
CHARTERED ACCOUNTANTS, TAX CONSULTANTS & FINANCIAL PLANNERS

Welcome to our Spring agricultural newsletter.  Last spring we had election fever looming with the Brexit vote on 23 
June.  This year, our politicians have not disappointed us, and have given us another election on 8 June.

One thing that businesses crave, and farming businesses are no different, is consistency.  Consistency of prices, 
consistency of exchange rates, consistency of customers and suppliers, and finally political consistency.  I fear 
that we do not have consistency with regard to our political environment, and with the election and Brexit there is 
potential for more volatility than we require or enjoy.

One tax prediction I will make is that the Chancellors U-turn on self-employed national insurance may yet be a full 
circle, with the increases being put through in the next budget.  Watch this space.
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MAKING TAX DIGITAL
Making Tax Digital (MTD) is part of the government’s 
plans to make it easier for individuals and businesses 
to get their tax right and keep on top of their affairs - 
meaning the end of the annual tax return for millions.

Agricultural businesses will be required to fundamentally 
change how they submit information to HMRC under 
the new tax system.

BACKGROUND

MTD involves introducing digital tax accounts for all 
taxpayers which will be pre-populated with information 
HMRC already receives from third parties.  This may 
make life easier for some, but for the self-employed 
or those with property income MTD could prove more 
challenging as HMRC push forward with ’real time‘ 
quarterly online reporting.  

HMRC has said submitting information more frequently 
will give businesses greater certainty over tax bills, 
however concerns over rural broadband, additional 
costs and the increased administrative burden are of 
concern to many agricultural clients.  

WHAT ARE THE CHANGES?

From April 2018, unincorporated businesses with a 
turnover of over £85,000 will be required to submit 
quarterly reports to HMRC detailing income, expenses, 
profit or loss. From April 2019, quarterly reporting for 
unincorporated businesses where turnover is between 
£10,000 and £85,000 will begin. Quarterly reporting will 
be brought in for companies and partnerships with a 
turnover of £10 million from April 2020.

HMRC is working on making their software compatible 
with accountants and third party accounting software. 
Free software will be made available for the simplest of 
businesses, although it is yet to be confirmed who will 
be eligible for this.

Businesses will be able to continue to use spreadsheets 
or manual records for record keeping and invoices and 
receipts will not need to be recorded digitally, however 
manual recording will become more onerous when 
accounts information needs to be reported to HMRC on 
a quarterly basis.

WHAT DOES MTD MEAN FOR AGRICULTURAL 
BUSINESSES?

With the majority of agricultural businesses operating 
as sole traders or partnerships, they will be among the 
first to make the transition into HMRC’s new digital era.

For some businesses it may be an easy transition and 
a simple continuation of what they do now; however for 
many, it will involve a complete overhaul of their current 
processes and a move away from a lifetime of manual 
record keeping. 

Concerns have been raised over the readiness of 
rural infrastructure to support MTD and the additional 
administrative costs and burdens which quarterly 
reporting may create for agricultural businesses 
especially during the busy spring and harvest season. 
Furthermore, it is questionable whether the ability to 
predict your tax liability is realistic for an agricultural 
business due to the cyclical nature of farming profits. 

WHAT SHOULD YOU BE DOING?

Ultimately these changes are coming and it’s important 
to be proactive and prepare for the future. A review of 
your current administrative and reporting processes 
will be required and for some there will need to be a 
move to a digital software solution with enough time to 
familiarise yourself with digital record keeping. 
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MOVING YOUR ACCOUNTS 
TO THE CLOUD
HOW CAN ALBERT GOODMAN HELP YOU AND 
YOUR BUSINESS WITH CLOUD ACCOUNTING?

At Albert Goodman we know about agriculture and we 
know about Cloud accounting - talk to us to discover the 
best Cloud solution for you and your business.

We have over 60 staff trained in using Xero, QuickBooks 
and Sage and nearly 400 clients reaping the benefits of 
moving their accounts to the Cloud.

