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Could your horses be
costing you dearly?
Obviously the answer to this is ‘yes’. Owning horses is an expensive business
however you look at it. Your horses might be owned privately for the benefit of
the family, you might provide land and / or stabling for a DIY livery enterprise,
or you might run a horse enterprise as a trade. Each of these possibilities has
its own, potentially unheeded, tax consequences.
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Could your
horses be
costing
you dearly?
CONTINUES FROM FRONT COVER
Most farmers expect the value of their
land to qualify for Agricultural Property
Relief (APR) from inheritance tax (IHT)
at 100% - albeit only on the agricultural
value of the land and buildings. But it
will only qualify if it is used for agricultural
purposes, which for horses means that it
will only qualify if the horses are:
• Being bred for food
•	Used in the cultivation of food
(i.e. draught horses pulling
ploughs or carts)
•	Being bred and reared as a
breeding activity on a stud farm.
It follows then that land grazed by private
horses, and land grazed by horses on livery,
is not being used for agricultural purposes
and will not qualify for APR. A stud farm
will qualify providing it satisfies additional
requirements such as commerciality and
trading with a view to profit. A stud run
as a hobby will not qualify.
Business Property Relief (BPR) may
be available either for additional value
over agricultural value (e.g. land with
development potential) or where the horses
do not qualify as agricultural. This may be
the case for some livery enterprises.
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A DIY livery undertaking, that typically
involves the granting to horse owners
of a license to occupy land, will fail the
BPR test unless additional services are
provided. The taxpayer needs to show
that the business is “a serious
undertaking earnestly pursued”.
Grazing agreements may be helpful –
but must be carefully drafted, and should
specify the services that are included such
as responsibility for fertilizing and topping,
maintaining fences, emergency feeding,
vet visits, security, provision of feedstuffs,
lessons and all-weather facilities. Poorly
drafted agreements can be counterproductive, indicating investment rather
than trading activity.

the business is judged to be predominately
non-trading, then the whole value of the
business will fail to qualify for BPR.
Horse-owners should be aware that
horses can cause significant problems
for IHT relief and landowners need
to be aware of the potential pitfalls
of having horses on their land.
For further information please contact
Penny Bowen on +44 (0)1635 35255
pbowen@jamescowper.co.uk

APR and BPR are immensely valuable
tax reliefs to horse-owning landowners.
It only takes a few acres of non-qualifying
land for a sizable IHT bill to mount up.
However, that might not be the
worst of it. BPR looks at
considerations such
as capital employed,
profitability, turnover
and time spent
to determine the
dominant activity of
the business. If the
scale of non-trading
horse use is such that
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Xero
Accounts in
the Cloud

Making rapid progress in the
UK market is Xero, a cloud-based
accounting programme that offers
the reality of farmer, book-keeper,
accountant and farming consultant
working together with the same
financial information in real-time.
Originating from New Zealand, where
it is the accounting product of choice
for farmers, Xero allows instant access
to financial data via the internet or Xero
app at any time, wherever you are. Live
bank feeds mean bank statements can
be imported and categorised automatically
and a variety of add-ons are available
to enable you to use the application to
manage every aspect of your business.
This includes stock management,
mapping and managing fields, soil
and fertility, recording animal movements
and management details and many
other applications.

New accounting
– What do they m
The UK Financial Reporting Framework changed with effect
from 1 January 2015 with the introduction of Financial Reporting
Standard (FRS 102). There was a further change from 1 January
2016 with FRS 105 relevant to micro entities and Section 1A of
FRS 102 applicable to small businesses.
Micro entities are those that do not exceed at least two of the following
three thresholds in relation to a financial year: turnover not exceeding
£632k, balance sheet total not exceeding £316k and no more than 10
employees. For small entities the equivalent thresholds will be £10.2m
turnover, £5.1m balance sheet and 50 employees. These accounting
rules are mandatory for corporate businesses but will also determine
how the accounts for partnerships and sole traders are prepared.

