indicated as “VAT” here are large businesses which are vatable in concept but are usually registered as VAT in practice because of their volume of sales True or False 1 1. False 2. False 3. False 4. True 5. False 6. False 7. True 8. True 9. False (specifically subject to 3% percentage tax) 10. True True or False 2 1. True (3% percentage tax) 2. False 3. False (it depends upon the type of utilities; Note electricity and telecommunication franchisees are subject to VAT) 4. False (the term “premiums tax” pertains to insurance companies) 5. False (only on outgoing calls) 6. False 7. True 8. True 9. False 10. True Multiple Choice – Theory: Part 1 1. B



2. A 3. A 4. A 5. A 6. D 7. B 8. A 9. B 10. A 11. D 12. B 13. D 14. D 15. D Multiple Choice – Theory: Part 2 1. B 2. D 3. A 4. A 5. A 6. B 7. D 8. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 15 9. D 10. B 11. C 12. C 13. A 14. D 15. D Multiple Choice – Theory: Part 3 1. B 2. A 3. A 4. D 5. A 6. C 7. C 8. D 9. A 10. D 11. C 12. D 13. C



14. C 15. A Multiple Choice – Theory: Part 4 1. C 2. B 3. B 4. B 5. D 6. B 7. C 8. D 9. B 10. A 11. C 12. C 13. A 14. C 15. A Multiple-Choice – Problems: Part 1 1. A 2. A 3. C 4. B 5. B 6. C 7. C 8. C 9. B 10. A 11. C 12. B 13. D 14. D 15. A Teacher’s Key Answers: 2016 Business and Transfer Taxation 16 16. B 17. C Multiple-Choice – Problems: Part 2 1. B 2. A 3. B 4. A 5. B 6. B 7. B



8. B 9. C 10. C 11. D 12. D 13. A 14. C 15. C (Note: The outstanding shares is 1,000,000/40% = 2,500,000. The IPO % is 700,000/2,500,000 = 28% - equivalent to 2% tax. Hence, the tax is 700,000 x P100 x 2% P1,400,000) 16. A (300,000 x P90 x ½ x 1%) 17. C 18. D [(P142,500/95%) x 3% = P 4,500] 19. D (P200,000 x 3% = P 6,000) CHAPTER 6 Drill Exercises 1. Seller of agricultural food products Exempt 2. Furniture shop Vatable 3. Vegetable trader Exempt 4. A private college Exempt 5. A private hospital Exempt 6. A dentist Vatable 7. Hospital drugstore Vatable 8. A non-profit elementary school Exempt 9. A government college Exempt 10. Restaurant Vatable 11. Bus operator % tax 12. Hotel Vatable 13. Operator of domestic sea vessel Vatable 14. Life insurance company % tax 15. Mall Vatable 16. Domestic airliner Vatable 17. Lessor of vessels or aircraft * Vatable 18. Banks % tax 19. Operator of taxi % tax 20. International carriers % tax 21. Keepers of garage % tax 22. Book publishers Exempt 23. Quasi-banks % tax 24. Dealer of household appliances vatable 25. Dealer of commercial lot Vatable 26. Insurance agent Vatable 27. Employee Exempt 28. Contractor Vatable 29. Processor of sardines Vatable



30. Auto parts dealer Vatable 31. Manufacturer of hog feeds Exempt 32. Seller of fertilizer and seeds Exempt 33. Fisherman Exempt 34. Fish vendor Exempt Teacher’s Key Answers: 2016 Business and Transfer Taxation 17 35. Textile manufacturer Vatable *Presumption if silent, the lessor or owner is domestic True or False 1 1. True 2. True 3. True 4. True (by optional registration) – note: the statement did not say “must” 5. True (See revenue regulation provisions) 6. False (He is vatable.) 7. True (VAT exempt sales are not subject to VAT regardless of the seller.) 8. True 9. False (Only on vatable sales.) 10. False (Franchise grantees of gas and water only.) 11. True 12. True 13. True 14. True 15. False (It is subject to 12% output VAT) True or False 2 1. False (No output VAT because the VAT rate is 0%.) 2. False (It is a zero-rated sale. For a non-VAT taxpayer, it is exempt.) 3. False (50% surcharge) 4. True 5. False (Output VAT but without benefit of input VAT, no percentage tax) 6. True 7. False (The 7% standard input VAT is claimable in lieu of the actual input VAT) 8. False (5% final withholding VAT) 9. False (Sometimes it becomes 12% of the sale when no input VAT is claimable) 10. True 11. True (Technically true because the VAT payable is always negative) 12. False 13. False (Two monthly installments, and a quarterly payment) 14. True 15. False Multiple Choice – Theory: Part 1 1. C 2. B



3. C 4. B 5. B 6. B 7. A 8. C 9. C 10. A 11. D 12. B 13. A 14. A 15. D 16. A 17. A 18. B 19. A 20. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 18 Multiple Choice – Theory: Part 2 1. D 2. C 3. D 4. C 5. A 6. A 7. D 8. D 9. A 10. C 11. D 12. D 13. D 14. C 15. A 16. B 17. C 18. D 19. D 20. D 21. D 22. B 23. B 24. A 25. B



Multiple Choice – Problems: Part 1 1. D 2. C 3. C 4. C 5. B 6. B 7. D 8. A (Closest answer) Output VAT (P180,000 x 12/112) P 19,286 Input VAT 12,000 VAT payable P 7,286 Note: A seller of goods is taxable on “gross receipts” not on revenues. Professors may accept an “E” answer if students indicated the P7,286 answer. 9. D (The output VAT is the VAT due and payable if the taxpayer did not register as VAT taxpayer) 10. C Output VAT (P436,800-P11,200) x 12/112 P 45,600 Input VAT 14,000 VAT payable P 31,600 Note: billed prices are inclusive of VAT. 11. C 12. C Data from the books of accounts are exclusive of VAT. Sales and purchases accounts exclude VAT. April May June Teacher’s Key Answers: 2016 Business and Transfer Taxation 19 Output VAT (12% of sales) P 75,000 P 48,000 P 195,000 Input VAT (12% of purchases) 48,000 50,400 122,400 VAT due P 27,000 -P 2,400 P 72,600 Less VAT due on monthly return 27,000 Quarterly VAT due P 45,600 Note: The quarterly balance composes of cumulative balances. Negative VAT due means no VAT payable. 13. D 14. A Note: The input VAT on exempt sales will be part of costs. Thus, (P300,000 – P280,000) = P20,000. 15. C Note: The P280,000 purchases is inclusive of VAT. Hence, the standard input VAT (7% of the P300,000 sales) can be deducted from the P280,000 purchases. This is because excess actual input



