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Question 1 

Sheepy-Shapes Ltd sells novelty key-ring and decorative hanging ornaments to the general public from five shops in GB. These are either in the shape of a sheep or are flat metal or wooden boards with pictures of sheep on. 

Sheepy-Shapes Ltd currently purchases the products from GB but is looking at whether it will be cheaper to import the products. It has contracted a self-employed agent to go to Pakistan and find a supplier who can potentially source the products. The agent has identified Z12 co as a possible supplier and it has quoted £150,000 for a consignment of key-rings and hanging ornaments. The agent has indicated that their commission from Sheepy-Shapes Ltd may be reimbursed by Z12 co but this is yet to be fully agreed.
 
Sheepy-Shapes Ltd needs to supply packaging for the products to Z12 co from a separate factory in China. Sheepy-Shapes Ltd will pay the Chinese manufacturer direct. This will cost £3,000 per consignment. The packaging will be shipped direct from China to Z12 co’s factory. 

One of the products is subject to intellectual property rights and Sheepy-Shapes Ltd will pay a royalty to the holder of the right of £3,000 per 10,000 items. This consignment will contain 20,000 of these items. Freight and insurance will be charged in addition to the cost of the goods at a flat rate of 2% of the value of the goods in each consignment.

Once imported, Sheepy-Shapes Ltd will affix tags in order that the goods can be hung on the shelving racks in the shops. This will cost £1,750 per consignment, from a supplier in the West Midlands. 

Sheepy-Shapes Ltd has asked Z12 co about the Developing Countries Trading Scheme but Z12 co says it will take a while to get this sorted as it needs to ensure the origin conditions are actually met. 

A similar consignment of goods from its GB supplier would cost £170,000 (excluding VAT).

The import duty rate for the consignment is 3.8% and a preferential rate of 1.7% is available.

Discuss whether Sheepy-Shapes Ltd should source the products from overseas and state any extra information needed to reach a conclusion.	(10)

	

[bookmark: _Hlk188786844]Sheepy-Shapes will need to apply the valuation methods in order to determine the import value. Method 1 has to be used first. [0.5]

Method 1 is available as Sheepy-Shapes is not buying from a related party. [0.5] The value will be the price paid for the goods adjusted as necessary for ‘specified matters’. Therefore, the starting point will be the £50,000 cost of the goods. [0.5]

Specified matters that must be included:

Freight and insurance, which is calculated at 2% of the value of the consignment. [0.5]

Packaging supplied by Sheepy-Shapes to its supplier as it is paid for by Sheepy-Shapes and provided free of charge to Z12 co. [0.5]

The Royalty might need to be included. It needs checking as to whether it forms part of the agreement for the import of the goods into the UK. If it relates to the goods being valued and is a condition of sale, it needs to be included. [1]

Elements to exclude: 

Where a buying commission is paid to the agent, it is excluded from the value for duty. If this has been reimbursed by the seller and included on the invoice, this can be deducted. [1]

The cost for affixing the tags are a post import cost so do not have to be added in. [0.5]

In order to determine the duty rate, the UK DCTS conditions need to be met which would lower the duty considerably from 3.8% to 1.7% - see calculation below). [0.5]

The supplier needs to know the commodity code and the origin rules to check that they are met. [0.5]

Origin rules are often a maximum percentage of non-originating materials that can be used in the product. A calculation will be needed. [0.5]

Sheepy-Shapes might be able to get retrospective proofs of origin and reclaim duty, if it has evidence. [0.5]

Draft calculation (assuming the royalty is included): 

	
	£

	Cost of consignment 
	150,000

	Packaging [0.5 for first two lines]
	3,000

	Freight & Insurance [0.5]
	3,000

	(2% x 150,000)
	

	Royalty (£3,000 x 2) [0.5]
	6,000

	Total
	162,000


	@ 3.8% [0.5 for both duty calcs]
	6,156

	@1.7%
	2,754



UK cost is £170,000. It is marginally cheaper to import but you need to factor in lead time, whether the post import tags are already included, and other admin costs of importing, eg appointing a freight agent.  [1]




Question 2 

Wastey Ltd operates a landfill site. 

In December 2023, a lorry load of metal (8 tonnes) and rubble (9.25 tonnes) arrived on site. The site foreman was on annual leave and instead of the waste being deposited in the Information Area, it was put in skips outside of the area, near to the landfill containment cell. This was due to a new site worker who mis-understood where the waste needed to go.

The metal was removed off site and sent to a metal recycling plant in August 2024.

The rubble was subsequently removed by a digger and used to fill in a small pond on the site in July 2024, so that landscaping of trees and hedges could be carried out to minimise the visual impact of the site for the local industrial estate adjacent to the site. 