WHY MOVE TO CLOUD ACCOUNTING?

Time saving - it’s quicker and easier to stay up to date 
with your bookkeeping - you don’t need to wait for the 
bank statement to arrive in the post because you don’t 
need to enter the bank transactions – Cloud accounting 
systems allow you to upload or automatically bring “live 
feeds” of your bank account and credit card transaction 
data into your accounting stream. This, along with other 
smart features, means time spent on bookkeeping is 
drastically reduced. 

Real time information, all the time - even when you 
are working on the file, we can be working on the file at 
the same time. This allows us to interact with you in real 
time and assist you with any questions. You get a clear 
overview of your financial position in real time, enabling 
you to make quicker, smarter business decisions and 
enabling us to advise you better.

Flexibility - With Cloud accounting software, you have 

the option to run your business remotely from anywhere 
from any device with an internet connection. You can run 
your business from work, home, or on the go. You can be 
confident that you have an up-to-date picture of how your 
business is doing, no matter where you are. You can see 
your business account balances, outstanding invoices, 
overall cash position and much more from anywhere 24/7.

Cost savings - no more expensive upgrades, up-front 
licence fees or down-time - Cloud software is updated 
live at no extra cost. You don’t need to worry about 
installing the latest version and you’ll get access to new 
features instantly. Unlimited users also at no extra cost. 
All for a monthly subscription for about the same price as 
a mobile phone contract

Multiple versions of data files are gone - no more 
time-consuming upgrades to that one computer that has 
the accounting software loaded on it, or large accounting 
data files taking up all that space. Plus, no more data 
backups required; your data is automatically saved 
remotely.

MTD compliant - Cloud accounting packages will link 
directly with the HMRC system making it easier to comply 
with Making Tax Digital.

Speak to your usual AG contact or one of our Cloud Team. 
More information available at http://www.agconnex.co.uk/.

Philip Hammond’s first and last Spring Budget speech 
offered some support to small businesses facing an 
increase in their business rates from April 2017, following 
pressure from retailers to tackle the “crippling” increase 
as a result of the most recent rateable value revaluations. 

However, he fell short of abolishing increases altogether; 
stating business rates raise £25 billion a year for the 
Treasury.

The three measures of relief promised £435 million in 
support: 

 � A cap on the increase in business rates to those 
businesses coming out of small business rates relief, 
to no more than £50 per month extra this year than 
they paid in 2016-17.

 � £300 million of funding is to be provided to local 
authorities, allowing them to provide discretionary 

relief to help businesses most affected by the 
revaluation.

 � For the 2017/18 tax year, pubs with a rateable 
value up to £100,000 will be able to claim a £1,000 
business rates discount.

The Chancellor also added that he wanted the business 
rates system to be “fairer” and that it would be reformed, 
but he only committed to the government setting out 
“preferred reforms” prior to the next revaluation, which 
is not due for another five years.

In short, despite the reliefs, the revaluations will still 
significantly increase the amount paid on rateable 
properties by many businesses; costs many of those 
businesses will simply be unable to absorb. Furthermore, 
the softening of the blow for publicans will only delay 
the increase for another year.

BUSINESS RATES 
ANNOUNCEMENTS  
FROM THE BUDGET 2017
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INHERITANCE TAX AND 
THE RESIDENCE NIL 
RATE BAND
From the 6th April 2017 estates up to the value of 
£2 million should now benefit from the residence nil 
rate band (RNRB) on death. Now is the time to review 
your affairs to ensure your estate will qualify - it is 
not straight forward and advice in this area should 
be sought.

What is the RNRB?

Inheritance tax (IHT) is charged on the value of assets 
owned on death at the rate of 40%. However, the tax 
is only charged on value exceeding the nil rate band 
(currently £325,000). From 6 April 2017, the RNRB 
applies so that less IHT may be paid when the family 
home is left to children, grandchildren and some 
other individuals.