VAT over the standard input VAT is included as part of costs and expenses. While the excess of the standard input VAT over the actual input VAT is included as gain part of gross income. Hence, (P300,000 sales – P280,000 – 7% x P300,000) = P41,000 16. B The input VAT must be removed from the purchases (cost of sales). Hence, [P300,000 sales – (P280,000 purchases – P14,000 input VAT)] = P34,000. 17. B Input VAT on sales of registrable persons cannot be claimed as input VAT. Since, there is no express provision that disallowed tax credits can be claimed as a deduction, it is safe to treat it as nondeductible against gross income. It must be emphasized that the claim of deductions and tax credits are construed against the taxpayer. Multiple Choice – Problems: Part 2 1. C (P500,000 x 12/112) = P53,571 2. A (Meat is VAT exempt hence it must not be billed with VAT) 3. D 1 cavan rice P 2,500 P 2,500 Vegetables P 1,500 1,500 Cooking oil 200 x 112% 224 Noodles 1,300 x 112% 1,456 Total sales P 5,500 P 5,680 Note: 112% includes VAT. 4. A Note: The sale is exempt since it did not exceed the P1,919,500 price ceiling on the sale of residential lots. 5. B Note: The price exceeds the P3,199,200 price ceilings. Hence, the invoice is inclusive of VAT. The VAT is computed as P3,920,000 x 12/112 = P 420,000. 6. B Note: The sale of fruit is VAT exempt. However, if it is invoiced in a VAT invoice not on an “exempt” invoice, the sale will be treated as a regular vatable sale. The VAT can be computed as P24,000 x 12/112 = P2,571 7. B (P1,000,000 purchases from VAT suppliers x 12%) 8. A (A non-VAT taxpayer cannot claim input VAT) Teacher’s Key Answers: 2016 Business and Transfer Taxation 20



9. B (The input VAT of the purchaser shall be the output VAT billed by the seller.) 10. C The VAT payable shall be computed out of vatable receipts (non-life premiums only). Output VAT (P200,000 x 12%) P 24,000 Less: Input VAT 0 VAT payable P 24,000 Note: recall that registrable taxpayers cannot claim input VAT. 11. B Output VAT (P150,000 x 12%) P 18,000 Less: Input VAT 13,000 VAT payable P 5,000 Note: even if the taxpayer did not exceed the VAT threshold in the past 12 months if it registered as a VAT taxpayer, it will be nonetheless subject to VAT. 12. C (P36,000 + P200,000 = P236,000. Input VAT traceable to exempt sales are non-creditable). 13. B (P300,000 – 236,000 = P64,000) 14. D (The P300,000 purchases is understandable exclusive of VAT because there is no (P300,000 x 12/112 or P32,143 answer. The input VAT is P300,000 x 12% = P36,000.) 15. D (The creditable input VAT on government sale is the standard input VAT equivalent to 7% of the sale. Hence, 7% x P1,000,000 = P 70,000.) 16. B 17. A (The export sales of non-VAT sellers is an exempt sales. Input VAT traceable to it are noncreditable but are part of costs and expenses) 18. C (The output VAT must be based on the gross receipts not on the net receipts. The billing should be understood to include the output VAT but since there is no answer for 12/112 x P1,500,000. The same is impliedly exclusive of VAT. The Output VAT should therefore be computed as P1,500,000 x 12% = P180,000.) 19. D. If X is invoice price, [95%X + 12% = P48,150]; X = P 45,000; Then the Output VAT is P45,000 x 12% = P5,400. 20. C. (Invoice price = P74,900 + P3,500 = P78,400. Then the Output VAT shall be P78,400 x 12/112 = P8,400.) CHAPTER 7 True or False 1 1. False (GR) 2. False (GSP)



3. False (FMV or GSP) 4. False 5. True 6. False 7. False 8. False (FMV) 9. False (except notes) 10. True 11. False 12. True 13. False (ordinary assets are also vatable) 14. True 15. False (AV or ZV w/e higher) 16. False (exclusive) 17. False (only real property) 18. False Teacher’s Key Answers: 2016 Business and Transfer Taxation 21 19. False (not services, real property only) 20. False True or False 2 1. True 2. True 3. True 4. True 5. True 6. False 7. False (unless taxpayer is dealer in securities) 8. False 9. False 10. False 11. False (60 days) 12. True 13. True 14. True 15. True 16. True 17. False 18. False 19. True 20. False Multiply Choice – Theory Part 1 1. B 2. A 3. C 4. D



5. C 6. A 7. C 8. B 9. B 10. C 11. D 12. C 13. D 14. B 15. C Multiple Choice – Theory Part 2 1. D 2. B 3. C 4. C 5. C 6. C 7. C 8. D 9. D 10. C 11. A 12. A 13. A (Non-VAT taxpayers who issues VAT invoice or OR will pay VAT) 14. A 15. A Teacher’s Key Answers: 2016 Business and Transfer Taxation 22 Multiple Choice – Problems Part 1 1. A (Non-VAT taxpayer is not subject to VAT) 2. A (P40,000 + P1,000) x 12% 3. D (P350,000 x 12%) 4. D (P500,000 x 12% - unreasonably lower SP) 5. D (P2M x 12%, basis is FMV as fixed by law) 6. C (P270,000 x 12%, cash discount is contingent) 7. A (Non-VAT taxpayer) 8. B (P400,000 x 12% - this is sales of goods) 9. B (P600K + P200K) x 12%, note the term, “fees” inherently excludes Output VAT 10. B (P504K x 12%/112%+ P200K x 12%) Multiple Choice – Problems Part 2 1. B (P671,000 x 12%) 2. C (P500,000 – P 20,000) x 12% 3. B (P500,000 + P50,000) x 12% 4. B (P300,000 x 12%/112%, presumption: invoice is inclusive of VAT)



