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Outline

« Capital Transaction Taxes
— Capital Gains Tax
— Capital Acquisitions Tax
— Stamp Duty
— Single Payment Entitlement Transfers

* Income & Corporation Tax Issues
— Farming Company Issues
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Dealing with Farmer Tax Queries

* Teagasc's role is to provide “..educational,
training, and advisory services in agriculture”
* We are consulted on
— Farm sales & purchases (land & entitlements)
— Farm succession Issues
— Financial & farm investment planning

« We refer our clients for tax advice

— We try to inform clients of some of the main
Issues to check on
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Primary Agriculture Tax Policy

» Targeted changes in policy influenced by
strategy to meet Food Harvest 2020 targets

* |nitiatives focused on
— Increasing scale of enterprises/ farms

— Encouraging collaborative farming
arrangements particularly partnerships and
long term land leasing arrangements
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Capital Transaction taxes
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Capital Transaction Taxes

- Summary
Main Reliefs
Capital Gains Tax Retirement Relief
(CGT) Restructuring Relief

Capital Acquisitions  |Agricultural Relief
Tax (CAT) Business Asset Relief

Consanguinity Relief

Stamp Dut
P y Young Trained farmer Relief




Capital Transaction Taxes
- Trend in reliefs & rates

Columnl 2008 2014
Capital Gains Tax (CGT) rate 20% 33%
Capital Acquisitions Tax (CAT) rate 20% 33%

CAT tax free threshold for parent to child €521,208 | €225,000
transfers

CGT Retirement Relief — upper limit on
asset value that qualifies where
transferring person is aged over 66years

- Transfer to Child No limit | €3 Million

- Transfer to person other than child €750,000 | €500,000




Capital Transaction Taxes

- Teagasc advice

* Discuss plans early with your accountant &
solicitor with a view to

— maximising the benefits under these valuable reliefs
— Avoiding potential clawbacks

* This may involve
— Bringing forward or pushing back date of transfer

— Restructuring asset ownership to avail of reliefs
— Working towards meeting educational conditions
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Capital Gains Tax
- Retirement Relief

* Retirement Relief from CGT may apply where
— An individual (not a company)

— Who is at least 55 years of age at the time of
disposal

(some exceptions to this due to ill health)

— Disposes of whole or part of qualifying assets
 Transferor does not have to retire to claim this
relief

* Relief can be claimed on disposal of whole or part
of qualifying assets
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Retirement Relief
- Qualifying Assets

« General rule — must be

— Chargeable business assets
(e.g. NOT investment assets)

— Must be owned & used for previous 10 years

— Usage rule in relation to land

* Proof may be required that the land was used e.g.
— No evidence of stamped leases for this land
— Land appears on SPS application of the owner
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Retirement Relief Cellings

Disposal to Consideration Relief

Disponer amount

55 yrs — 66yrs Full amount Full Relief
A Child of the 0 o

pper Limito .

owner

> 66 yrs €3 million Full Relief

Up 10 €750,000 1 .\ pelie

(lifetime limit)

55 yrs — 66yrs Dartial
> €750k artial or no

relief
Any other person
Up to €500,000 .
e a .. Full Relief
(lifetime limit)
> 66 yrs partial

S €500k ar.‘tla or no

relief
| o Il 00
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Capital Gains Tax
- Potential pitfalls around €750k limit

e €750k limit is a lifetime limit

* |f exceeded then earlier relief claimed will be
withdrawn and CGT liability on prior disposals will
be recalculated

* Disposals to spouse while CGT exempt will also
erode this limit

* Avoid triggering cancellation of earlier relief
— Rent out land for a short period
— This breaks “10 year ownership & use” rule

— Asset now not eligible for the relief and doesn’t trigger
CGT recalculation
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Capital Gains Tax

- Retirement Relief / Land Leases

* Prior to Budget 2014 R. Relief not available on leased
out land if disposed of to someone other than a child

— Was available since 2007 if disposal to a child

* Retirement Relief now available on such land
disposals to any person (including a child) after 1st Jan
2014 subject to conditions