James Cowper Kreston has a growing
number of clients already using Xero and
many of our staff are Xero accredited.
If you are thinking of changing your current
software or would like to know more about
how Xero could benefit your business,
we would be delighted to talk to you.
For further information please contact
Anne Marie Cocker on +44 (0)1635 35255
or acocker@jamescowper.co.uk
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The key areas for agriculture are:
•	Stock (now called
inventory)

•	Investment
properties

• Treatment of
government grants
- capital and income

• Futures contracts

Inventory
FRS 102 has, for the first time in UK accounting
standards, a section specifically on agriculture and
includes an option for biological assets (animals,
crops in the ground) to be included at cost or at fair
value. The cost basis is the same as the current
‘lower of cost and net realisable value’. Fair value
will generally be the market value, but could be
present value of estimated cash flows, less costs
of realisation, at the reporting date. Either basis
can be chosen initially, but once fair value is used
then the entity cannot subsequently revert to cost.

rules
mean?
Therefore some thought needs to be
given to the best basis for the individual
business. A change in valuation basis
can affect both your profit and your
balance sheet and may or may not be
desired, depending on your objectives
and the direction of the change.
Additional points to consider are
as follows:

the financial statements until there is
reasonable assurance of compliance
with the grant conditions and that the
grant will be received.
Then, under each FRS there are options
as to how to measure the grants.
The details are beyond the scope of
this article but the key points are:

•	care will be needed where breeding
stock are included in general
valuation as they will now need
to be depreciated to cull value;

•	Recognition of income where specified
future performance-related conditions
exist depends on the recognition
model adopted. FRS 105 does not
offer a choice.

• ‘deemed cost’ strictly will not
comply - but may be an acceptable
estimate of cost;

•	Grants are measured at the fair value
of the assets received and recognised
according to the model adopted.

• h
 erd basis assets will need revision
where they are currently carried at tax
cost. These are likely to need a prior
year adjustment and then annual tax
adjustments - but it could actually
help balance sheets in what could
otherwise be difficult years.

• B
 asic Payment entitlements have
a value, and are received from the
government, and therefore will be
treated in the same way as a grant and
amortised over the life of the asset.
Depending on the model, there may or
may not be a net profit or loss effect.

FRS 105 (remember, only smaller entities
can opt for this) also has a specific
treatment for agriculture, but with the
crucial difference that there is no option
for fair value.

• F
 RS 105 and Section 1A of FRS 102
only apply to accounting periods
beginning 1 January 2016 so transition
provisions will apply to BP entitlements
for small and micro entities.

Government grants

•	Crop diversification, Ecological Focus
Area and Greening rules impose
performance conditions on BP income
and are generally considered to
mean that most farmers will not have

The first hurdle for grant recognition
under either new rule is the ‘entitlement’
test. A grant will not be recognised in

reasonable assurance that they have
complied with performance conditions
until the end of the scheme year.
•	This may have a profit and loss
effect on year ends between May
and December and, in a year of
poor profits, the deferral of income
recognition may need some explaining
to bank managers.

Investment properties
Under FRS 102 investment properties
will continue to be revalued on an annual
basis, but now the revaluation changes
will be reflected in the profit and loss
account. Under FRS 105 revaluation
is prohibited – which could leave some
mortgage liabilities looking very odd.
Prior year adjustments will be required.

Futures contracts
Futures contracts linked to hedging
contracts will be classified as financial
instruments. They will be measured at
fair value at each reporting date, with
changes in value going to the profit and
loss account. This also will potentially
lead to odd outcomes and, rather
counter-intuitively, increased volatility
of the profit and loss account.
For further information please contact
Fiona Hawkins on +44 (0)1635 35255
or fhawkins@jamescowper.co.uk

www.jamescowperkreston.co.uk
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Benefits of
precision
farming to
agricultural
businesses
within the UK
Precision farming is at
the forefront of ensuring
a sustainable future for
agriculture and assisting
in meeting the increasing
worldwide demand for food.
Agricultural enterprises
can benefit from precision
farming, allowing them to
precisely target applications
such as fertiliser, seed
and lime. This targeting of
applications based on soil
variation can reduce input
costs whilst simultaneously
increasing efficiency, yield
and productivity.

requirements based on the variation
across a field. This variation can then be
managed by variably applying fertilisers
using GPS in the tractor.