5. B (The O-VAT is correctly billed, hence, it is the output VAT) 6. B (Non-VAT sellers billing VAT are nevertheless subject to VAT) 7. D (monthly, monthly and quarterly) 8. C (P2,500,000 x 12%, appraisal is not used) 9. D (Note: June is end of second quarter, July and August are months of third quarter, hence, monthly reporting applies) 10. D Multiple Choice – Part 3 1. A (Note: IP/SP = P100Kx7/P2M = 35%, failed installment test) 2. A (Note: IP/SP = 25%; hence, P4M x 12% x 1/36) 3. C [(P144,000/12%) divided by (1/20)) 4. B (IP = 20% x P1.5M + P60K = 360K); P360K/1.5M = 24%; Output VAT = P1.5M x 12% = P180K November = 300K/1.5M x P180K = P36K December = P60K/1.5M x 180K = P7.2K; but December is end of quarter; hence, P36K+P7.2K = P43.2K 5. D (P2M x 12%) 6. D (P200K+P300K+P400K) x 12% 7. D (P500K x 12%) 8. B (P200K + P150K + P250K + 30K) x 12%; Note the January unsold must have been deemed sold in March. 9. B (P800,000 x 12%) 10. B (P600K + P800,000) x 12%; note lower rule on retirement or cessation from business Multiple Choice – Part 4 1. D (P1,800,000 x 12%) 2. D (P250K x 12%) 3. C (P1,200,000+P300,000) x 12% 4. C (P300K + P900K) x 12% 5. D (P900K x 12%), zero-rated sales do not result in any output VAT 6. C (P100K+P150K+P250K+P50K+P120K) x 12%; prof. basketball and boxing are subject to % taxes 7. A (Banks are subject to % tax) 8. C (P40M+P12M) x 12%, international operations is zero-rated 9. D (P9M x 12%) 10. B (P1M x 12%); the passenger receipts is subject to 3% tax 11. A (non-VAT taxpayer, taxi operators are subject to % tax) 12. A (subject to % tax) 13. B (P4M+P2M) x 12%; remember the exemption limits on house & lot = P3,199,200 and residential lot = P1,919,500 Teacher’s Key Answers: 2016 Business and Transfer Taxation 23



14. D (P1.5M +P2M) x 12%; adjacent lots are consolidated for purposes of the exemption threshold 15. A (The consolidation/aggregation rules applies to house and lot and house and lot and residential lot and residential lot) 16. D (P1.1M x 12%), life premiums is subject to % tax CHAPTER 8 True or False 1 1. False 2. False 3. False 4. True 5. True 6. False (zero-rated if with approved application, exempt if otherwise) 7. True 8. False 9. False 10. False 11. False 12. False (treated as exempt) 13. False (exempt from % tax) 14. True 15. False (more than 70%) True or False 2 1. False (0% VAT) 2. True 3. False (subject to 0% VAT) 4. True 5. True 6. False (0-rated) 7. True 8. True 9. False (12% VAT) 10. True 11. True (exempt from % tax and VAT) 12. False (subject to % tax) 13. True 14. True 15. False Multiple Choice – Theory: Part 1 1. A 2. B 3. D 4. A 5. A 6. D



7. B 8. A 9. C 10. D 11. B 12. B 13. D 14. C 15. A 16. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 24 17. D 18. C 19. B 20. A Multiple Choice – Theory: Part 2 1. A 2. C 3. D 4. B 5. B 6. A 7. B 8. D 9. B 10. D 11. B 12. C 13. D 14. A 15. D Multiple Choice – Problems 1 1. B 2. B (P400,000 – P200,000 = P200,000. The input VAT is claimable as tax credit or tax refund.) 3. B (Tax benefit: P60,000 deduction x 30% = P18,000, P40,000 tax credit x 100% = P40,000) 4. B (To be subject to zero-rating, an proceeds of an export sales must be inwardly remitted and accounted for under the rules of the BSP. Export sales that do not conform to zero-rating requirements are exempt.) 5. B China ($10,000 x P42) P 420,000



Hong Kong (¥ 800,000 x P0.50) 400,000 Total zero-rated sales P 820,000 Note: As a rule, export sales must be a foreign consumption (sales to nonresident) and is paid for in acceptable foreign currency to be considered for zero-rating. 6. B (There is no output VAT on export sales. But the P300,000 domestic sales has P300,000 x 12% = P36,000 output VAT.) 7. E (No answer) Direct export sales ($100,000 x P42.50) P 4,250,000 Consignment ($ 50,000 x 60% sold x P42.50) 1,275,000 Total zero-rated sales P 5,525,000 Consignment sales abroad are not deemed sold even if it exceeds 60 days on consignment. Hence, only the actual portion sold can be considered for zero-rating. Export sales denominated in Pesos cannot be considered export sales. 8. A Export sales 2 commission ($80,000 x P43.00 x 10%) P 344,000 Consignment 1 ($50,000 x P43) 2,150,000 Total zero-rated sales P 2,494,000 Export commissions are considered for zero-rating. Teacher’s Key Answers: 2016 Business and Transfer Taxation 25 9. D 10. C (The test for being an export oriented enterprise is when an enterprise exported more than 70% of its production in the preceding year.) Multiple Choice – Problems 2 1. C (P1,200,000 + P800,000) 2. B (Both sales components are vatable. The sale of gold is subject to zerorated VAT. The sale of silver is subject to 12% output VAT. The output VAT is P9,500 x 12% = P1,140.) 3. A (Note that the taxpayer is non-VAT hence its export sales are exempt rather than zero-rated sales.) 4. C (P3,000,000 + P1,200,000) 5. B 6. D (The sale to an export-oriented enterprise is a constructive export even if not exported actually exported. The sales to a BOI enterprise is considered an export sales if the latter exports 100% of its produce.) 7. D Sales to diplomatic missions P 2,000,000 Sales to ecozones ($50,000 x P42) 2,100,000