— Must be leased for min. of 5 years

— 15 year maximum period of leasing before disposal

— 10 year “ownership & use” test must be met for period prior
to first leasing

 Links in with Land Lease Income Relief
(section 664 TCA1997)
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CGT Restructuring Relief

« Section 604B TCA 1997

* Relief from CGT on transfer of land where
other land is purchased
— Also available for swaps

* Introduced to encourage consolidation of
farm holdings

— By reducing fragmentation with a reduction in
distance between parcels

— Resulting in an improvement in the operation
and viability of the consolidated farm
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CGT Restructuring Relief

« Main conditions

— Lands in question must be agricultural — excludes forestry
land, peat land or habitable dwellings

— Transactions carried out by a farmer
(50% of working time rule)

— Sale & purchase take place within 24 months — initial
transfer must have taken place between
1st Jan 2013 and 31st Dec 2015

— Post sale & purchase transactions there must be a
reduction in the distance between the parcels

* These conditions are set out in the published
guidelines (included as an appendix)
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CGT Restructuring Relief
- Farm Restructuring Certificate

* Issued by Teagasc on basis of
transactions complying with the guidelines

* Documentation required
— Completed application form (FR1)
— Maps identifying land held and main farm hub
— Folio copies for all land owned

— Copies of deeds of transfer for land sold and
purchased
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CGT Restructuring Relief

- Other issues

« Stamp Duty will apply on land purchase

« Selling a complete farm (1 or multiple parcels) and
replacement with a separate farm (1 or multiple
parcels) will NOT qualify

* Disposals under a CPO — NOT a qualifying disposal

* Disposals availing of this relief by persons over 55
count for aggregation purposes for the thresholds for
retirement relief
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CGT Restructuring relief
- Example
 Farmer sells 20 acres of land for €10,000

per acre on 15/02/2013

* He purchases 15 acres for €10,000 per
acre on 15/05/2013 (which is closer to the
parcel containing his farm hub)

 Farmer is 45 years of age sono CGT
Retirement Relief available on potential
gain on sale of land.

Ceogosc

Acricurrure anp Foop DeveLopment AutHORITY



Calculation of CGT on sale before relief

Farmer sells 20 acres of land for €10,000 per acre on 15/05/2013

This land was purchased 10 years ago at €6,000 an acre

Sales Proceeds 20 X €10,000 = €200,000

Less Costs of disposal (€1,500)

Net Consideration from sale €198,500
Less Original Acquisition Cost 20 X €6,000 = €120,000

Plus Costs of Acquisition €500

Total Acquisition Cost €120,500
Net Gain (Net Sales Consideration- Acquisition Cost) €78,000
Less Annual Exemption (€1,270)
Chargeable Gain before Restructuring Relief €76,730
Calculation of Restructuring Relief Allowable

Newly purchased land cost 15 X €10,000 = €150,000

Plus Costs of Acquisition €1,000

Total New Land Purchase Consideration €151,000
Restructuring Relief Allowable

(Adjustment of Chargeable Gain due to lower purchase cost)

Total New Land Purchase Consideration]_% = €151,000

Net Consideration from sale €198,500 76%
Chargeable Gain before Restructuring Relief (calculated abowve) €76,730
Potential Capital Gains Tax @ 33% €25,321
Restructuring Relief Adjustment (max 100%) 76%

Tax relieved due to Restructuring Relief (€19,262)
Final Capital Gains Tax Liability €6,059




CGT Exemption Relief

« CGT relief on gains on land & buildings (incl agricultural)
purchased from 7t Dec 2011 to 31st Dec 2014

« Conditions

— Must be held in same ownership for at least 7 years

— Any income or profits or gains derived from the land or buildings must be

within the charge to Irish income tax or corporation tax.

* Relief allows the gain which applies to the 7 year ownership

period to be relieved from CGT

* Proportionate relief if owned for > 7 years
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Capital Acquisitions Tax (CAT)

« Who is affected?

