


A farmer’s best friend can be an
accountant, as the taxman seeks to
reap a bumper harvest from the
changing landscape of rural Britain,

finds Philip Smith

When once
diversification was
a word never
mentioned in
polite farming
company, it is
now an essential
ingredient for
the continuing
viability of many
farms
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FEES his s one of the most beautiful views in

England,’ enthuses Julie Butier as her son
drives thetr Landrover into the Meon
valiey, nestling beneath the South Downs

@

in Hampshire.

Butler, the managing partner of an accountancy firm
that speciafises in helping rural businesses, is taking
Accotintancy to meet one of her farming clients. Yes, the
view is impressive, but so too is the effort that farmer
Jamie Butler {no relation) has put in o diversifying his
farming business. While his family maintains 400 cows
and 700 acres of combinable crops on & 1,200 acie
estate, Butler also suns a {fly-fishing and clay pigeon
shooting operation, & storage business and fs beginning
to grow 2 tree dedication venture. Over the last fow
years, he has embraced tho spivit of diversification and
seen his businesses prosper while maintaining a living
off the land.

However, the view over the rural economy of Britain is
not so impressive - global commodity prices, animat
diseases and the taxman are all taking their toli,

UK farming contributed £5.6bn to our ecanomy in
2006.1t uses around three quarters of this country’s land
area, and employs more than hall a million peopie. It
might only contribute 0.5% to the UR'S GO but it still
matters.

However, farming is often depicted as a sector in
decline, and many farmirs will 1ell you they feel they are
undder attack. Tax policy is changing, the subsidy system

is going through & major shake-up, while political issues
such as the han on fox-hunting has led to a ganeral
feeling of uncase. And outbreaks of foot and mouth, blue
tongue and avian flu combined with drought and
fionding have done nothing to ease this tension.

Perhaps this is why many are feaving the farming game
altagether, According to the Department for Enviromment,
Faod and Rurat Affairs (Defra} the total farm labour force in
Lhe UICin June 2007 was down 2% on the same time in
206 to 526,000, Within this, the number of full-time
principal farmers had fallen by 4% to 146,000,

The UK total income from farming {a measure of
proht} averaged £4.3bn during the mid-1990s. This figure
felt dramatically during the late 1990s, but has railied in
recent years. L stood at £2.7bn in 2006, an increase of
almost 7% on the previous year.

This is a picture backed up by the ICAEW'S Farming
and Rural Business Group, which has recently puibsdishod
research thal suggests many farms would be in die
straits were it not for the subsidies they recoive 184 survey
of agricultural accountants, published tast month, il .
the average farm turnover for 2006/07 was § 31200,
vielding an average net profit of 146,300 Tty D
coincided with average drawings and wis very B
more than the average receipt from subsicie, 5f s 4 Gk

However, although final figures lrom Do walf v e
published untit March this year, the swins ane o
sections of agricultuire will have had & foaaa fie
others will have struggled, This s Lagely B
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every two to three years for biofuel production.

customers want!

cash to pay someone else to do it

Biofuels: wind in the willow

Biofuels are this year's new black stuff, bolstered by soaring oil prices, but farmer Lionel Hill has been producing his
own fuel crop for more than 20 years now, Based in Feckenham, Worcestershire, Hill grows willow, which is harvested

‘Twent into this project long before diversification was on the radar, Hill says."We had acquired an estate with a large
rumber of buildings that we wanted to use for various purposes, and realised that to heat them was going to be
expensive, and this led me down the path of using willow.

So, Hill's original intention was to be as energy self-sufficient as possible, but he then found there was a demand for
his product, demand which has increased over the past five years as the price of other fuels has gone up. :

‘We are a registered supplier of willow and poplar propagation material, and we also produce and sell wood chips,” he says, adding that the willow side
of his business accounts for around 25% of the overall farm business, which is mainly cattle.

In the last five years Hill has aiso looked at other forms of diversification, such as using old barps that were too small to house madern farm machinery
for office space. Here, Hill highlights one of the problems of this form of diversification:'As more and more of these properties are converted into offices,
so the rent commanded is becoming depressed,” he says.

