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Nail on the head — maybe now is the
time to reduce milk production?

In the recent run of low milk prices the reality has been that in nine out of ten instances
increasing output has helped spread the cost, lower cost of production and maximize
the chances of remaining modestly profitable. And that is the problem.

Modestly profitable is even less fun
when you are having to milk 200
cows than before when you were
modestly profitable only having

to milk 100. The pleasure is
diminished even further when you
try to milk 200 cows with less
labour than when you were
originally milking 100 - that is
where today’s modern dairy farmer has been forced

£
lan Sharpe, Old Mill
Rural Services Partner

by those buying their precious commodity.

The writing has been on the wall for some time. Output
from this country’s national dairy herd is diminishing
rapidly yet despite farmers’ pleas, those influencing the
economics of the industry have until recently refused
to acknowledge how serious the drop off was going to
be. For those who do remain in the dairy industry, the
possibility of increased milk prices are well overdue.
Firstly, those increases have to be tangibly delivered
and secondly, they must be sustained if there is any
chance of slowing down the exodus from this sector.
Increased milk prices will not increase output because

Warning - tax planning

With the prospect of sharply rising profits there is the
likelihood of higher tax bills. One way of mitigating this
is to make payments into a pension fund. However for

the capacity is no longer there and people are not going
to make the significant long term investment off the
back of short term milk price rises.

In fact, with increasing cow prices and a general call
from the public to farm more extensively, dairy farmers
ought to consider the option of doing precisely that.
With lower inputs, lower costs and concentrating on
maximizing milk from home grown forage and fodder
may reduce your farm’s overall output but in a seller’s
market, lower milk output could mean even higher milk
prices. A less intensive milk industry for the welfare of
not only cows but also farmers themselves and if that
is what the public wants then who are dairy farmers to
deny them?

A few years ago, increased commodity prices would
have triggered a rush for additional production but in
a dairy sector so heavily decimated that is now unlikely.
Indeed, the opposite may occur and for those seeking
to retire in any event, the potential advent for rising
cattle prices may be the final trigger to make that
ultimate decision to exit the sector.
lan Sharpe, Partner

tax purposes pension payments now have to be made
within the current financial year.

We strongly advise clients to talk to us now — perhaps
for some interim accounts - to ensure we utilise the
opportunity.




The problem with
letting cottages

Freeing up a farm cottage to generate
precious additional income in the form of
rents is often considered a godsend when
profits are under pressure.

Just remember that letting a cottage after a period of
occupation by a farm worker would almost certainly turn
it from a business asset to an investment asset meaning
that the Capital Gains Tax and Inheritance Tax position
worsen significantly. The property is likely to become
chargeable to IHT and any subsequent lifetime sale or

gift of the asset will generate increasingly large Capital
Gains Tax bills.

One solution is to consider passing surplus farm
property down a generation whilst still occupied by
farm workers. This often helps the Capital Gains Tax
position at the time of any gift although the Inheritance
Tax situation may still be an issue if the donor dies
within seven years of the gift.

For those not wishing to risk assets in the hands of
younger generations, placing the property into a trust
and waiting until circumstances to gift are appropriate
is another sensible solution. Either way, not acting at an
early stage can prove expensive later.

Life cover for young families

Life cover is often thought of as something
“insurance men” sell purely to line their
own pockets.

In fact premiums for life cover have rarely been cheaper
and for those clients who have recently married or
perhaps recently started families then it is foolish not to
consider this option to protect their family in the short
term should something unforeseen happen. It also

protects the family farm in terms of providing a fund to

secure the financial future of those left behind without
placing a crippling burden upon the farming business.
Do speak with Old Mill Financial Services to identify
how cost effective this protection can be. At the same
time we recommend you consider a quotation for
Sickness cover so that even if you have an accident
there is a form of income that is paid out which, if
nothing else, can be used to provide cover whilst ill.
This is all the more important nowadays when there is
less labour around on the farm to cover a shortfall.

Contact Julia Banwell on 01749 335048 or Simon Clark
on 01935 709356 for further information.

Farming divorces — be aware

One doesn’t want to dwell on the
increased incidences of farming divorces
but undoubtedly the modern era
combined with financial and workload
pressures has not helped this situation.

However sound advice is critical in terms of planning
for asset protection in the first instance and then taking
strong advice during any matrimonial proceedings
subsequently. We have identified a limited number of

legal advisers who have proved extremely useful in this
area and of course proper representation by your
accountant is critical if the case is going to be won to
ensure that the farming assets are kept together as far
as possible to ensure survival of the business.