— The beneficiary, who receives the gift / inheritance is
liable for the tax

— Payable where qifts / inheritances are received for
less than full consideration

« Rate of Tax
— 33% on gift / inheritances (since 06/12/2012)

 Reliefs available

— Agricultural Relief
— Business Asset Relief
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Agricultural Relief

Very valuable relief — market value of benefit
reduced by 90%
To qualify must meet “Farmer Test”

— 80% of total assets after taking benefit must be
classed as agricultural

Agricultural property — land, buildings, quota,
single payment entitlements, stock, machinery

Main farm dwelling may be classed as
ag. property — “character appropriate..”
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Agricultural Relief

- Farmer Test
* Planning may be required to ensure
qualification for this relief

« Can use outstanding mortgage to offset value
of private residence (FA 2007)

— Loan must have been used to “purchase, repair or
improve” the house
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Business Relief

* An option if won't meet Farmer Test for Ag Relief
— No 80% test for Business relief

« Ownership condition: 2 years in respect of
Inheritance taken on death of disponer and 5 years in
every other case

« Land let out prior to transfer will not qualify
— Investment asset rather than business asset

« Must continue to carry out business on the land for 6
years after receipt

 Farm house not eligible for Business Relief
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Stamp Duty — 2014 Rates

Non Residential rates

Consideration

Entire Consideration
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Rate of Duty

2%

Residential rates

Consideration Rate of Duty
Up to €1,000,000 1%
Over €1,000,000 2%



Stamp Duty

- Consanguinity Relief

« This relief will be abolished from 1t January 2015

« Available on transfers of non-residential property
up to 315t December 2014

« Relief gives a 50% deduction on the rate applying to
transfers between related persons™*
- effective 1% rate

** related persons = blood relations including lineal
descendant, parent, grandparent, step parent, husband or
wife, brother or sister of a parent or brother or sister, or
lineal descendant of a parent, husband or wife or brother
or sister & foster children
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Stamp Duty

- Young Trained Farmer Relief (YTF)

« Section 81AA SDCA (also Revenue leaflet SD2B)

 Relief available on transfers up to 31st Dec 2015 -
usually extended

 Farmer must be aged under 35 at the date of
execution of the deed of transfer

* Must hold a recognised qualification
— Generally Level 6 Adv Cert in Agriculture

* If transfer going to joint owners then both must be
YTF except in case of spouses where one spouse
can qualify both parties for the relief
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Stamp Duty
- YTF Relief — Clawback & Penalty Risks

Declaration by young farmer availing of relief to
the effect that for the 5 years after the transfer

—Will retain ownership of the land [CLAWBACK]

 Can dispose of land but must replace within 1 year
« Short term lease of land is NOT a disposal

—Will spend not less than 50% of normal working
time farming the land [PENALTY]

* The test here is ‘At the time the declaration was signed
was there evidence that the young farmer could comply’

» Subsequent leasing of land to the applicant’'s company
may be OK
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Single Payment Scheme Entitlement
- Points of contact for transfers

* Farmer should talk to adviser / consultant early

» Contact Inheritance Enquiry Unit
— Run by Department of Agriculture, Food & Marine

— Address:

— Tel:
— Email:
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Inheritance Enquiry Unit

Dept of Agriculture, Food & the Marine
Eircom Building

Knockmay Road

Portlaoise.

1890 252 238
inheritance@agriculture.gov.ie




Single Payment Scheme Entitlement
- Issues around transfers

* Ents. don’t automatically attach to the land
» Can be sold, transferred or bequeathed
without land

— NB Entitlements should be explicitly
mentioned in drafting the will otherwise they
often end up in the residue

* Retirement Relief available if ents. disposed
of WITH land

* No stamp duty on transfers of SFP ents.
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Single Payment Scheme Entitlement
- VAT Issues around transfers

* No VAT on transfers by inheritance or gift

 Entitlements sold without land

— If sale proceeds > €37,500 (from all sales in 12
mths) then VAT @ 23% to be charged by
disponer