The terms of your Will can affect the ability to claim 
the RNRB. Therefore it is important to review your 
Will now to ensure your family can claim. 

Will my estate benefit from the RNRB?

Your estate will benefit from the RNRB, in addition 
to the main nil rate band, if you leave your interest 
in the family home to direct descendants such as 
children or grandchildren and some other individuals 
such as stepchildren or foster children as well as the 
spouses or civil partners of any of these (“qualifying 
beneficiaries”). Claiming the RNRB could enable an 
additional £100,000 to £350,000-worth of assets to 
pass to the next generation without a charge to IHT.

The RNRB can be claimed if all of the following apply 
to you:

 � You leave an estate valued at less than an upper 
limit, which is initially £2 million but is set to rise 
with inflation from 6 April 2021. The RNRB is 
tapered down for estates worth more than this. 
This limit ignores any relief from IHT. Therefore if 
you own farmland worth say £3million, even if it 
qualifies for 100% relief, the estate will be over the 
limit so the RNRB will not be available.

 � You leave your home to qualifying beneficiaries. 
Some trusts for these beneficiaries also qualify.

If your assets are worth more than £2 million you 
should review your Will and consider arranging your 
affairs to ensure you qualify for the RNRB. 

How much is the RNRB worth?

The RNRB could be worth £40,000 per individual in 
2017/18 rising to £70K each by 2020/21. 

What if I sell my home?

The RNRB may still be available where you have sold 
your home and downsized to a less valuable property, 
or even if you no longer own a property, provided that 
you sold your home on or after 8 July 2015 and at least 
part of your estate is inherited by a qualifying beneficiary.

What if I move out of my home?

The RNRB will apply if you own a property that is 
no longer your residence when you die (for example, 
because you have moved into a care home), provided 
that it was your residence at some time during your 
period of ownership.

What if I have given my home to my children 
already?

Even if you have already given away your home to 
your children, if you still benefit from the property 
in some way without paying for it, for example, you 
continue to occupy it even though it has been given 
away, or if you are co-occupying with your children 
after having transferred it to them, it may still be 
possible to claim the RNRB on your death. However, 
it is still advisable to review your will.

What if my children do not want my home after 
I die?

It does not matter whether the qualifying beneficiaries 
who inherit your home want to keep it. The RNRB 
will still be available even if they sell your home 
immediately after your death.

What if I have more than one home?

If you own more than one property that is (or has 
previously been) your residence when you die, your 



executors must choose which one will benefit from 
the RNRB.

EXAMPLES OF COMMON SITUATIONS:

Example 1: James and Rachel want the survivor to 
have a life interest in their property

James and Rachel are married and jointly own their 
home. They have three adult children. Paul’s Will 
provides for Rachel to have a life interest in his half 
of the home after he dies and for his three children 
to inherit his half when Rachel dies. Rachel’s Will 
mirrors James’s. If James dies before Rachel his 
estate will not benefit from the RNRB but Rachel’s 
estate can bring forward his unused RNRB as well 
as using her own RNRB. 

Example 2: Mark and Jane are not married

Mark is not married or in a civil partnership. He 
owns his home jointly with his partner Jane who 
is a widow. Jane has two adult children from her 
marriage. Mark cannot benefit from the RNRB 
because he does not have any children and has 
not adopted Jane’s children. Jane could benefit 
from the RNRB if she leaves her interest in the 
family home to her children. If Mark and Jane were 
married, Mark could use his RNRB because Jane’s 
children would be his stepchildren.

