JULIE BUTLER FCA discusses the
merits of gravel extraction tax planning.

OT EVERYONE MAY be aware of the taxation
N of mineral royalties which is still half income tax
and half capital gains tax. Mineral royalties are
not eligible for taper relief, which is significant from 6 April
2002 when full taper relief became available. The review of
the taxation of mineral royalties has become even more
relevant with the introduction of aggregates levy from |
April 2002.
One of the most common commercial minerals is gravel,
and there are a number of ways of trying to have the ex-
traction taxed as efficiently as possible.

Outright sale

One could sell the land containing the pit. It is to be hoped
that this has the advantage of capital gains tax classifica-
tion with all the business relief associated therewith, such
as rollover relief, business taper and indexation up to 5
April 1998.This assumes that business status can be shown,
i.e. farmed in hand. The disadvantage is that many land-
owners do not want to lose ownership, and this leads to
the next point.

Buyback option

One could sell the land containing the pit with an option
to buy back the land afterwards. The sale of a gravel pit
with the option to buy it back after exhaustion means that
he extracted proceeds will be liable to income tax (sec-
Jon 36, Taxes Act 1988). This forgoes any advantage of
capital gains tax relief.

Sale of gravel

Capital tranches of gravel may be sold without selling the
land itself. The problem is that the Inland Revenue claims
that unless the surface is sold, the tranche of gravel will
not be a business asset for taper relief purposes.
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The treasury route

The treasury route is a well-tried method where the land-
owner sells a capital tranche of gravel with a licence for
the aggregates company to enter the land for purposes of
extraction. The key is to establish a capital gain in-house,
for instance put the land into settlement or gift it to a
member of the family. This should result in ten per cent
capital gains tax (assuming full taper relief is available)
which is funded out of the first tranche sale to the aggre-
gates company. If the calculation is correct, there should
be no further tax. It is a good idea to put a restrictive cov-
enant on the number of cubic metres. The downside is
that for the aggregates company under section 418, Capi-
tal Allowances Act 2001, capital tranches are subject to
capital allowances at only ten per cent a year. However,
when the tranche is exhausted, the company is entitled to
claim a balancing allowance for the balance amount spent
(section 428 of that Act), i.e. the aggregates company will
not receive 100 per cent relief until the end of the tranche.
Julie Butler FCA, Butler & Co, Alresford, Hampshire, tel:
01962 735544, e-mail: j.butler@butler-co.co.uk.Julie is the
author of the forthcoming Butterworths Tolley book Tax
Planning for Farm and Land Diversification; orderline: 020 8686
2200.

crystal clear IHT planning

IHTPlanner

£299 VA1)

INHERITANCE TAX PLANNING,

COMPLIANCE AND REFERENCE TOOL

Tower House Lucy Tower Street Lincoln LN1 1XW
Tel: 01522 551200 e: cmccoy@streetsandco.co.uk
w: www.streetsinteractive.co.uk

@, Developed and Published by Streets Interactive. All Rights Reserved

[55