Total zero-rated sales P 4,100,000 8. C Sale to BOI-registered entity with no domestic sales 2,500,000 Sale to export-oriented enterprise (with 90% export last year) 1,500,000 Total P 4,000,000 9. A (The sale is not treated as zero-rated sale to the selling PEZA locator but an import sale to the purchasing buyer in the custom’s territory.) 10. A (The tax incentive on zero-rated treatment on sales of electricity pertains to generation company not to a distribution (electric cooperative) company. CHAPTER 9 True or False 1 1. True 2. True 3. True 4. False 5. True (As a rule, true. If the taxpayer is a VAT-taxpayer, he cannot is not allowed to claim input VAT as deduction if the same is disallowed for credit or refund.) 6. False (The option to credit or refund input VAT exists only in law on zerorated sales) 7. True 8. False 9. False (12% of selling price) 10. True 11. True 12. True (The selling price in this statement is construed to mean the amount appearing in the document of sale.) 13. False 14. True 15. True True or False 2 1. False (incomplete 2% of vatable beginning inventory or actual VAT on beginning inventory, whichever is higher) 2. True 3. False (input VAT on goods is creditable or deductible, as the case may be, upon purchase) 4. False (input VAT on services is claimable as credit in the month of payment) Teacher’s Key Answers: 2016 Business and Transfer Taxation 26 5. True 6. True



7. False (It depends upon the monthly aggregate acquisition cost) 8. False (over a period of 60 months or actual useful life in months whichever is shorter) 9. True 10. False (Purchases of primary agricultural inputs only, excluding marine inputs) 11. False (Only manufacturers or processors can claim presumptive input VAT.) 12. False (7% of sales to the government or GOCC) 13. False 14. True 15. True 16. True 17. True 18. True 19. False (There is no such rule. This is not MCIT tax credit.) 20. True 21. False Multiple Choice – Theory: Part 1 1. D 2. C 3. A 4. D 5. C 6. D 7. B 8. C 9. B 10. C 11. D 12. C 13. D 14. A 15. A Multiple Choice – Theory: Part 2 1. B 2. B 3. B 4. B 5. D 6. A 7. B 8. A 9. C 10. B 11. C



12. C 13. D Multiple Choice – Problems: Part 1 1. A (Input VAT on purchases made not in the course of business is noncreditable.) 2. A (Purchases from non-VAT taxpayer has no claimable input VAT. The seller passes on a percentage tax rather than an output VAT (i.e. input VAT).) 3. C (As a rule, importation is subject to VAT. This applies without regard to whether or not the foreign seller is engaged or not engaged in business. The VAT is 12% x P150,000 landed cost = P18,000.) 4. A (Non-VAT taxpayers cannot claim credit for input VAT.) 5. D Teacher’s Key Answers: 2016 Business and Transfer Taxation 27 Consultancy fees P 700,000 Purchases of supplies 250,000 Purchase of equipment 400,000 Total vatable purchases P 1,350,000 Multiply by: 12% Input VAT on purchases P 162,000 The expensing of purchases in the accounting records is not subject to VAT but rather the purchases of the item involved. Note employment income (i.e. salaries) is exempt from VAT. 6. C (Note that the VAT is incorrectly billed. Hence, it must be recomputed as P220,000 x 12/112= P23,571.) 7. C Purchases of goods, exclusive of VAT (P50,000 x 12%) P 6,000 Purchases of goods, inclusive of VAT (P44,800 x 12/112) 4,800 Purchase of services, inclusive of VAT (P23,520 x 12/112) 2,520 Total input VAT P 13,320 8. A (There is no indication in the problem that the taxpayer is also a VATtaxpayer. As a rule, percentage taxpayers are non-VAT taxpayers. Hence, cannot claim input VAT.) 9. C (The taxable quarter of business taxpayer is aligned with his or its accounting period. The calendar year is presumed in the absence of an indication that a fiscal year is being used. The third calendar quarter ends September. Hence, the claimable input VAT in the third quarter shall be P32,000 plus P40,000 = P72,000.



10. C (Note that the amounts shown are “invoice prices”. Hence, the input VAT shall be computed out of the vatable purchases as P40,000 x 12/112 = P4,286. 11. C (P250,000 x 12% = P30,000) 12. C (The term “billing” means invoice price. Hence, the claimable input VAT shall be P250,000 x 12/112 = P26,756.) 13. B (P50,000 x 12% = P6,000 input VAT on purchases in the month purchased.) 14. A (P80,000 x 12% = P9,600 input VAT on services in the month paid.) 15. D January input VAT P 6,000 February input VAT 9,600 March input VAT (P250,000 x 12%) 30,000 Total 1st quarter claimable input VAT P 45,600 16. C (Non-VAT taxpayer cannot claim input VAT.) 17. B Input VAT on regular sales 174,000 Input VAT on export sales 150,000 Total Input VAT P 324,000 Multiple Choice – Problems: Part 2 1. B Teacher’s Key Answers: 2016 Business and Transfer Taxation 28 Purchased from non-VAT suppliers P 210,000 Purchases from VAT suppliers, exclusive of VAT (P22,400/112%) 20,000 Total vatable goods in beg. inventory P 230,000 Multiply by: 2% 2% Transitional input VAT P 4,600 Actual VAT in beginning inventory (P22,400 x 12/112) P 2,400 Transitional input VAT (higher) P 4,600 2. C Inventory of processed goods 170,000 Inventory of non-food goods 210,000 Total vatable goods in beg. inventory P 380,000 Multiply by: 2% Transitional input VAT P 7,600 Note: The actual presence of input VAT in the beginning inventory is not a pre-condition to the claim of transitional input VAT. 3. C 2% Transitional input VAT (P250,000 x 2%) P 5,000 Actual VAT in beginning inventory (P220,000 x 12%) P 26,400 Transitional input VAT (higher) P 26,400 4. A 2% Transitional input VAT (P18,000 x 2%) P 360.00