Example 3: John and Sarah have combined assets 
worth over £2 million

John and his wife Sarah jointly own a property valued 
at £1 million. They have four adult children. John 
has investments worth £1 million. Sarah also has 
farming assets qualifying for agricultural property 
relief worth £1 million. John’s Will provides for his 
entire estate to pass to Sarah if he dies first. Sarah’s 
Will mirrors John’s. John will not be able to benefit 
from the RNRB when he dies because his estate 
will pass to his wife rather than his children. If Sarah 
survives John and inherits his share of the property, 
and his investments, her estate is likely to be worth 
£3 million or more so that the RNRB cannot be 
claimed on her death. John and Sarah should seek 
advice to see if their Wills can be updated to avoid 
this “bunching” effect on the second death. For 
example, John and Sarah could revise their Wills so 
that part of the estate of the first to die is inherited 
by their children. 
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The warmer weather has arrived and for those that have 
diversified into providing holiday accommodation, be 
it holiday cottages, camp or caravan sites, it’s a busy 
time for taking bookings.

Often a deposit is taken to secure the week/weekend 
required by the holiday maker.  Although the guests will 
not be staying for some weeks ahead, VAT is payable 
when you physically receive the deposit, not when the 
guests arrive.

If the booking falls through and you retain the deposit, 
these monies are then treated as compensation and are 
outside the scope of VAT, therefore the VAT previously 
paid over, can then be reclaimed. 

If you are taking a refundable security deposit 
specifically to cover damage to your property, then this 
deposit is outside the scope of VAT.  You must ensure 
your terms and conditions detail the different types of 
deposits being taken.  

HOLIDAY DEPOSITS - 
WHEN IS VAT PAYABLE?



The chancellor made a surprise U turn a week after 
budget day on the widely criticised increase to class 
4 national insurance contribution (NIC) rates from 
2018, announced in the budget. Whilst we welcome 
the climb down, it is worth noting two things.

First, the threshold at which the higher rate of class 4 
NIC is applied increases from 6 April 2017 by £2,000, 
meaning the liability will increase by £131 anyway for 
those earning more than £45,000, even without a rise 
in actual rates. Second, the whole concept of self-
employed versus employed will still be consulted on 
this summer, but the scope of this review will now 
be widened, which could potentially leave the self-
employed even worse off.

Mr Hammond had announced that class 4 NIC rates, 
which are charged on the self-employed, would 
increase from 9% to 10% from April 2018, and to 
11% from 2019. Mr Hammond justified the increase 
by explaining that the gap between state benefits 
received by the self-employed compared with the 
employed had closed considerably, most notably 
with the introduction of the new state pension, and 
that the scale of difference needed to be dealt with.

The chancellor did not anticipate the backlash from 
his budget announcement for supposedly going 
against the conservative’s manifesto not to increase 
NIC as part of the triple tax lock. Mr Hammond 
defended his position, clarifying that the tax lock 

applied only to the employed, as supported in the 
detail behind the manifesto, and the only concession 
made after the budget outcry looked like it would be 
a delay in the legislation being published.

However, Mr Hammond confirmed on 15 March 
that even though it was clear the lock applied only 
to the employed, he would stick to the spirit of the 
manifesto and has pledged there will be no further 
NIC increases during the term of this parliament, 
which means the increase in the class 4 rates will 
no longer go ahead. He has not however pledged to 
keep the thresholds the same and so we could still 
see rises in the future.

Mr Hammond has also widened the review to be 
undertaken of the differences between self-employed 
and the employed later this year stating that most 
commentators believe the increase in self-employed 
numbers is at least in part driven by tax differences. 
He will also need to plug the £2 billion black hole that 
the climb down is reported to have left. It therefore 
remains to be seen as to how generous the U turn 
turns out to be.

WHITE VAN MAN U TURN

The majority of farmers will have or will be in the 
process of completing their BPS claim forms, before 
the 15 May deadline. A significant number need the 
help of professionals to do this task. Farmers may have 
also bought further entitlements ahead of the deadline 
to increase the value of their claim.

Can the VAT incurred on the entitlements, connected 
professional costs of the purchase and annual claim 
form completion be recovered? 

HM Revenue & Customs (“HMRC”) have often rejected 
VAT claims as they consider they relate to non-
business activities - the usual rule is that if you are 
incurring costs to generate a taxable supply be it at 
0%, 5% or 20% then you can recover the VAT relating 
to those costs (as always there are exceptions).  