The practice of correctly managing soils
in order to gain the maximum benefit
of the nutrients available is essential
in any farming enterprise. Information
gained from soil sampling such as
phosphorous, potassium and pH levels
all help to achieve this. Consider soil
sampling as a little investment for a lot
of information. The investment gives the
farmer the information required to make
an informed decision on the nutrient

Recently, an Environmental Science
student from Southampton University
wrote a scientific dissertation which
used data provided by IPF to help
quantify some of the benefits of
precision farming. The results from this
research were quite outstanding and
it found that farms that had adopted
precision farming had achieved a
significant increase in farm income.
The results of the study concluded

Intelligent Precision Farming (IPF) is a
Wiltshire-based company providing a
precision farming service throughout the
UK. They have developed a unique soil
mapping system using a combination
of soil brightness scanning from high
resolution satellite imagery and a
team of experienced soil scientists
on the ground. This process allows
the accurate mapping of soil variation
based on a wide range of different
physical soil characteristics. Once this
data is collected, it is loaded to IPF’s
web-based software, the IPF Toolbox,
where farmers can use the information
to create variable rate application plans
which can be loaded into the tractor.

that the average farm saved £17.60/
ha in P and K fertiliser by targeting
their application through variable rate
technology. A £4.00/ha saving by
variably applying nitrogen was also
found. However, the most astonishing
figure is being linked to an increased
yield through precision farming practices
which on one farm resulted in a £200/
ha benefit.
Not only can farmers now harness
the soil information to improve crop
production and save on input costs,
IPF’s latest development now allows
crop health to be monitored throughout
the growing season using up to date
satellite imagery. This information can
be viewed on a smartphone or tablet
and used as a guide to help target
crop walking. The satellites look into
the canopy and overall greenness of
the crop which can highlight areas of
crop damage or stress and therefore
help identify potential problems early.
Armed with this information, farmers
can make more informed decisions
on crop management and adjust
applications in order to counteract
any potential poor areas or allow good
areas to reach their full potential.
Max Dafforn - General Manager IPF

www.jamescowperkreston.co.uk
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Women
in Wellies

A new networking initiative for all women in this sector
The female members of James Cowper
Kreston’s Rural Business Services
team are keen to establish a group of
like-minded individuals of all ages and
backgrounds to make friends, share
knowledge, information and skills and
to support one another in developing
existing or new businesses whilst
having fun and doing our bit for charity.
We might be involved in farming or
equine businesses, retail outlets, catering,
countryside crafts, tourism, teaching, rural
property, land agency, accountancy, the
law, book-keeping or financial advice.

We love to be outdoors for work,
leisure or both, so our activities will
tend to reflect that.
Later this year, we plan to organise a
clay shoot for women (sponsored by
James Cowper Kreston), and hope to set
up a farm visit and a talk from a female
entrepreneur about the benefits and
challenges of running her own business.
If you have ideas for activities or would like
to open up your farm for a visit or give an
informal talk about how you got to where
you are today, let us know!

Our chosen charity for 2016 is RABI, the
Royal Agricultural Benevolent Institution,
a welfare charity which helps to change
lives for the better by supporting farming
people of all ages if they are in financial
difficulty, working with compassion,
discretion and friendship.
For further information and to get involved
please contact Fiona Hawkins or
Penny Bowen on +44 (0)1635 35255
or email fhawkins@jamescowper.co.uk
or pbowen@jamescowper.co.uk
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