If family breakdowns can be avoided then that is the
ideal solution but if not, fairness is something that must
work both ways and for many farming families that
means ensuring that the farm and farming business can
be kept intact. In the right circumstances courts will
take the same view but don’t leave it to chance.



Client profile
Eddie Harper MBE

Mike Butler suggested that his client Eddie
Harper would be an interesting person to
do a profile of — he was right. Eddie has
recently been awarded an MBE for
outstanding services to livestock transport.

It is believed that this is the first
award of its type and as Eddie says it
is a recognition of the progress
made by a sector which has often
been considered by many who
should know better as a blot on the
agricultural scene. Eddie has been
Eddie Harper MBE working in livestock haulage for
around 40 years and has seen great
progress made. He can remember the days when
livestock were loaded into battered old six wheel AECs
which then set off to drive over the Alps. The
development of ‘kit" has been most significant with
improvements in ramps, lifts and rising decks. As Eddie
says: “Most of the stress in transporting livestock is in
loading and on unloading and advances in this have
moved us forward a long way.”

Eddie drove for a company near Reading between 1972
and 1987 before buying the company out. Unfortunately
the company was caught by the collapse of its most
significant customer and Eddie came to Somerset to
work for A E George, the respected Bruton based
livestock haulier. By then Eddie was already Chairman
of the Road Haulage Association Livestock Section, a
position he still holds, a record 15 years on. When he
became a Director of Assured British Meat to maintain
his independence he set up as a Livestock Haulage
consultant. He has also been a member of the Farm
Animal Welfare Council and was involved with the

National Proficiency Test Council in setting up the NVQ
for Livestock Transport.

Five years ago Eddie was one of the founders of the
European Livestock Transport Association which now
involves members right across the continent. He says:
“One of the major frustrations with regulations coming
out of Brussels was that they never appeared to have
talked to anyone in the industry — now with the ELTA
they are at last beginning to consult.”

However, Eddie is scathing of the regulations on
temperature which came into force at the beginning

of this year: “They say that you are only allowed to
transport animals between zero and 30° centigrade.
What do you do in the winter in Scotland when
temperatures are below freezing - or the Mediterranean
countries when it is over 30° for most of the summer?”
Defra are funding some constructive research and Eddie
is part of a team of four who have been monitoring
loads of pigs being moved from Scotland to Spain
with temperatures rising from 10° to 42°. A report is
being prepared.

Nowadays much of Eddie’s time is taken up with a role
as Work Contracts Manager at the Bath and West
Showground. His involvement started with developing
a truck wash in the wake of the 2001 Foot and Mouth
outbreak and it seems to have been growing ever
since. “There is a lot of work in maintaining and
improving what is basically an ageing site whilst it
awaits new developments. However, you have to keep
moving it forward and we have developed a good
team which is supplemented by a few local farmers
who come in as necessary.”

Eddie’s MBE is very well deserved. The role that an
individual can play in helping an industry improve its
status should never be forgotten.

Old Will or no Will - sort it

If the circumstances of clients we take on
are anything to go by, the number of
farmers who have Wills that are significantly
out of date, or perhaps worst of all no Will
at all is incredible.

With significant capital assets and changing tax rules,
it is simply VITAL to have a properly prepared Will in

place. Despite the myth, drawing up a Will does not
shorten your life expectancy and furthermore Wills need
not be so complicated that you have to re-mortgage the
farm to pay the legal fees. They need only be as
complicated as the individual makes them and that is
the art of making a Will — have your thoughts as to what
you want to do assembled before you visit the
accountant or solicitor and don't let tax influence your

decisions. Contact us now and we can help.



Don’t go berserk — opinion
piece by Mike Butler

Trust an accountant to inject caution just
at the moment commaodity prices for many
farming sectors seem to be rising. Of
course good news is long overdue and
well deserved by those farmers who have
worked diligently over the last few years
improving their businesses, becoming
more efficient and driving up the quality
of their product.

The fact that a great number of
years have elapsed to get to this
point means that many farming
businesses balance sheets have
been eroded by poor returns,
relying upon cutting into hard core
capital to survive. That often
translates into increased bank
borrowing, neglecting the
maintenance of the farm
infrastructure and in some cases
selling assets altogether. With careful financial
management, increased commodity prices can be
translated into retained profit and pumped back into
the business to re-strengthen the balance sheet
moving forward. The first step is to maximise profit and
with increasing costs running alongside increasing
commodity prices, care will be needed to ensure that
most of the current price rises are not lost.