Wastey Ltd did not pay Landfill Tax on the above operations.

Explain Wastey Ltd’s possible Landfill Tax liability and how it would appeal an assessment, should HMRC raise one.	(10)

Do NOT discuss penalties.

	


HMRC can generally go back four years to recover underpaid tax. [0.5] As the disposals happened over four years ago unless HMRC believe that Wastey is guilty of dishonest evasion, then the time limit for raising an assessment has passed. [0.5] It is unlikely on the facts that there is any dishonesty as the disposals appear to be due to ‘a mis-understanding’ rather than a deliberate attempt to evade tax. [0.5]

Consequently, the first line of defence is that any assessment is out of time as the original disposal was in December 2023. [0.5] HMRC might counter argue that the disposals happen in 2024 and assess for tax on this basis. [0.5]

In such circumstances, Wastey would have been able to claim a credit for the metal disposal as it was removed for use elsewhere within one year of the original disposal (December 2023 to August 2024). [1] Although the credit is normally claimed in the period in which the removal occurs, it can be deducted in a subsequent accounting period. [0.5]

Improving the site by filling in a pond is potentially not a landfill activity. [0.5] HMRC’s guidance in this area states that uses that perform a function for the site as a whole that remain after the site closes are non-taxable uses. [1] HMRC might argue that this is ‘material used to create a temporary screening bund’ but trees/hedges once planted are not intended to be removed again, so it is unlikely this is a taxable use. [1] 

Wastey has a number of choices to appeal any assessment. It can accept HMRC’s offer to carry out an internal review, within 30 days. [1] A different officer will review the decision which should generally be carried out within 45 days. They will either confirm, vary or overturn the original decision.[1]  If the original decision is confirmed then Wastey can appeal to the tribunal within 30 days. Wastey can appeal direct to the tribunal but should weigh up the costs of doing so, given that the internal review will not cost anything. [1]

There is also the option to go to the Alternative Dispute Resolution procedure. This is more informal and much cheaper than appealing to tribunal. [0.5]


Question 3 

	Linztisure Ltd is an authorised insurer and registered for Insurance Premium Tax. It specialises in repairing domestic appliances. 

An insurance policy was sold to a hotel group with hotels in GB and the Republic of Ireland for £25,000. In addition to this fee, Linztisure Ltd charged the hotel group 8% interest per annum for paying in instalments. This was charged separately at the year-end and amounted to £980.

There are 90 hotels in GB and 30 in Republic of Ireland, although the cost of insurance in Republic of Ireland is 10% higher than GB. 

Calculate with explanations the Insurance Premium Tax arising in respect of the above transaction. 	(5)




The consideration for the insurance for IPT purposes will include the interest that is charged (s.72(1) FA 1994). Thus, the premium will be £25,980.  [1]

The premium needs to be apportioned between the hotels in the Republic of Ireland and GB, as only UK risks are liable to IPT. [0.5] S.69 Finance Act 1994 requires the apportionment to be fair and reasonable.  [0.5]

It would not be possible to apportion the premium between the number of hotels at 90/30 as the cost of insurance in the Republic of Ireland is higher, so this needs to be taken into account. [0.5] A weighting therefore needs to be applied for the 10% higher cost.  [0.5]

This means that the proportion of the fee relating to GB is £19,010 (£25,980 x 90/123). (90 UK hotels, and 1.1 x 30 in ROI) [1]

As the premium is a gross cost inclusive of IPT, the IPT is £2,037 (3/28 x £19,010). [0.5]

The rate is 12% because the insurance is not sold/arranged through a vendor of goods, nor does any money pass back to a vendor of the goods [0.5]




Question 4 

	Agzbus Ltd is registered for Aggregates Levy and completing its September 2026 return.

During the quarter to June 2026, 22,000 tonnes of sand was sold and removed from the site. £47,520 of Aggregates Levy was paid. 

8,000 tonnes of this sand was subsequently used to restore a local beach, during June 2026. 

A further 4,000 tonnes was washed and prepared as sand for children’s sand pits in July 2026. 

The remaining 10,000 tonnes is currently at a customer’s location waiting to be used for the construction of some new houses. 

Each customer can provide Agzbus Ltd with information about the uses of the sand.

Explain the Aggregates Levy consequences of the above transactions.

