8487 HWDS Agri. Release:Nursery Flyer A4 (2 Pager) 11/05/20% 12:13 Page 1

HAZLEWOQODS LLP

BUSINESS ADVISERS & CHARTERED ACCOUNTANTS

Agricultu

Focus on Tax

Tips that could make a real difference

Changes to Personal
Tax rates

With effect from 6 April 2010 a new top
rate of income tax will be introduced of
50% (currently 40%) for those with taxable
income greater than £150,000.

In addition, personal allowances for those
with income over £100,000 will be reduced
by £1 for every £2 of income above the
threshold, so that those with income of
more than approximately £1 13,000, will
have no personal allowances available.

Whilst the published new top rate of tax is
509%, due to the tapering of personal
allowances, those earning between
£100,000 and £1 13,000 will suffer an
effective tax rate in excess of 60%!

Planning will be crucial to ensure that the
highest rates of tax are not suffered.

Capital Allowances

Where qualifying expenditure on
equipment exceeds the Annual Investment
Allowance of £50,000, a First Year
Allowance (FYA) of 40% has been
temporarily reintroduced for expenditure
incurred by sole traders and partnerships
before 6 April 2010 and for expenditure by
companies before | April 2010.

As with previous and existing FYAs, there
are exceptions where the expenditure will
not qualify, such as 'special rate’ expenditure
including integral features, expenditure on
cars and assets for leasing.

The new FYA may alter decisions on the
timing of expenditure later in the year

Expenditure on
Slurry Storage for
NVZ compliance

The HMRC view is that slurry storage
systems used for temporary storage of
slurry qualify as plant and machinery for
Capital Allowances. However, any building
or structure that is part of a slurry storage
facility does not qualify.

A slurry storage system is defined as including:

M a slurry storage tank, above or below
ground

M any reception pit and any effluent tank
used in connection with the slurry
storage tank

B any channels and pipes used in connection
with the slurry storage tank.

Capital allowances on this type of expenditure
will form part of the Annual Investment
Allowance (AIA). Excess expenditure is
unlikely to qualify for the new temporary
FYA (see above), but will still qualify for the
special rate of capital allowances which is
10% for integral features.

If you need to improve your slurry storage
facilities then think about the timing of any
expenditure so as to maximize the tax
relief available.

Inheritance Tax
minimised by holding
property on the
balance sheet

Assets on the balance sheet of an
unincorporated farm business will generally
qualify for 100% Business Property Relief
(BPR) from Inheritance Tax (IHT) while
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Tips
continued

those held off the balance sheet only qualify
for 50% relief.

Where assets in the business consist of
farming and letting elements it will be
important to look at the business ‘in the
round’ and consider what part of the business
is applicable to the trading activities e.g.
farming, and what part is attributable to the
investment activities e.g. Assured Shorthold
Tenancies. Only if, on balance, the trading
part is more than 50% of the whole is BPR
likely to be available on the whole.

In order to maximise IHT relief it is generally
better to keep all activities in one business
unless this means that the investment
activities dominate. Activities and values
may fluctuate over time so do periodically
review the position with your advisers.

If you are not claiming
the Single Payment
(SP) on land, then
check your tax position

If someone else is claiming the SP on your
land then it is highly unlikely that you are
deemed to occupy the land for tax purposes,
and this may mean that valuable Inheritance
Tax (IHT) and Capital Gains Tax (CGT) reliefs
are lost. Particularly at risk may be
Agricultural Property Relief from IHT on a
farmhouse attached to the land, the ability
to enjoy Entrepreneurs’ Relief (10% CGT
rate) on a subsequent sale of the land and
the ability to roll over proceeds and gains
that might arise on that land.

Your status as a farmer for income tax
purposes might also be questioned.

If you think these reliefs may be important
to you then it may be in your interest to
review the arrangements by which the land
is farmed with your advisers.

Agricultural Property
Relief on farmhouses

Agricultural Property Relief (APR) has been
extended in the Budget to cover foreign
farmhouses. This is good news in that it
reduces the immediate concern that APR
on UK farmland and property is to be
further restricted.

However, if your estate is heavily reliant on
APR being available, especially on a
farmhouse, keep the position under review
with your advisers.

Capital gains are taxed
at much lower rates
than profits subject to
income tax

The difference between the tax charge on
‘capital’ and ‘income’ has widened with
chargeable gains taxed at the rate of 8%,
or effectively 10% with Entrepreneurs’ Relief,
and income taxed at rates exceeding 60%
in some cases from 6 April 2010. There may
be times when a surplus can be argued to
be capital rather than income afthough on
occasions the CGT may fall due sooner
than would otherwise be the case.

If you are developing a barn with a view to
selling it then HMRC may argue that this is a
trading activity subject to the higher rates of
income tax rather than the disposal of a capital
asset subject to the lower CGT rates. Strictly,
at some stage the asset will move from being
a fixed asset used in the farming trade to
become part of the trading stock of the
new development trading activity. Clearly
the higher the value at that time, then the
larger the gain subject to CGT as opposed
to trading profit subject to income tax.

If you are planning a project, speak to your
adviser at the outset.

Furnished Holiday Lets -
tax treatment changes

Furnished Holiday Let (FHL) properties
within the UK have enjoyed favourable tax
treatment including Business Property Relief
(BPR) from IHT, the ability to offset losses
against other income, the ability to rollover
gains from FHL and rollover other gains
into the purchase of properties used as
FHL. This treatment is extended to all FHL
within the European Economic Area until 5
April 2010. However, from 6 April 2010
the rules will be repealed in full even on
UK properties.

There is therefore a window of opportunity to
capture the capital tax reliefs prior to 6 April
2010. Consider transferring FHL properties
within the family while holdover relief from
CGT and BPR from IHT is still available.

BPR is likely to only be available, even in the
period up to 5 April 2010, where services are
provided along with the FHL accommodation.
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Services supporting a claim for BPR would
include:

M Showing your guests around the property;

B Changing bedding and towels at least
every week;

B Providing refreshments/food for arrival;

M Giving information (and opinions) on
local restaurants and pubs, with directions.

It would also be a good idea to review the
tax efficiency of borrowing secured on FHL
properties.

Pension contributions -
tax relief limited for
high earners

From 6 April 201 1, the intention is to taper
tax relief on pension contributions for
people with taxable income over £150,000
so that those earning more than £180,000
will only receive higher rate tax relief on
the first £20,000 of contributions or on
regular ongoing pension contributions that
were in place before 22 April 2009.

Regular ongoing pension contributions are
those paid quarterly or more frequently and
at a rate that does not increase. There are anti
avoidance provisions effective now so if your
earnings exceed £150,000 and you wish to
increase your pension contributions do take
advice.

For further information on any any of the
areas discussed please contact Nick Dee,

Head of Hazlewoods Agricultural Team or
Peter Griffiths, Tax Director.

PPN

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

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

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.
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