The income from BPS does not represent a 
consideration for a supply between the farmer and the 
state, as both of these components are needed for a 

taxable supply to take place.  Therefore BPS income is 
outside the scope of VAT and will also not be included 
in the net sales box on the VAT return itself. 

HMRC’s view was put to the test during a First Tier 
Tribunal (FTT) case “Frank A Smart & Son Limited v 
H M R C (2016)” where the appellant had purchased 
entitlements and had had the input tax disallowed.  
The FTT decided there was sufficient evidence that the 
purchase and subsequent income received was not 
a separate activity to the farming supplies so a non-
business argument did not apply.  They were seen as 
being directly linked to the company’s taxable business 
and therefore input tax was recoverable.

BASIC PAYMENT SCHEME (“BPS”)  & VAT 

Sam Kirkham 
Agricultural team 
sam.kirkham@albertgoodman.co.uk

Helen Pulman 
VAT and Indirect Taxes 
helen.pulman@albertgoodman.co.uk 



The taxation of rental properties for landlords has 
changed significantly recently as part of a fix due to 
Government Ministers’ perception that the UK housing 
market is “broken”.

A summary of the recent and upcoming changes follows:

WEAR AND TEAR ALLOWANCE

The wear and tear allowance previously available for 
furnished lettings was withdrawn from 6 April 2016. This 
gave an automatic deduction for 10% of rents received 
to be claimed as an expense of the business, regardless 
of any replacement of furniture that had taken place. 

A new ‘replacement relief’ has been introduced and it is 
now possible to claim relief for replacement furnishings, 
providing the new item is of a similar standard to what 
it is replacing, although there is no relief for the original 
expenditure. 

This will mean many landlords will see an increase in 
their rental profits.

INTEREST RELIEF RESTRICTION

A significant change is the restriction to interest relief on 
residential lets. Interest charges have previously been 
allowed as a deduction against rental income, but the 
changes being phased in from 2017/18 mean that this 
deduction will be withdrawn over the next four tax years, 
and will be replaced by a reduction to the individual’s tax 
liability at the rate of 20% only.

You might therefore assume that the change will not 
affect you if you are a basic rate taxpayer, however, the 
change impacts further than this because it increases 
your total taxable income, meaning that this could push 
the taxpayer into the higher rate or even additional rate 
tax band, against which you would only receive a tax 
credit of 20% of the previously allowable interest. The 
impact will be even greater for those whose income is 
pushed over the £100,000 threshold as a result, leading 
to the withdrawal of their personal allowance and a 
marginal tax rate of 60%, or for those in receipt of child 
benefit.

MAKING TAX DIGITAL

Landlords are included in the first group of taxpayers that 
will be brought into the online quarterly reporting regime, 
under the Government’s proposals for Making Tax Digital 
(MTD). Despite calls by the Treasury Committee for the 
implementation of MTD to be pushed back, HMRC have 
recently published their response to the consultation 
process, confirming that they will keep to their original 
timeframe, so landlords will be expected to be able to 
comply with the online filing requirements by April 2018.

CAPITAL TAXES

Capital taxes for landlords are also more onerous than 
for other assets. Whilst the capital gains tax (“CGT”) rate 
for most assets was reduced in April 2016 to 10% for 
gains falling in the basic rate of tax and 20% for those 
in the higher rate, gains on residential property remain to 
be taxed at 18% and 28% respectively. 

STAMP DUTY LAND TAX

For additional residential properties purchased since 
1 April 2016, higher rates of Stamp Duty Land Tax 
(“SDLT”) apply, with a 3% surcharge in addition to the 
usual banded rates. 