Actual input VAT (P18,000 x 12/112) P 1,928.57 Transitional input VAT (higher) P 1,928.57 Note: Equipment is not inventory. 5. B Raw land contributed by shareholders P11,200,000 Multiply by: 2% Transitional input VAT P 224,000 Note: It must be emphasized that the actual presence of VAT in the beginning inventory is not a precondition to the claim of input VAT. 6. C (The input VAT on the depreciable equipment is claimable in the month of purchase because the aggregate purchase price in that month did not exceed P1M.) 7. A (The input VAT on the goods is claimable in the month of purchase. The input VAT on the purchase of depreciable capital goods shall likewise be claimable in the month of purchase because the aggregatge acquisition costs of capital goods in the month did not exceed P1M. Hence, P1,500,000 x 12% = P180,000.) 8. A (The amortization of input VAT applies only to depreciable capital goods. The input VAT on nondepreciable capital goods may be claimed in the month of purchase. Since the aggregate acquisition cost of purchases of depreciable capital goods did not exceed P1M, no amortization shall be made for the month.) 9. A (Only input VAT incurred or paid in the course of business can be claimed.) 10. D (Purchases from non-VAT supplier has no input VAT. The question here is whether or not to include the purchase of depreciable capital goods from non-VAT supplier to the monthly aggregate acquisition cost. Since the law did not expressly distinguish, the proper interpretation shall be to include the same in the monthly aggregate acquisition cost (MAAC).) The P1.1 MAAC exceeds P1M, the input VAT on purchases of depreciable capital goods must be amortized. 11. C (P1,600 for November and P1,600 for December. Note that December is the end of the quarter.) Teacher’s Key Answers: 2016 Business and Transfer Taxation 29 12. C Input VAT on truck (P700K x 12% / 60 months) P 1,400 Input VAT on equipment (P500K x 12% / 48 months) 1,250 Total claimable amortization of deferred input VAT in June P 2,650



Note: The input VAT shall be amortized over 60 months or actual useful life in months, whichever is SHORTER. 13. D (Same as P2,650) 14. A (Note that this is a fiscal quarter ending August 2015.) The MAAC in August did not exceed P1M. Hence, the P600K x 12% or P72,000 input VAT shall be claimable in that month. The total claimable input VAT in August shall be computed as follows: Claimable input VAT in June (amortization of deferred VAT) P 2,650 Claimable input VAT in July (amortization of deferred VAT) 2,650 Claimable input VAT in August Amortization of deferred VAT from purchased in prior months 2,650 VAT on purchase of depreciable goods 72,000 Total claimable input VAT for the fiscal quarter ending August 2015 P 79,950 15. B (An individual taxpayer is allowed to use only the calendar year.) The MAAC exceeds 1M, hence, any input VAT on depreciable capital goods must be amortized. Input VAT in July = P1,680,000 x 12/112 = P180,000 / 60 months = P3,000. The input VAT shall be amortized over not more than 60 months. 16. C Note: The MAAC exceeds P1M. The input VAT in August (P1,232,000 x12/112) or P132,000 shall be amortized over 48 months (4 years x 12). Hence, P132,000/48 months = P2,750. The claimable input VAT in August shall be: Amortization of deferred VAT from July P 3,000 Amortization of deferred VAT from August 2,750 Total claimable input VAT P 5,750 17. C Claimable input VAT in July P 3,000 Claimable input VAT in August 5,750 Claimable input VAT in September (from July and August) 5,750 Total claimable input VAT for the quarter P 14,500 18. C (This problem is defective in the sense that it did not provide the month of acquisition of the commercial lot but it may still be answered. Students must develop a level of critical thinking to determine the intent of the examiner using the choices as clues.) The February (monthly) VAT return shall be undoubtedly P24,000. March is the end of the quarter. We expect a P48,000 answer if the lot is acquired February and P72,000 (P24,000 x 3) if the lot is acquired January. The only feasible answer here is P24,000; P48,000. Note: Commercial lot is non-depreciable. The input VAT is not amortized. The input VAT however on



its purchase may be claimed in installment as the buyer pays VAT on the installments. 19. C (The April input VAT shall be amortized. Hence, P1,200,000 x 12%/60 months = P2,400.) 20. B (The input VAT on the May purchase of capital goods shall not be amortized. Hence, P120,000, computed as (P400K+P600K)x12% plus P2,400. Hence, P122,400. 21. A Claimable input VAT in April P 2,400 Claimable input VAT in May 122,400 Teacher’s Key Answers: 2016 Business and Transfer Taxation 30 Claimable input VAT in June (P2,400+P200K x 12%) 26,400 Total claimable input VAT for the quarter P 151,200 22. B The input VAT on the equipment must have been amortized over 60 months starting October 2012. Since credit for input VAT is made at the end of the month, no amortization is provided for May 2015. As of May 2015, 31 months lapsed. There are 30 remaining monthly amortization as of May 2015. Any unamortized input VAT may be claimed in the month of sale. Thus, P240,000 x (60-31)/60 = P116,000. 23. (No answer. It should be P120,000.) (P4K for April and P116K for May) 24. C (Construction in progress is not a purchase of capital goods but a purchase of service. Hence, the input VAT paid shall be claimed in the month of payment.) The claimable input VAT for January shall be P1,120,000 x 12/112 = P120,000. The claimable input VAT for February shall be P952,000 x 12/112 = P102,000. 25. C Claimable input VAT for January P 120,000 Claimable input VAT for February 102,000 Claimable input VAT for March (P1,344,000 x 12/112) 144,000 Total claimable input VAT for the quarter P 366,000 Multiple Choice – Problems: Part 3 1. B (Only purchases of agricultural inputs is allowed the presumptive input VAT; hence, P150,000 purchases of tomatoes x 4% = P6,000.) 2. D Input VAt on Tin cans (P80K x 12%) P 9,600 Input VAT on wrapper (P20K x 12%) 2,400 Presumptive input VAT on tomatoes 6,000 Total creditable input VAT P 18,000



