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Sowing the seeds for future prosperity

Tax Tips for Agribusinesses

considerations may determine the choice of
business structure. For example in certain
industries it is almost "expected" that a
business will be conducted through a limited
company. The current tax legislation can make
it tax efficient for a business to be conducted
through a limited company, because profits are
only taxed on the owners when extracted
from the business, and dividends can be a tax
efficient method of extracting profits.

Whereas, with a partnership or sole trader
business, all profits are taxed on the individual
owners irrespective of whether the profits are
actually extracted from the business.

Therefore, where profits are in excess of
£150,000, an individual could be suffering tax
at a marginal rate of 52% (including National
Insurance) but they may be only extracting a
small proportion of this amount to fund their
normal personal spending requirements.

Where the individual owners do not require
all of the annual profits to be extracted from
a business, a limited company can allow
undrawn profits from the company to be
taxed at a rate as low as 20%, until the profits
are withdrawn.  Therefore, with the top rate
of income tax 50%, and the possibility of this
rate being abolished in the future, this can
allow profits to be retained in the company
and potentially withdrawn in the future when
the top rate of income tax is possibly
lower. The current taxation of dividends
received by individuals can allow a husband
and wife to receive a combined annual total
income of approximately £84,000 and pay no
income tax or National Insurance, where both
are shareholders in a company.

Where a business is investing for the future,
and is financed through loans which will need
to be repaid, a limited company can allow
capital to be repaid from profits that only
suffer tax at 20%, but would suffer tax at
potentially 50% if the business was conducted
as a partnership or sole trader. Therefore, an
unincorporated business structure would have
significantly less after tax profits available to
repay debt capital.

However, a business structure is not a "one
size fits all" scenario with all factors particular
to each situation needing to be considered,
including profit extraction, succession planning
and exit strategy of the owners, when
deciding on the correct structure. Businesses
that currently operate as a sole trader or
partnership can "convert" to a limited
company by incorporating which can offer
possible tax planning opportunities, through
the sale of the Goodwill of the business.
Alternatively, a Corporate partner can be
introduced to an unincorporated business
which can be tax efficient.

Therefore, the owners of an unincorporated
business should consider whether it would be
tax efficient to incorporate, or introduce a

With many businesses having a December or
March year end, October can be an
appropriate point in time to review matters in
advance of the year end, consider whether
the business structure is tax efficient, and
profits are extracted in a tax efficient manner.
In this issue we highlight tax matters
that should be considered in any such review.

Business structure
The main choice of business structure is
between an unincorporated business, a sole
trader or partnership, and incorporated
business; a limited company.  General business
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The taxation policy and spending plans of the Government continues
to feature regularly in the News. Some commentators predict that the
top rate of income tax of 50%, introduced in 2010/11, will be abolished
in the not too distant future. However, there has not been any firm
commitment from the Government to abolish this rate, therefore
any future planning should assume that the 50% rate will be with us for
the foreseeable future.



Corporate partner. The owners of a limited
company should consider whether the
current profit extraction structure is tax
efficient and full use is being made of the 20%
and 40% tax bands of spouses.

Holding business assets personally
It is common for the owners of a business
to personally acquire premises to be used by
the business. This may be done in order to
provide a future retirement income. If shares
in an unquoted trading company, or a trading
partnership share, are owned by an individual,
it is likely that the market value of the business
interest will not suffer Inheritance Tax (IHT)
on the death of the individual, because of the
availability of Business Property Relief.

Any business premises owned by the business,
and used in the business, would also be
covered by the relief as the value of the
premises would be included in the value of
the shares or partnership share.  However,
any business premises owned personally by a
partner or shareholder and used in their
business, would only attract Business Property
Relief at a rate of 50%.  Additionally, a
shareholder will only qualify for this level of
relief if they hold at least 51% of the shares in
the company.

Therefore, the fact that business premises
owned personally will not be wholly relieved
from IHT needs to be taken account of in
future planning.  If future generations of the
same family intend to continue a business in
the future, it may need to be ensured that
other assets are available to fund any IHT
liabilities, to ensure that the business premises

remain available for the business and do not
have to be sold on a death.

Additionally, if shares in a company are to be
transferred to the next generation during the
lifetime of the current shareholder, reducing a
controlling shareholding to below 51% may
mean that an increased IHT liability will arise
in the future in respect of business premises
held by the current shareholder.

Succession planning and exit 
strategy
Holding an interest in a business until death
will often maximise available tax reliefs, as
Business Property Relief should be available
on the value of the business, meaning that no
IHT is due, and the business interest is passed
to beneficiaries at current market value, with
no Capital Gains Tax (CGT) being due on
death.  Therefore, if the beneficiaries sell the
business interest shortly after, they are unlikely
to suffer any tax liability. However, if an
individual sold a business interest before
death, they would be likely to suffer a CGT
liability at a minimum rate of 10%, and then
suffer IHT at death at 40% on the proceeds
still held.

However, if the owners of a business retain
their full ownership until death this is unlikely
to provide an incentive for individuals to enter
the business and continue the development.
Whether this is members of the same family,
or unconnected individuals. Succession
planning and a possible future exit strategy
need to be considered well in advance, and
will involve planning for both CGT and IHT. In
addition, income requirements in retirement

Staverton Court, Staverton, Cheltenham, Gloucestershire GL51 0UX
t: 01242 680000   f: 01242 680857

www.hazlewoods.co.uk

This release has been prepared as a guide to topics of current financial business interests. We strongly recommend you take professional advice
before making decisions on matters discussed here. No responsibility for any loss to any person acting as a result of the material can be accepted by
us.

Hazlewoods LLP is a Limited Liability Partnership registered in England & Wales with number OC311817.
Registered Office: Staverton Court, Staverton, Cheltenham, Glos. GL51 0UX

A list of LLP partners is available from each office. 

Registered as auditors by the Institute of Chartered Accountants in England & Wales.
Hazlewoods LLP is authorised & regulated by the Financial Services Authority.

Hazlewoods Agribusiness Team

need to be considered, as well as the ability to
provide for all beneficiaries on death, without
having to sell an interest in a business which is
to be continued by another family member.

If an exit strategy involves the likely future sale
of a business, whether to other owners of the
business or an external party, the eligibility for
Entrepreneurs Relief should be regularly
reviewed to ensure that any CGT liability will
be minimised. The relief will reduce the CGT
liability on the sale of shares in a qualifying
trading company, or an interest in an
unincorporated business, to a tax rate of 10%.
However, there is a qualifying period of 12
months, and eligibility criteria needs to be met
for at least 12 months. For example, where
shares in a company are being sold, a
minimum holding of 5% is required, and the
vendor must be an employee or director.

Therefore, a possible situation could arise
where the original founders of a business
are no longer employees or directors but
still have shareholdings considerably larger
than 5%. On a sale of the business these
individuals would not qualify for
Entrepreneurs Relief and would suffer CGT
at a minimum rate of 18%, and a likely rate
of 28%.  Therefore, future plans for the
business and the owners should be
reviewed regularly to ensure that CGT and
IHT reliefs are maximised.

Please contact our Agribusiness Team if you
would like to discuss any of the
issues included in this release, or any other
issues connected with your business.

Nick Dee
Partner
t: 01242 680000
e: nick.dee@hazlewoods.co.uk

Peter Griffiths
Tax Director
t: 01242 680000
e: peter.griffiths@hazlewoods.co.uk

Jonathan Marchant
Corporate Services Director
t: 01242 680000
e: jonathan.marchant@hazlewoods.co.uk