Mike Butler, Rural
Services Partner

Beyond that, the next step must be to minimize tax as
that simply haemorrhages wealth outside of the family
and the business. At that point, provided drawings are
kept in check, reinvestment in the business can take
place. This may initially involve repayment of bank
borrowings but can also involve re-investment in the
business’ assets. Either used as part of the farming trade
or alternatively new projects altogether. “One swallow
doesn’'t make a summer” is a saying that springs to
mind. It is great that prices are increasing and we hope
to see the same trend across all our farming sectors. But
remember most balance sheets are going to take a
number of years to rebuild and that has to be one of
the priorities for those who are serious about moving

their businesses forward in the agricultural sector.

Changes to State Pensions

The 2007 Pensions Act, which became law
on 26th July 2007, introduces changes to
the State Pension entitlement.

People affected are those who reach State Pension age
on or after 6th April 2010 (ie, women born on or after

6th April 1950 and men born on or after 6th April 1945).

The changes are designed to
increase the number of people who
receive a full basic State Pension
and include:

B Reducing the number of

Julia Banwell, I
Chartered Firancial qualifying years needed for a full
Planner basic State Pension to 30 (from 44).

B Any number of qualifying years will give entitlement
to at least some Basic State Pension (previously
needed at least 11 to get any at all).

B Gradually increasing the State Pension age from 65 to
68 between 2024 and 2046.

B Increasing Basic State Pension in line with earnings,
rather than prices, which should mean that it will rise
more quickly each year than it does now .

B Home Responsibilities Protection will continue for
those caring for children up to the age of 12,
approved foster carers, and people caring for at least
20 hours per week for severely disabled people.

Clearly, increasing the State Pension age to 68 will have
an impact on personal private pension planning and
now is a good time to review your pension provision as
a whole. Please contact either your usual Financial
Services consultant or speak with Julia Banwell

(01749 335048).



Still as important as ever to
control your costs

Even with improved commodity prices it

is essential to maintain a control on your
costs. With rising labour and fuel costs it is
important to consider the most cost effective
way of establishing next year’s crop.

A plough-based system can still offer a competitive
approach on lighter soils but it can be more
advantageous to consider a disc or tine based approach
on medium to heavier soils. Ploughing heavier soil
takes longer increasing labour cost as well.

Cultivation Time taken Fuel use Fuel cost
system (Min/Ac) (L/Ac) (E/Ac)
Five-furrow 60 22 8.3
plough system

3m tractor mounted 28 22 8.3

cultivator system

Labour saving @ 6.77 £/hour 28/60 x 6.77 = £3.16
per acre

Using larger cultivation equipment does not necessarily
mean higher fuel costs due to the greater work rates
achieved. Faster work rates reduce both labour and fuel
costs per acre.

Cultivation Time taken Fuel use Fuel cost
system (Min/Ac) (L/Ac) (E/Ac)
4m trailed cultivator 18 7 3
system

Labour @ 6.77 £/hour 18/60 x 6.77 =2.03 £/Ac
Saving £6.77 - £2.03 = £4.74 acre
Fuel saving £8.3 - £3 =£5.3 acre

Total saving = £10.04 acre

Although investing in larger cultivation equipment may
appear to be a costly option it should be considered
that as well as helping to cut cultivation costs, it could
also help to reduce your tax bill by increasing your
capital allowances. With higher commodity prices now

may be the right time to consider this.

Loss of ABAs — the alternative

Farmers stand to lose thousands of
pounds in the coming years, with the
phasing out of tax allowances on
agricultural buildings.

A consultative document has recommended the
removal of industrial and agricultural buildings
allowances with a complete phase out of the allowance
by April 2011.

Currently farmers get a 4% annual allowance on
agricultural buildings, enabling them to write them off
over a period of 25 years, but from April next year that
will be reduced to 3%, then to 2% in 2009, 1% in 2010
and nil from April 2011. Anyone who has invested in
buildings — or is planning a new build - will not get the
relief they expected. This is a hard tax loss to take.

Fortunately, following changes to the pensions
regulations, farmers can now make use of new rules to
turn that loss into a benefit. By using a Self Invested
Personal Pension, they can save up the cost of the
building tax-free, and then buy the building in the
pension fund - writing off the cost of it in significantly
less time than the existing 25 years.

Taxpayers can invest up to 100% of their profits into a
pension, tax-free, each year. Say a farmer invested
£50,000 a year for four years, he would save the income
tax on those profits — £80,000 if he is a higher-rate
taxpayer. The resulting £200,000 could then be used to
buy a building from the farm into the pension fund,
writing off the cost to the farm business in just four
years — subject to the payment of Stamp Duty Land Tax.