3. A (Only manufacturers and processors are allowed the presumptive input VAT.) 4. C (P500,000 x 4% = P20,000) 5. A (A processor of sugar for others is not allowed to claim a presumptive input VAT. Only manufacturers or processors of Sa MaMi Co PaRe for their own account are allowed the presumptive input VAT) 6. C Raw coconut (to be processed into copra) P 300,000 Copra from farmers 450,000 Total agricultural inputs purchased P 750,000 Multiply by: 4% Presumptive input VAT P 30,000 7. B (P20,000 x 4% = P800. Note that flour and oil are industrial finished (processed) products rather than agricultural inputs.) 8. C Input VAT on purchase of flour (P200K x 12%) P 24,000 Coconut oil (P40K x 12%) 4,800 Other seasonings (P40K x 12%) 4,800 Presumptive input VAT on eggs 800 Total creditable input VAT P 34,400 9. A (P550,000 x 7% = P38,500.) 10. D (Actual input VAT = 12% x P400K = P48,000; Standard input VAT = P38,500 => Loss or an item of deduction of P9,500.) Analysis by accounting entries: Teacher’s Key Answers: 2016 Business and Transfer Taxation 31 Purchases 400,000 Actual input VAT 48,000 Cash/Accounts payable 448,000 Cash/Receivable 588,500 Final withheld VAT (P5% x P550K) 27,500 Sales 550,000 Output VAT 66,000 Output VAT 66,000 Loss/cost of sales/expense 9,500 Final withheld VAT 27,500 Actual input VAT 48,000 11. A (P2,500,000 x 12% = P300,000) 12. C (P4,000,000 x 5% = P200,000) 13. C (P4,000,000 x 7% = P280,000) 14. No answer Output VAT (12% x P4M) 480,000



Loss 20,000 Actual input VAT 300,000 Final withheld VAT 200,000 15. C (P40K carry-over from 1st quarter and P20K from April.) 16. A (P40K carry-over from 1st quarter plus the P320K input VAT in April.) 17. C (June is the end of the quarter so the input VAT carry over must be those from the 1st quarter, P40K.) 18. D Output VAT P 280,000 Less: Creditable input VAT Input VAT carry-over, prior quarter P 20,000 Input VAT during the quarter 310,000 330,000 VAT payable (P 50,000) Less: VAT paid in prior months of quarter ( 10,000) Input VAT carry-over (P 60,000) 19. A (P340,000 output VAT – (P300,000 + (P120,000 – P50,000)) = P30,000 CHAPTER 10 True or False 1. False 2. False (agricultural product in original state) 3. True 4. True 5. True 6. False 7. True 8. True 9. True 10. False (Generally, there is no such remedy under the law. Exceptionally, refund can be made only in the case of input VAT on zero-rated sales and when the taxpayer retired or ceased business.) 11. False (The term “only” made this statement false. In exceptional case of retirement or cessation from business, this may be refunded.) 12. True 13. True 14. False 15. False (Within 25 days) Teacher’s Key Answers: 2016 Business and Transfer Taxation 32 Multiple Choice – Theory 1. A 2. C 3. D 4. A



5. A 6. C 7. C 8. D 9. C 10. C Multiple Choice – Problems: Part 1 1. B 2. D (2,000 bags x P1,400/bag x 12%) 3. C (P336,000 advanced VAT + P300,000 x 12% + P112,000 x 12/112 + P1,800,000 x 4%) 4. B 5. A 6. D 7. B 8. C 9. C 10. C 11. D 12. A 13. A 14. C Multiple Choice – Problems: Part 2 1. C 2. D 3. D 4. D 5. A 6. B 7. D Output VAT (P2.5M x 12%) P 300,000 Less: Traceable input VAT 80,000 Allocated input VAT (P70K x 2.5M/7M*) 25,000 VAT due and payable P 195,000 *4.5M non-vatable + P2.5M vatable =7M 8. B 9. B 10. C Multiple Choice – Problems: Part 3 1. B 2. B Output VAT (P300K x 12%) P 36,000 Less: Prorated input VAT (P50K+30K+6K*) x 300K/3M 8,600 VAT payable P 27,600



Teacher’s Key Answers: 2016 Business and Transfer Taxation 33 *Note that P360,000/12% is more than 1M hence, the input VAT must be amortized. Note that input VAT are common for vatable and non-vatable receipts; hence, it must be allocated to the two. 3. C 4. C 5. C 6. D 7. D 8. B 9. C 10. A 11. A 12. C CHAPTER 11 True or False 1 1. True 2. True 3. True 4. False 5. False 6. False 7. False 8. True 9. True 10. True 11. False (heir) 12. True 13. True 14. True 15. True True or False 2 1. False (income tax) 2. True 3. False (Benefit received theory) 4. True 5. True 6. False (ad valorem) 7. False 8. True 9. False (resident or citizens & non-resident aliens) 10. False 11. True 12. False (non-resident aliens)



13. True 14. True 15. True True or False 3 1. False 2. False (except resident aliens) 3. True 4. True 5. False 6. True Teacher’s Key Answers: 2016 Business and Transfer Taxation 34 7. True 8. False (financial assets are intangibles) 9. False (at the date of donation) 10. True 11. True 12. True 13. True 14. False (it depends upon motives of the transfer) 15. True 16. True 17. True 18. True 19. True 20. True Multiple Choice – Theory: Part 1 1. D 2. C 3. B 4. B 5. A 6. C 7. A 8. B 9. D 10. B 11. C 12. B 13. A 14. A 15. C 16. D 17. D 18. A 19. A



20. B Multiple Choices – Theory: Part 2 1. A 2. C 3. D 4. C 5. B 6. C 7. B 8. D 9. C 10. D 11. B 12. B 13. D 14. A 15. B 16. A 17. D 18. C 19. D 20. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 35 21. D 22. C Multiple Choice – Problem Part 1 1. C 2. D 3. A 4. C 5. C (P4M + P800K + P2.1M) 6. D 7. D 8. D 9. B 10. A Multiple Choice – Problem Part 2 1. D 2. C 3. B 4. D (P4.5M – P2.5M) 5. D 6. B 7. B 8. D