This is why market research is very important for farmers considering any form of diversification.’Make sure that there's a market for whatever you are
going into, and know what fs going on around you,”he urges, This will often be & new skill for a farmer, Hill believes.'Some farmers right nail me to a wall
for saying this, he explains, 'but many farmers have been brought up to believe that there was a market for whatever they produced. They are now having
to learn what nearly all businesses have to learn: understand your market and who your customers are and whether you are producing what your

This inevitably creates a dilemma - many farmers do not have the time 1o down tools and do their research, and they certainly o not have the spare

Hil}, as president of the National Federation of Young Farmers’ Clubs, is also concerned about the next generation of farmers,"More necds 1o be done to
invest in young rural people - even very small grants will allow therm to test the water with their diversification ideas.’

by the increase in global grain prices - arable farmers
have benefited, but livestock farmers have suffered as
the cost of feed has increased, while the picture is further
complicated by increasing fuel and fertilizer costs,

The dramatic fall in income of the 1990s, caused by
BSE and falling commodity prices around the world, in
part explains why the rural economy has shifted away
from farming towards other forms of income. When once
diversification was a word never mentioned in polite
farrning company, it is now an essential ingredient for the
continuing viability of many farms.

An iraportant role

Diversification, which Defra  defines  as
entrepreneurial use of farm resources for a non-
agricultural purpose for commercial gain; can play two
important roles in a farmer’s fife. First, it will help provide
an alternative income if the traditional crop or livestock
fails, and secondly, it forces the farmer to think more in
business terms. As Bill Ballard, chairman of the Farming
and Rural Business Group, says: It has been good for the
farmers to think like businessimen. it has been healthy for
them to ask themselves how they are going o survive
and run their businesses to make money rather than
knocking out what father used to.

A certain amount of diversification comes down 1o the
desire to secure the income from what is produced,
according o Mike Harrison, a partner in Saffery
Champness’ landed estates and rural business practice.
“You will have farmers who want to take the product they
are producing all the way to the end consumer, and you
iypically end up with & fanm shop,” he says. Sorne shops,
b says, will only sefl what the farm has produced, while
othars will expand to stock many other products,
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anstire the survival of farms _
and rural busmesses while .. .

offering an overview of
the currem plannmg
opportunities open; 10
farme;s tcday
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To find out more abaut the
conference you can caii
01635 585898, emafl

customerservices@ cchpd 0. uk;
yisit v_.rww.cchpn,c_o.uk._faz{!y o
‘bird discounts are available,
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EIROTLY S0 zL ers
Jimmy Doherty of the
Essex Pig Company,
whose farm featured
inthe TV programime
Jireroys Farm, will be
among the speakers

af the conference. He
wilf tell defegates
about his experiences
and share some of his
thoughts on the
pitfalls, problems and
successes of farm diversification.

Other speakers will include tax, legal and estate
management experts who will laok at topics such as
property development, opporiunitics arising from
renewable energy, capital gains tax, the single farm
payment and succession planning.
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A very country practice

You would nermally expect to find copies of The £conomist and
the Financial Times on the reception table when you call on an
accountancy firm. But at Butler & Co, you can spot the iatest copy
of Horse & Hound sat on top of the pile of newspapers, a clear
reflection of its clients and its expertise. And of the fact that
managing partner Julie Butler is the local fox-hound master.

Butler set up the firm in the mid-1980s at her home in
Bramdean, Hampshire, moving into offices in the Hampshire
village of Arlesford in 1992, Two further offices were opened
during the 1990s, by which time Butler had carved a niche as a
farm and equine tax expert. As the author of Tax Planning for
Farm and Land Diversification in 2002, she had seen the
emergence of a new breed of farmer and land agent that needed
1o understand tax.’l thought there was a new market out there -
i had clients that were well educated, sitting on assets of, say,
£7m, and who wanted to protect them for thetr children and
themselves,’ she says.