A further proposal will potentially increase the reporting 
burden, and bring forward the payment date for 
CGT, should landlords wish to sell properties. When 
residential property is sold from April 2019, the gain 
will need to be calculated and any CGT paid within 30 
days of completion of the disposal, rather than by the 
31 January following the tax year of disposal. So, for a 
disposal on 6 April 2019 the payment date will be 5 May 
2019, compared to a payment date of 31 January 2020 
for a disposal a day earlier!

The increasing tax burdens point towards the Government 
trying to discourage private landlords, and recent press 
does show that they wish to increase the opportunities 
for individuals to either own their own homes or be able 
to obtain long term tenancies on a much larger scale than 
currently available, which the Government envisages 
Councils and other such organisations providing, rather 
than the private buy to let market.

What is clear is that landlords need to reassess whether 
their property investments are going to meet their goals 
in the future, as the tax burden is likely to increase and 
the net returns fall. 

LANDLORDS UNDER FIRE
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Contributing most to our  
clients’ success
Our aim is to work closely with our clients. Our practical 
agricultural knowledge, accounting and tax expertise and 
enthusiasm mean that we are well placed to do this. We believe 
that we bring a proactive approach and fresh perspective to our 
clients’ businesses. This means that we can give the best possible 
advice, enabling businesses to have the most suitable structure, 
pay the least amount of tax and effectively plan for the future.

AUNTY AGi - Is Incorporation still worth it?
Question: Two years ago our accountant encouraged us to transfer our farming business into a limited company 
– the aim being to reduce our tax bills. I am aware that companies pay lower tax rates and we have not paid 
any tax on the amounts we drew out of the company. However, I understand we will now be paying tax on our 
withdrawals. Is incorporation still worth it?

Answer: The choice of vehicle for any business is an important one – sole trade, partnership or limited company. 
Circumstances often change so the choice of vehicle should be revisited and sometimes a transfer from one 
vehicle to another will be appropriate.

There are many factors to consider when making the decision, one of which is the amount of tax payable on 
the annual profits. For some time companies have paid less tax than unincorporated businesses. The current 
corporation tax rate is 19% compared to up to 62% for individuals.

Recently there have been a number of changes to the tax rates and rules in this area. For example from April 
2016 we saw the introduction of new rules for taxing dividend income. This has meant that many of those running 
their businesses through companies will pay more tax, with increased personal tax bills in January 2018. The 
change means that whereas individuals were able to withdraw cash from a company of over £40,000 with no tax 
due they will now pay around £2,000 in tax every year.

There are more changes to come:

 � The abolition of class 2 national insurance and the reform of class 4 national insurance likely to result in a rise 
in cost for unincorporated (self-employed) business owners.

 � The reduction in tax free dividend allowance from £5,000 to £2,000.

 � The reduction of corporation tax rates from 19% to 17% from April 2020.

Bearing all the above changes in mind there can still be large tax savings by using a limited company, but the 
savings might be smaller. For example there are savings of over £2,000 per individual for a business making 
profits of £50,000 per individual. The savings will rise in 2020 when the corporation tax rate reduces to 17%. The 
savings are also much higher if the business is one where profits are retained to reduce debt or invested within 
the business for expansion. In addition, in some circumstances, drawings from the business can still be made 
tax free, thereby increasing the annual savings further.

A husband and wife partnership making £150,000 profits every year will pay tax of approximately £46,000. Assuming 
they draw £60,000 a year from the business, their tax bill would reduce to approximately £30,000 if they use a 
limited company, an annual saving of £16,000.

Another very important reason a company vehicle can be appropriate is limited liability. Farmers are always 
taking business risks, whether it is buying stock, planting seeds in the hope they will grow, buying land, or many 
other actions.  Some business risks can be managed, others cannot.

Most farming businesses have historically operated using partnerships or as sole trade businesses.  This is simple, 
but there is unlimited liability.  There is greater risk of things going wrong in farming today with greater price volatility, 
globally moving diseases, and the prospect of greater swings in weather patterns.  Combined with larger farming 
businesses the risks are now greater.  This could be the year to protect your assets using a limited company.