9. D 10. A Multiple Choice – Problem Part 3 1. B 2. C 3. D 4. A 5. A 6. B 7. D 8. D 9. D 10. A 11. A 12. D 13. C CHAPTER 12 True or False 1 1. True 2. True 3. True 4. False (testate) 5. True 6. False (Testator) 7. True 8. True 9. False (only by the decedent) 10. False (by the decedent during his lifetime) True or False 2 Teacher’s Key Answers: 2016 Business and Transfer Taxation 36 1. False 2. False (both testate and intestate) 3. True 4. True 5. False (subject to limitations on legitime requirements) 6. False (non-relatives may be included) 7. False (in default of primary heirs) 8. True 9. False (only in default of compulsory heirs: primary or secondary) 10. False (in default of compulsory heirs and relatives within the fifth degree) Multiple Choice – Theory 1: 1. B 2. B 3. A 4. B



5. B 6. C 7. A 8. B 9. A 10. A 11. B 12. C 13. D 14. A 15. C Multiple Choices – Theory 2 1. C 2. D 3. D 4. A 5. B 6. A 7. B 8. B 9. C 10. B 11. B 12. A 13. B 14. B 15. D CHAPTER 13: GROSS ESTATE True or False: Part 1 1. True 2. False (and all personal properties: tangible or intangible) 3. False (including intangible and intangible properties) 4. False 5. False 6. False (It may be established at a later date) 7. False (They are removed outright from the amount of gross estate) 8. False (never) 9. True Teacher’s Key Answers: 2016 Business and Transfer Taxation 37 10. True 11. False (at fair value) 12. True 13. True 14. False (Fair value) 15. True



True or False: Part 2 1. False (It depends upon the motive of the transfer) 2. False (These are not yet present properties at the point of death) 3. True (These are present properties at the point of death) 4. True (The funds used therefor exist at the point of death) 5. True 6. False 7. True 8. False (as a rule excluded) 9. False 10. True (This applies regardless of who the beneficiaries are) 11. True (This rule apply regardless of designation) 12. True 13. True 14. True 15. False (separate of the decedent and common properties) 16. False 17. True 18. True 19. True 20. True 21. True 22. True (Generally true. Exception, when there is a consideration) 23. False 24. True 25. True Multiple Choice – Theory: Part 1 1. D 2. B 3. A 4. C 5. B 6. B 7. A 8. C 9. A 10. D 11. C 12. D 13. D 14. A 15. C 16. B 17. D 18. B 19. D



20. C 21. A 22. C 23. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 38 24. D 25. A 26. A Multiple Choice – Theory: Part 2 1. D 2. C 3. A 4. A 5. C 6. A 7. D 8. D (Inadequate consideration) 9. C 10. D 11. D 12. D 13. B 14. B (200,000 shares x P48.20) = P9,640,000 15. C ($2,000 x P42.50) = P85,000 Multiple Choice – Problem Part 1 1. B (P7,000K – P300K + P600K) 2. C (P400K + P5,000K + P350K) 3. B (P80K + P900K + P70K) 4. D (No need to compute) 5. B 6. C (P500K + P2,500K + P600K + P800K) 7. C (P1,200K + P800K + P400K + P200K) 8. D (P2,000K + 800K + 1,000K + P1,500K) 9. C (P800K + P400K) 10. D (All properties wherever situated are included) 11. D (All properties) 12. B (P4M + P2M, Note that the decedent is a non-resident alien) 13. A (the P6M properties are intangible personal properties) 14. C (P800K + P1,200K) 15. C 16. C (P1,000 x P1,000 + 40,000 x P300 + 80,000 x P45) Note Globe and San Miguel share are traded. 17. D (P1,200K jeepney + P1,800K Ford Expdition + P4,000K land + 500 x P1,800 gold) = P7,900,000 18. C [P10M x 40% + (P1M x 70%) x 40%] = P4,280,000



19. D (25,000/1,000,000 x P8,000,000) = P200,000 20. B ($124,000 – $24,000) x P42.50 = P4,250,000 Multiple Choice – Problem Part 2 1. D (P200K + P3,000K + P2,000K). The debts and obligations shall be separately presented as deductions. 2. C (P5,000K + P1,000K). The charitable donation is an exclusion while the Donation to the government is a deduction) 3. C (proceeds from Insurer A and Insurer D) 4. D 5. C 6. B 7. A 8. B 9. D 10. C (P3,000K + P1,500K) 11. D (P6,000K + P2,000K + P3,000K) Note: Mrs. Taray died not Mr. Taray. 12. C (P3,000K + P8,000K) Teacher’s Key Answers: 2016 Business and Transfer Taxation 39 13. D (P5,000K separate properties of Maganda + 2,500K + P3,700K) 14. C (P3M+P9M) 15. A (The P2M car is no longer owned, the intangible assets are exempt under reciprocity) 16. B (P2,000,000 / P125) shares x P134 = P2,144,000 17. A Book value under adjusted net assets method = [(1,000,000 shares x P120) + P14,000,000]/1,000,000 shares = P134/share P134/share x 1,000,000 x 20% = P26,800,000 CHAPTER 13-B True or False 1 1. True 2. False (it must be stipulated before the marriage) 3. False (it depends upon the date of marriage and the default property regime that is effective). If the marriage occurred before August 3, 1988 – CPG is presumed, on August 3, 1988 and later years – ACP is presumed) 4. False (It depends upon the regime agreed by the spouses) 5. False (ACP operates retrospectively and prospectively) 6. True 7. True 8. False (CPG operates prospectively) 9. True (actually all fruits, but the statement is technically correct)



10. True 11. False (under CPG, these are separate) 12. False (Under ACP, fruits follow principal) 13. False 14. False 15. False (it depends upon the regime. Note those received by way of gratuitous acquisitions before marriage are common under ACP) True or False 2 1. False 2. True (CPG is prospective) 3. False (ACP is retrospective) 4. False (It depends whether the property was received before or after the new marriage) 5. True 6. False (all fruits under CPG are common) 7. False 8. True 9. False (The rule is a prima facie presumption) 10. True 11. True 12. True 13. False (only the gain thereon) 14. True (because fruits (including gain) follows the principal) 15. True 16. True 17. True (The cost is a separate property, the gain is a conjugal property) 18. False (The cost and the gain are both conjugal. Note: all fruits are conjugal) 19. False (It depends upon the time the properties accrued) 20. False Multiple Choice – Theory: Part 1 1. C 2. A 3. D 4. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 40 5. B 6. B 7. D 8. C 9. A 10. D 11. A 12. B