(4)



The 8,000 tonnes of sand that was used in beach restoration is eligible for a tax credit.  Agzbus Ltd must ensure that it obtains and keeps records to prove the use. [1] £17,280 can be deducted on the current return. [0.5]

The 4,000 tonnes of sand used for children’s sand pits is also eligible for a tax credit as it is used for a prescribed industrial process (no.29 in the schedule to SI 2002/761) Agzbus Ltd must ensure that it obtains and keeps records to prove the use [1] £8,640 can be deducted on the current return. [0.5]

The 10,000 tonnes that is sitting on a building site is not eligible for a credit. [0.5] Commercial exploitation happened when it is was sold (and removed) from Agzbus Ltd’s premises, so the levy was correctly accounted for in the previous return and no credit is due.[0.5] 





Question 5 


Elecz11 Ltd is an energy supplier and registered for Climate Change Levy. 

5,000 kilowatts of electricity will be supplied to GudDeedz Ltd in October 2026. 

GudDeedz Ltd is a registered charity and the supply is used to heat and light function rooms that are owned by the charity and used to run fundraising events to raise donations for its charitable purposes. It also has a charity shop and office on the same premises. The function rooms comprise around 57% of the floor space, the charity shop 33%, and the office 10%.

Calculate with explanations the Climate Change Levy on this supply.
(4)



As the metered supply is more than 1,000 kWh a month, it is not automatically excluded. [0.5]

However, supplies for charitable use are excluded where the supply is used by the charity otherwise than in the course/furtherance of a business. [0.5] The charity shop is a business activity, and the function rooms are non-business, being used to raise donations for the charity. A pure administrative office is ‘business’. [1]

Where a minimum 60% of the use is for charitable purposes then the entire supply is excluded. [0.5] Using floor space, which would be a fair apportionment, the non-business is either 57%, where the office is business, or 67% if the office is non-business. [0.5] 

If the 60% test is not met, an apportionment must be made. In this case 57% of the supply will be excluded from the levy. [0.5]

CCL is 5,000 x 43% x 0.801p = £17 [0.5]



Question 6 


PPX1974 Ltd imported 6.75 metric tonnes of rolls of plastic in January 2026. These were sold to another UK business, Plassypots Ltd to be made into single use carrier bags. 

Plassypots Ltd made the carrier bags from the plastic but then used another company to complete the bags by dyeing and printing the bags. All work took place in January 2026.

Explain the Plastic Packaging Tax implications of the above transactions.
(4)



PPT is due on finished chargeable plastic packaging components (FCPPCs). [0.5]

The import of the ‘raw’ plastic rolls is not a FCPPC so PPT was not paid on the import. [0.5]

The company that carries out the ‘last substantial modification’ of the plastic into finished items is liable for the PPT. [0.5]

This could be Plassypots Ltd when it cuts the plastic into the single use carrier bags. [0.5] However, a ‘substantial modification’ includes a change to its shape, structure, thickness or weight, carried out by a ‘relevant manufacturing process’ which is NOT blowing, cutting, labelling or sealing. [1]

TixLidz Ltd is liable for the PPT as the product was not finished until the bags were dyed. Printing onto a bag is classed by HMRC as a ‘substantial modification’. [0.5]

Single use carrier bags are covered by the legislation and PPT of £1,544.54 (£228.82 x 6.75) was due. [0.5]

(Examiners Note – £228.82 rate from 1 April 2026 used in calculations)


Question 7 

Alliebitz Ltd is looking to import a specialised Christmas decoration that lights up, from a country that benefits from preference. 

The origin rule for this product says that the value of non-originating materials
cannot exceed 20% of the ex-works price of the finished product.

The following costs relate to the production of the Christmas decoration:


	Item 

	Cost £

	Originating 
	

	Plastic component
	2.50

	Labour in country of manufacture
	0.80

	Manufacturer’s overheads
	0.50

	
	  £3.80

	
	

	Non-Originating
	

	Imported hanging thread and glitter
	    0.75

	Imported decorative box
	1.10

	Imported light
	1.50

	
	£3.35

	
	

	Manufacturer’s Profit
	 5.75

	Manufacturer’s Invoice
	12,90

	
	

	Shipping from factory to UK
	1.50

	UK costs of inspection
	0.85

	
	

	Total Cost
	£15.25

	
	





Explain why the decoration does not currently qualify for Customs Duty preference and how production could be changed so it does.
(3)

ALLIEBITZ LTD – max 108 marks – 88 ignoring the 6 marks in bold

The ex-works price is £12.90. Shipping to the UK is excluded. [0.5]

The UK costs are post-importation and do not count. [0.5]

At £3.35 the non-originating items constitute 25.9% of the ex-works price of the product. [0.5] The product does not originate. [0.5]

In order for it to originate, components need to be sourced from the country of manufacture. 20% of £12.90 can be imported, which is £2.58. [0.5]

If the light was sourced in the country of origin, then the non-originating items would amount to £1.85, and so would satisfy the rule. [0.5]









