
New Capital Gains Tax rules come into
affect on 6 April 2008 which is only some
eight weeks away. 

The purpose of this bulletin is to identify certain

circumstances where action must be taken now to

maximize the relief going forward. Generally Capital

Gains Tax will only become an issue if some one is

planning to sell an asset on to the open market and in

particular make a disposal whilst still carrying on

farming. However there are also some strange

anomalies that occur where assets are merely

transferred between family members, a transaction

which is commonplace amongst farmers. Please read

this document – it is part of our advice to you.

After much procrastination, the Chancellor announced

on the 24 January further amendments to his proposed

reform to Capital Gains Tax originally announced in the

Pre Budget Statement in October 2007. He proposed a

flat rate for Capital Gains Tax of 18% on assets irrespective

of the nature of the asset, whether it was sold or

transferred, or the status of the vendor. 

That those disposing of assets and interests in trading

businesses were to be taxed in exactly the same as those

holding investments caused understandable uproar

within the business community. The lobbying was such

that the Chancellor has made further amendments to

his proposal and in particular has introduced a new

relief termed ‘Entrepreneur Relief’ which will go some

way to mitigating the adverse changes affecting those

disposing of business asset. However, importantly

Entrepreneur Relief does not deliver the same benefits

as the current Taper Relief provision. All farmers may be

advservly affected by the new rules.

Have you held in your own name, dating back as far
as or even before 1982?

For those who have longstanding land holdings, the
loss of indexation relief will, in many circumstances,
significantly increase the tax liability that is paid on
either the disposal of part of, or the entire farm. The
combination of indexation allowance and the current
Business Asset Taper Relief often means that land
owners in these circumstances pay little tax when they
sell small to medium sized parcels of land, even at
premium prices. Both Indexation Allowance and Taper
Relief are now to be abolished and that will affect you
significantly if you are in this situation.

Have you held your land for a long time and are you
now considering passing it down a generation?

For those that have held land dating back towards or
even before 1982, now may be the time to make a gift
to the next generation. By making a gift, even utilizing
a holdover claim to ensure that no Capital Gains Tax is
payable now will mean that the Indexation Allowance
that is soon to be lost will be crystallized and locked in
for the benefit of the next generation. If the transferee
then subsequently sells the land, their base costs will
have factored into it Indexation Allowance Relief provided
the gift takes place before 5 April 2008, therefore
considering making gifts now. Remember, if you hang
on to land until death then the land would automatically
be rebased to the market value at the date of death.
Provided land attracts Inheritance Tax Relief, there may
not be any Inheritance Tax Relief either and this may
provide a better alternative to making a lifetime gift.

Do you think you are going to sell parcels of land,
agricultural buildings or agricultural cottages in the
next 12-24 months?

Whilst the Chancellor may have introduced
Entrepreneur Relief for those selling businesses or
business interests, this relief only applies where a whole
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business is disposed of by that particular individual.
Consequently merely selling an asset which has been
used as part of a trade will not allow that gain to be
taxed at the lower effective rate of 10% but would
automatically now be taxed at 18%. That is clearly a
significant disadvantage compared with the current
10% effective tax rate (possibly as low as 5% for basic
rate taxpayers). 

Because of the Chancellors procrastination it is virtually
impossible to envisage anyone being able to market
and find a buyer for land to the point that contracts
have exchanged by 5 April 2008. The alternative is to
consider the possibility of transferring the asset into a
Settlor Interested Trust to crystallize the gain. Whist
Capital Gains Tax will be payable on 31 January 2009 on
a transfer into a Settlor Interested Trust which takes
place prior to 5 April 2008, you will at least be able to
lock in indexation relief, Taper Relief and indeed
another block of annual exemptions. You are then left
to dispose of the asset without being forced to take the
first available deal.

Did you think you wanted to incorporate and take
advantage of goodwill transfers?

Many businesses have incorporated over the last five
plus years and as part of that process they have often
quantified a value for goodwill transferred from their
host business into the new limited company. That transfer
has been facilitated from a tax perspective by claiming
Business Asset Taper Relief, a relief that will no longer
be available after 5 April 2008. There is clearly an incentive
to consider incorporation prior to that date although
care needs to be taken with regard to the method in
which capital allowances were claimed in a closing
period of account. Professional advice must be taken.

Do you want to gift or liquidate the shares you have
held in the company which you have owned for a
long period of time?

The same principles regarding Business Asset Taper
Relief and perhaps more importantly Indexation
Allowance applies to shareholdings of longstanding as
it does to land and property assets themselves. For
example, if you farmed using a limited company and
that company has significant value (especially if it holds
landed assets itself ) and you have held those shares
dating back towards 1982 or earlier, the loss of
Indexation Relief on the actual shareholdings will
significantly increase your tax liability on a liquidation
that takes place after 5 April 2008 irrespective of
whether or not you qualify for the new Entrepreneur
Relief. The same principal also applies to gifting shares
to a family member who will not be able to benefit
from the donor’s indexation allowance if that gift takes
place after 5 April 2008.

Have you paid Capital Gains Tax at the higher rates
for non business assets in the last three years? There
might be an opportunity!

For those tax payers that have paid tax and higher rates,
perhaps as a result of selling an asset that only qualified
as an investment rather than one used within the
business, there may be an opportunity to mitigate your
tax. One possibility is to take advantage of Enterprise
Investment Scheme Relief whereby capital gains on an
original disposal can be deferred into an EIS qualifying
investment. Only when that investment is sold will the
gain recrystallize. Tax payers have three years from the
date of the original disposal to make the EIS
reinvestment and of course the advantage here is that
the deferral may come from a sale that was taxed at
rates of up to 40% whereas the release of the deferred
gain on the sale of the EIS investment will take place in
a post 5 April 2008 regime where the maximum Capital
Gains Tax rate is 18%. That could indicate tax savings up
to 22% on the gain which is significant. This would
apply for example to any farmer that has sold a let
cottage that had very little Business Asset Taper Relief
available, ie had been let for a great number of years.
EIS relief is a specialist area but one that is increasingly
commonly used in these circumstances. Seek
professional advice on this matter and a combination of
Old Mill Accountancy LLP and Old Mill Financial
Services LLP are in a prime position to give you the
robust advice that you need.

You only have eight weeks to take advantage of
these ideas!

The contents of this letter are designed to highlight key
areas where we feel agricultural businesses need to
take immediate advice. However this list is not
designed to be exhaustive and if you feel that you will
be considering a form of capital transaction in the
future, particularly in the near future then we strongly
advise that you contact us with immediately. There is
very little time before the new rules come in to effect
on 6 April 2008.
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Ian Sharpe and Richard Haines
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tel: 01749 343366  fax: 01749 344986
email: sheptonmallet@oldmillgroup.co.uk 
Andrew Vickery
Berkeley House, Dix’s Field, Exeter, Devon EX1 1PZ
tel: 01392 214635  fax: 01392 214690
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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.