13. A 14. D 15. D Multiple Choice - Theory: Part 2 1. D 2. D 3. D 4. C 5. C 6. D 7. B 8. A 9. B 10. C 11. C 12. A 13. D 14. A 15. A Multiple-Choice – Problems: Part 1 1. B (P1,800,000 – P1,000,000); Both the P500,000 realized gain and the P300,000 unrealized gain forms part of the common properties under CPG) 2. D 3. A 4. A 5. D 6. C 7. C 8. C 9. B 10. A 11. C 12. B 13. B 14. C 15. B 16. D 17. A 18. A 19. D 20. C 21. A 22. B 23. C 24. B



25. C Multiple-Choice – Problems: Part 2 1. C Teacher’s Key Answers: 2016 Business and Transfer Taxation 41 2. B 3. C 4. B 5. A 6. C 7. C 8. A 9. C 10. C 11. C 12. A 13. A 14. C 15. C 16. A 17. C 18. A 19. B 20. D CHAPTER 14 True or False 1 1. True 2. True 3. True 4. False (starting from the date of death) 5. False 6. True 7. False 8. True 9. True 10. False 11. False (1/2 of net common properties) 12. True (generally, except vanishing deduction) 13. True 14. True 15. False 16. False 17. True 18. False 19. False (also applicable if donor’s tax is paid for property received by way of donation)



20. True True or False 2 1. False 2. False 3. False 4. False 5. False 6. False (SD is allowed to NRC) 7. False 8. False (Before not after) 9. True 10. True 11. False 12. True 13. False (up to P500,000) Teacher’s Key Answers: 2016 Business and Transfer Taxation 42 14. False (claimable up to P1M) 15. True 16. True (Matching rule) 17. False (must be within 6 months from death) 18. False (not with medical) 19. False (Funeral expense must be cut-off from the date of interment) 20. False (Except transfer for public purpose) Multiple Choice – Theory: Part 1 16. C 17. C 18. D 19. D 20. D 21. D 22. A 23. D 24. C 25. D 26. A 27. B 28. C 29. C 30. C Multiple Choice – Theory: Part 2 1. D 2. D 3. A 4. C 5. D



6. A 7. A 8. D 9. C 10. D 11. C 12. B 13. D 14. D 15. D 16. C 17. C Multiple-Choice – Problems: Part 1 1. B 2. A 3. B 4. A 5. A 6. C 7. C 8. A 9. A 10. D 11. C 12. B 13. B 14. D Teacher’s Key Answers: 2016 Business and Transfer Taxation 43 15. C Multiple-Choice – Problems: Part 2 1. D 2. C 3. D 4. A 5. C 6. C 7. B 8. B 9. A 10. B 11. A 12. D 13. C 14. D 15. A



16. C Initial value P 800,000 Less: Mortgage paid 550,000 Initial basis P 250,000 Less: Prorated deductions (P250K/P2M x (P300K+P140K) 55,000 Final basis P 195,000 Multiply by: Vanishing % 60% Vanishing deductions P 117,000 Gross estate = P800K + P1,200K; Other ordinary deductions = P140K + P300K (i.e. P850K-P550K) CHAPTER 15 Multiple-Choice – Theory 1. D 2. C 3. C 4. A 5. A 6. A 7. C 8. C 9. D 10. D 11. C 12. C 13. C 14. D 15. B 16. C 17. D 18. B 19. A 20. D Multiple-Choice – Problems: Part 1 1. C 2. B 3. C 4. C 5. B 6. B Teacher’s Key Answers: 2016 Business and Transfer Taxation 44 7. B 8. A 9. B 10. D



Multiple-Choice – Problems: Part 2 1. C 2. B 3. D 4. C 5. A 6. A 7. C 8. C 9. A 10. A 11. C Multiple-Choice – Problems: Part 3 1. C 2. D 3. A 4. C 5. C 6. A 7. B 8. C 9. C 10. C CHAPTER 16 CHAPTER 17 Multip le Choice – Theory: Part 1 1C 2D 3B 4B 5C 6A 7A 8B 9B 10 C 11 C 12 A 13 D 14 C 15 A M ultip le Choice – Theory: Part 2 1B 2A 3C Teacher’s Key Answers: 2016 Business and Transfer Taxation



45 4C 5C 6C 7B 8C 9D 10 C 11 A 12 D 13 D 14 D 15 B 16 D 17 D 18 A M ultip le Choice - Problems: Part 1 1C 2A 3C 4B 5A 6D 7A 8A 9B 10 C 11 C 12 A 13 C 14 B 15 A 16 D 17 D M ultip le Choice - Problems: Part2 1C 2B 3A 4C 5D 6C 7D 8C 9C



10 B 11 C 12 C 13 A Multip le Choice - Problems: Teacher’s Key Answers: 2016 Business and Transfer Taxation 46 Part 3 1A 2C 3C 4C 5B 6C 7A 8A 9D 10 A 11 B 12 C 13 B 14 B 15 A C HAPTE R 18 Multiple Choice: Theory 1 1. D 2. A 3. C 4. D 5. C 6. B 7. A 8. D 9. D 10. B 11. C 12. A 13. C 14. A 15. A Multiple Choice: Theory 2 1. B 2. C 3. A 4. B 5. D



6. A 7. B 8. B 9. B 10. A 11. A 12. C 13. B 14. C 15. A Multiple Choice: Theory 3 1. B 2. B Teacher’s Key Answers: 2016 Business and Transfer Taxation 47 3. D 4. D 5. C 6. C 7. C 8. B 9. B 10. B 11. D 12. B 13. B 14. A 15. C 16. C 17. B Multiple Choice: Application 1 1. D 2. C 3. D 4. C 5. B 6. D 7. B 8. D Multiple Choice: Application 2 1. C 2. A 3. A 4. C 5. D 6. C



7. D 8. A 9. C 10. A
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