She ariginally saw the need for farm diversification in the mid-
1990s shortly after the price of corn fell through the fioor.l
linked up with some land agents and planbing consultants,
walked around the farms and saw things like bnoken down old
harns that could be used for storage, or <o pony paddocks, or
other ways of uniocking the value of the land! theough planning
permission. We also jooked at different ways of taising finanee

Butier recalls.
During this time shoe has also seen the pie of ihe ik iy

farmer, a trend that also caught the cye of e 5 D
rich individuals attempted 1o clainy theae Lo ees
exempt from inheritance tax. Several ot caw

now possibie to see a more clear defiiiteng o4 s B

have the lifestylers spailt the paity? Mo i bidiee
can often add value in an integrated way it «
often have the funds that the traditionad B shs
available to restore farms. Al a rugal feved §acks
government and the rural econoiny e b
more than perbaps the cutsids vl soat 4
the rural economy employed; il mbabiia.
rural places because they Hhe lifeniylor et
need fonce builders, they neoad advioa the s e

reed he services of the rral cotapiaaiy sind o

while they are huilding upy and diveratye g

sl she is now looking at various possibitities for another
‘g those concerned about the carbon footprint left behind

fut Butler also has the opporiny b B
farm she econtly inheritcd, Suct posibati-

throtgh cremation.

ol community, and she is optimistic for the futtre.But so

Fruough her positions oy fox lonnd o G
At the government's continued response o taxes

wihwiy

muc b vl rest watl the general eeonong 1
St ot give up, they will carry on -~ it is a passion.’

is, s says, adding And Tagel te decling o

eyl matter what you produce because you e il
get the same amount of money,” he sayy. T s

the Ay o

fieries elerting to the single farm payment, winch was

i b ihtuced [Wo years ago 1o replace the picthons of
Vi e and subsidies that were often blused for

o feen U g food maountains, Administered by the Bural

[T Poapnnts Agency (RPA) in England, the single paymer:

Ve 1 e prlaces more ernphasis on the size of frm rath-«

if.

wy on what IS actually produced. Mot without its o
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Fishing for profits

st rouncings.
evois such as away-davs and 1aining sessions.

whole turnover is now non-larming,

shooting was introduced in 2004,

lorvent ] ones,

Hutley wayy
fodanmess considering a similar move he says

than a sidaline,

the rural community counts for a great deal.

Castand blast Is proving very popalar, according o Jamie Butler, farmer
andt genisi proprictor of Meon Springs, a Hy-fishing and shooting
operation b thi heart of the Hampshite countryside. Located half way
between Winchester and Petersfield, Meon Springs is a classic example of
Tarms dwversification - a waditionaf arabie and fivestock farm that has
exploited its own facilities (o creats additional income for the enterprise.
Thecast and blast Butler refers o is a corporate day of fishing i the
morning, and clay mgeon shooting i the afternoon, all set in beautiful

the fishery, which has twa lakox stocked with brown and rainbow
wout, is seeved by arecently built angling lodge that can host corporate

“Oar aien s 0 remain e farming business, Butier explains, ‘vet balanced
with nosy fayming entorgises, He reckons that about 30% of the farm’s

heon Spings is based within the farger Whitewool Farnm - 1,200 acres
i size, with 400 cows and 200 acres of combinable Crops.

dutler is the third generation of Butlers 1o have worked at the farm -
his grandlather bought the land in the 1930s, selling and buying it back
in the 19505, The fishery iself was stanted in the mid-1980s and the

‘Daad did the fishing lake after a conversation with 4 keen angler, who
saw the patential,’ says Butler. 't has two financial benefits - one is to
ceate a non-farming income stream and the other is that it has added
stguilicant vatue (o the property.” Butler also set up a storage business in
the e year He is now developing a tree dedication service, making
the most of the tranquil surroundings, where trees can be planted to
matk speciaboccasions or act as a natural focal point 1o remember