— Sale price is treated as VAT inclusive
— Can register for this single transaction

 No VAT if entitlements sold with land to
another farmer
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Income & Corporation Tax
for Farm Businesses
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Income Tax

- Capital Allowances

» Capital Investment on farms
— Plant & Machinery — 12.5%
— Buildings —6 X 15% + 1 X 10%
* Investment in quota

— Capital allowances of 14.3% (s669B TCA1997)

— Where allowances remain unused at quota
abolition on 1st April 2015

« Balancing allowance for unused allowances (s669C)
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Stock Relief

- Enhanced Relief for Young Trained Farmers

* 100% relief available
« 35 year upper age limit at commencement

* Relief applies for up to 4 years after
commencement to farm

* Requirement to submit business plan to
eagasc — intfroduced Finance Act 2013

* Upper limit on stock relief

— €40k in one year with overall max of €70k over
the maximum period of 4 years
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Stock Relief

- Enhanced Relief for Registered Farm Partnerships

* For non-YTF partner - 50% relief available
(instead of normal 25%)

* For YTF farm partner — 100% relief available
 Relief available up to 31st Dec 2015
» Partnership must be registered with DAFM

* Relief available up to max of €7,500 over
rolling 3 year period (Finance No.2 Bill 2013)
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Income Tax
- Leased Land Income Exemption

Lease term Max Annual Lease
Income relieved

Syrsupto 7 yrs €12,000

7 yrs up to 10 yrs €15,000

Greater than 10 yrs €20,000

« Exemption is from income tax
« USC and PRSI still apply
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Income Tax
- Leased Land Income Exemption

* Qualifying lease
— In writing - Arms Length - Stamped

« Single Payment Entitlements qualify if leased with land

— income received in respect of the land will be taxed under Case V,
while income received in respect of the payment entitlement will be
taxed under Case IV as miscellaneous income

« Connected parties not eligible leasees

— Farmer and his company not eligible

— But Uncle to nephew and cousin to cousin — OK

 |Interaction with Retirement Relief
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Setting up a farming company
- Key questions

« \What proportion of the total profits is needed for
personal drawings?

— Over the last 3 years / projected over the next 3 yrs

» Are there building capital allowances still to be
claimed as a sole trader?

* Is the intention to carry out investment on the
farm funded by additional debt which the owner
might struggle to pay as a sole trader?

* |s the intention to transfer the business within
the next 10 years?
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Setting up a farming company

- Options for land farmed

» Leased by farmer to the company
— No immediate CGT implications
— No leased income exemption available

« Sold to the company (CGT & Stamp Duty?)

— Company borrows money and pays farmer
« Often used if large personal debt exists
— Directors loan created on company balance
sheet

* Farmer can draw down on this as cash builds up in
the company
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Succession & Farming Company
- CGT Retirement Relief issues

» Retirement relief available on land leased to
the company if company shares + the land

are disposed of to the same person

* Transfer of company shares — retirement

relief available but watch 10 year rule
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Succession & Farming Company
- Agricultural Relief issues

* Farming company shares not “agricultural
property” — creates problems for Farmer

Test for Ag Relief

* Business Relief may be available on the
shares
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Forming a company

 Who needs to be informed

— Department of Agriculture, Food & the Marine
* Herd Number

» Single Payment Entitlements (contact Adviser /
consultant)

— Milk Processor
— Suppliers
— Insurance
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Dairy Sector to the fore....

* Milk Quota abolition - April 2015
« Current rising trend in dairy business profits

 Volatile future milk prices mean profits will
fluctuate year-on-year

* Managing tax bills and meeting increased
labour and debt costs will be a new
challenge on some expanding dairy farms
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On-farm Investment

Future investment will focus on remaining
barriers to increasing milk production

— “Milking platform™ land availability
— Housing and slurry storage

Investments will follow in land, buildings & plant

Managing debt repayments in low milk price
years will provide challenges

Less focus on investment on drystock & tillage
farms
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