The farm business would pay a market rent for the
building into the pension fund - a tax-deductable
expense. This way, you are reducing your profits — and
therefore your tax and National Insurance liability. Once
the building has depreciated it can be bought back by
the farm at a fraction of its original cost.

Many farmers still have reasonable profits that can be
invested into a SIPP and, after all, investment in
buildings is generally made with a view to increase
profits still further.

Losing Agricultural Buildings Allowances will increase
the tax burden considerably for those who have
invested heavily in buildings. By making use of the new
pension rules you can turn that loss into a real positive
- and save yourself a significant amount of tax.



Atowergate lloyd & whyte

larm insurance

Guest spot from specialist farm
insurers Towergate Lloyd Whyte

The state of the weather in the UK during
2007 has been a constant topic of debate
amongst the agricultural community and
the only thing that seems certain now is
that we can expect more of the same over
the coming years.

But what exactly can be done about
this if you are a farmer and have the
headache of trying to manage land,
crops and livestock in an
increasingly unpredictable climate.

It is possibly too easy to suggest
that farmers learn from past or
recent weather events, however this
is a good starting point. Understanding your chances of
being flooded for example, will assist in preparing and
planning for when the worst happens by being able to
make decisions on future use of land or where to erect
new buildings.

Duncan Short

Farmers do not normally have the benefit of storm or
flood cover in respect of livestock and the same applies
to grain and crops in store unless the buildings are
specially constructed. In the recent floods even small
bridges have been washed away and it is not standard
practice for insurers to include cover without a specific
extension in the policy wording.

Grain and other arable crops can be insured against hail
damage but there is a seven day deferred period so
cover cannot be taken out based on today’s weather
forecast for tomorrow.

The Environment Agency and/or Local Authority
should be able to assist if you have concerns over
drains, watercourses, streams and rivers. Heightened
awareness following the nationwide flooding in July
makes it an apt time to call your local representative to
find out what they are doing in your area and to report
any concerns that you have.

Another area to consider is disaster planning. Whilst
you may not wish to consider the multitude of things
that could go wrong with your farm, it is generally
accepted that a commercial business should have some
form of business continuity plan to cover disaster
recovery. The realty is that many businesses simply
never recover following a major loss, many going out
of business due to unforeseen additional expenses.

The agriculture industry has been blighted by several
major events in the last few years, including Foot and
Mouth, BSE and extreme weather conditions to name
but a few, so is it really that much to ask farmers to start
to think about and plan for similar events over the
coming years?

People in the agriculture sector may have been a bit
slower to catch on to the idea of disaster recovery,
however many insurance brokers are now happy to
advise and recommend ideas on how to minimise risks
as well as providing insurance cover where possible for
unpredictable events.

A full and thorough review with your insurance broker
is definitely the best place to start, a reputable broker
should be able to provide you with a disaster recovery
template so that you can consider the various risks
specific to your own business.

One final point to consider is your insurance broker’s
level of expertise and understanding of your business.
Price is obviously important, but so too is help and advice
should you need to make a claim. You need to feel
comfortable that you will receive support when it is most
needed and to feel secure in the thought that you have
paid for advice and cover in the event of a major loss.
You can contact Duncan Short on 01823 625 501.
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More than two years to get
IHT Relief on farm land?

Many investors are looking to acquire
farm land for lifestyle purposes but also
with the added advantage that owning
farm land can deliver Inheritance Tax
Relief in the form of Agricultural Property
Relief.

The two factors are often enough to encourage
purchasers to competitively bid for farm land which
perhaps goes some way towards explaining the recent
significant rises in land prices.

Unfortunately those acquiring land with the intention
of obtaining Inheritance Tax Relief within two years of
ownership may be sadly disappointed. Why? Well to
obtain the relief, the owner must occupy the land
themselves for the purpose of their farming business.

If they are not the occupier then it will take seven years
to obtain the relief — a time scale conveniently equivalent
to the period required for gifts to become exempt from
Inheritance Tax. Of course many land owners do
consider themselves occupying the land themselves,
although it may be that they simply arrange for
someone to contract farm that land as it is unlikely that
they will want to go to the inconvenience of owning
machinery and employing labour to undertake that
work. Therein lies the problem.

The widely reported McKenna Case concentrated
mainly on Inheritance Tax implications of the farm
house and indeed those implications are serious.
However, part of the interpretation of the findings in
McKenna throws significant doubt over the ability of a
land owner to claim that they are in occupation of the
land if they engaged the services of a contract farmer.
That is particularly the case if the contract agreement is
not entirely robust and the land owner does not
conduct himself in an appropriate manner to support
any later Inheritance Tax Relief claim.