‘O fauae plans at the moment are (o develop the existing
Brgsinessen, o make sure that we are doing whal we are doing well,’

Diversify for the income
hud e cept e capital increase as the perk My personal advice would be
ta iy into something that you enjoy, then vou will have the
sithiesiasan o see it through the early years, which can be financiaily
feasn” T ke the point, he says that it took 15 years 1o develop the fishery into a viable |

e S s

usiness and another five for it to be considered anything more

Acountant Julie Butler (ne relation} has been working with Meon Springs for seven yuars, unsuring a structured approach o the businesses. The tax
advice and advice on how 1o structure the businesses has been hugely valuable, Jamie Butfer says, 'hut above all she is enthusiastic And enthustasm in

teething problems - the RPA was the subject of a harsh
National Audit Office report recently ~ the system will
undoubtedly lead to greater diversification.

But inevitably, Revenue & Customs is looking very
carefully at any change in land and building use in the
countryside. For instance, a traditional farm, including
the farmhouse, can benefit from 100% agricultural
property relief for inheritance tax purposes. This
means that the farmhouse can pass from one
generation to the next without creating an
inheritance tax bill. But a change of use at the farm
can jeopardise this relief, A number of legal cases,
mostly aimed at so-called 'lifestyler farmers whin have
bought farms with liitle intention of rolling their
sleeves up in the farmyard, have sought to clanfy
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what is, and what isn’t, a farmhouse (see box on p28).
L0ss of Hedbiity

A move away from farming can also move {armers away
from a certain amount of flexibilily, for instance in
offsetting losses. As Martin Pickering, a private client tax
director at PricewaterhouseCoopers, explains'All fanming
in the UK is treated as being part of a single trade, which
means that if you have a number of different farming
activities on & number of different sites vou have the
flexibility to offset iosses sgainst each other. But as soon
as you step out of the fanming trade enwironment you
lose some of that flexibility. As an example, Pickoring says
that if a farmer staris to run 2 haulage business, it vl be
tieated as a standalone business and does not coll t ony




residual losses from the farm. ‘Every time you diversify away

+
\;\f hen iS a farthUSC not a from your core farming activity you have o have in mind you
7 are stepping into a completely different set of rules,” Pickering
farmhouse’ says. He adds that if a farmer decides he wants 1o be a

landlord with tenant farmers working on his land, then he
needs to be careful that these tenants do not move away
from agriculture, thereby placing his own agriculturat
property relief benefit at risk. And by switching from a
business to an investment, which can happen when a farmer
becomes a fandlord either by renting out his fand or his
buildings, he might not be entitled 1o bustness proparty relief
either.

There are many other areas that can catch o the

Agricultural property relief from
inheritance tax can be a very valuable
commodity as it can allow 100% relief,

There are two considerations that
have to be met for a property 1o gualify:
1. It must be agricultural property, this
inciudes not only the agriculwral land
but also any property on the fany, farm
buildings and farm houses which are ‘of
a character appropriate’ to the
agricultural land.
2.The property must be occupied by the 3
taxpayer for the purpose of agriculture’ for the two years prior to death, ar owned lor
seven years and occupied Tor the parposes of agriculture’ for that duration, whether by
the taxpayer or someone else, such o5 3 lenant.

General guidance can be found wilhin hree landmark decisions - Antrobus (i),
Antrobus (i) and McKenna. The latter emphasised the importance of ‘hands- oy
involvement in the farm operation, criating an adverse effect for lifestyle fanmers,
elderly and even semi-retired farmars.,

unsuspecting farmer as he tries 1o do the righ thing
securing the long-term viability of the farm - which is why
farmers like Jamie Butler in Hampshire will always be pleased

to se¢ their accountant. And accouniants maintain s positive
view for the farmers, As Julie Butdor says am more oplamistic
about the survival of the farming conununity now than a yea
age...and the farming community s telling us that the recem
corn shortage has emphasised how the UK musr il
continue to produce food,

‘Diversification and true farming abbo seem o be
integrating efficiently and with less stress to the farmoed
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