For example, any contracting agreement which virtually
indemnifies the land owner from risk and thus returning
the equivalent of a rental income, e.g. where profit
shares are minimal on final balances, and there is scope
to minimize the effects of potential losses or where
land owners receive regular payments, e.g. quarterly
payments throughout the annual contracting cycle,
then such agreement is likely to need stiff defence if
the Inheritance Tax Relief is going to be claimed.

HM Revenue & Customs consider that they have the
upper hand at the moment when it comes to Inheritance
Tax in particular. Until a case is successfully defended
by a tax payer, that view is likely to continue and in
such an environment there can be no such thing as
guaranteed Inheritance Tax Relief. It is a question of
improving your chances of a successful claim and for
that you need the strongest possible advice available
to you so as to be prepared. DON'T take anything for
granted and for land owners, just think to yourself -
am | really acting merely as a landlord?

VAT on 4x4s

Farmers seeking to recover VAT on
commercial vehicles could be falling foul
of HM Revenue & Customs’ regulations.

Many farmers buy 4x4s or pickup trucks for use on the
farm, and claim the VAT back on the purchase.
However, renewed interest in this area by HM Revenue
& Customs means that extra care should be taken.

The general rule is that recovery of VAT on the
purchase of cars is virtually impossible as soon as the
vehicle is made available for private use. In contrast,
buying a commercial vehicle such as a 4x4 or pickup
truck, which is used wholly or mainly for the purpose of
a VAT registered trader’s business, allows recovery of
the VAT.

However, to qualify as a commercial vehicle the car
must have blacked out rear windows and no rear seats.
If at any stage the owner installs rear seats or alters the
configuration of the windows then he is legally required
to pay the VAT back based on the market value of the
vehicle at that stage. This position applies even if the
purpose of installing seats is to provide accommodation
for employees engaged as part of the trade.

Anyone who has incorrectly claimed VAT back on a
vehicle is likely to be charged a penalty — which can be
up to 100% of the VAT claimed - on top of the VAT
owed plus interest. On a £23,000 vehicle that would
equate to £4,000 in VAT, plus up to £4,000 in penalties,
plus interest. Farmers should therefore make sure their
house is in order and that they claim the right amount
of VAT, as waiting for HM Revenue & Customs to
discover an error could be a very expensive mistake.



Capital allowances
opportunity

Recent changes in government thinking
mean farmers could benefit from
proposed tax alterations.

Early indications over planned
changes to Capital Allowances were
that farmers could be significantly
worse off under the new regime, due
to be implemented in April 2008.

But a recent consultation document
Catherine Vickery,

Farming Tax Manager has revealed a much more lenient

approach than expected. We had
feared that farmers spending more than £50,000 a year
on plant and equipment would not be able to claim
any first year allowance on their purchases, significantly
increasing their tax liability. Fortunately, the consultation
document has given us a bit more information on how
the changes are likely to work, and it’s not as bad as we
initially thought.

The proposed legislation will replace the existing 50%
first-year allowance for plant and equipment with a
100% write-off, up to £50,000 a year. Any spend over
that amount is now likely to receive a 20% annual
allowance thereafter - a cut from the current 25%
annual allowance.

We were also very worried that farmers would only be
able to get a 10% annual allowance on fixtures like
milking parlours, but that risk has apparently receded.
In fact, not only does it look like integral fixtures will
qualify for the 100% £50,000 annual investment

allowance, but farmers may be able to claim relief on
electrical and water systems which have not qualified
for allowances in the past.

Anyone planning to carry out this sort of work on a
building should perhaps wait until the next tax year to
get up-front relief on it. These new allowances obviously
give a very welcome cash flow boost to businesses
which do not have large expenditure on capital items,
and indeed those with expenditure up to £133,333 in
the year will be better off under this new regime.

However, those with expenditure on capital items
exceeding this amount will not be as well off. There are
also complications if your year end spans the tax year,
so you need to consider when the best time to buy
equipment will be.

The details on the changes to Capital Allowances are
also still under consultation. The government intends to
release draft legislation by the end of 2007. There are
some grey areas so take professional advice before
making any definite plans.
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Mike Butler and Neil Cox
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Devon EX1 1PZ tel: 01392 214635
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lan Sharpe and Richard Haines

The Old Mill, Park Road, Shepton Mallet,
Somerset BA4 5BS tel: 01749 343366
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The content of this newsletter is for general information only. It should not be relied on and action which could affect your business should
not be taken without appropriate professional advice. Please contact your usual Old Mill contact or local Old Mill office.
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