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RETIREMENT LUMP SUM - MORE DETAIL - 6.4.22

As the dust settles on the RPA's announcement on the specifics of the Lump Sum Exit Scheme, and with the regulations
underpinning it now released this week, we have noted a few matters of specific detail that may become critical in how these
schemes are handled.

Entitlements and the Retirement Lump Sum cap

This is one question that the release of the Agriculture (Lump Sum Payment) (England) Regulations 2022 (the Regulations)
has enabled us to answer.

We know that if your Retirement Lump Sum claim would total more than the cap of £99,875, it will be reduced to £99,875.
We also know that when you claim the Lump Sum, if you do not hand back as many entitlements as were used in your last
claim in the reference period i.e. 2019-2021, the value of your Lump Sum claim will be reduced accordingly. In the event of a
claim, which is subject to both of these, the order in which they are applied is important.

Consider a prospective retiree farming 500 acres of non-SDA land, all of which they claimed on in full over the reference
period. This would entitle them to a Lump Sum payment, before the cap, of approximately £111,000 which is £11,125 over
the cap. Let us say that instead of handing back the 202 entitlements used in their 2021 claim, they only give back 180. This
is 89% of the amount used, so reduces their Lump Sum claim by 11%.

If this reduction were applied before capping, their £111,000 claim is reduced to £98,790, which is just under the cap, so the
payment would not be reduced further. However, we now know that the cap is applied first, and then reductions from holding
insufficient entitlements follow after. The £111,000 will first be reduced to £99,875 because of the cap, then by a further 11%
to £88,889. The farm above would receive £88,889 rather than £99,875, a reduction of almost £11,000, from not having
enough entitlements.

That means prospective retirees should ensure they can surrender as many entitlements as were used in their last claim
during the reference period, even if they are above the £99,875 threshold. They may even need to buy more entitlements to
enable this.

Entitlement leasing out and new purchases

The Retirement Lump Sum has had a marked impact on the entitlement market when combined with other factors such as
the limitation of National Reserve applications this year and 2022’s inclusion in the reference period for delinkage.
Specifically, demand for entitlements is currently very strong. This presents an opportunity for anyone with entitiements they
are not using this year.

However, people wishing to claim the Lump Sum still need to have as many entitlements to surrender as they used in 2021.
This may lead one to think that they simply cannot take advantage of the current “seller’'s market” where prices are currently
just under £200 per hectare for Non-SDA.

One way to take advantage of this might have been through leasing. If entitlements were leased out for this year only, they
could in theory be returned in ample time for a 2023 surrender. However, we now know this will not work. The regulations
make it clear that entitlements leased out after the 2021 claim year must still be surrendered if they are returned, but do not
count towards the number of entitiements surrendered compared with the final claim during the reference period.

In other words, if a farmer claimed on 20 entitlements in 2021, leased out 10 of these in 2022, received them back in 2023

and then claimed the Retirement Lump Sum, they would see their Lump Sum claim reduced by 50%, unless they also
purchased more entitlements from elsewhere.
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A further question relates to short-term transfers between family members. It may be possible to transfer out both
entitlements and land for the 2022 claim to, for example, the successor to the business. The successor then claims on the
land with these “family entitlements” for 2022. Then they are returned to the prospective retiree for 2023. This would allow a
“double dip” in which the same family takes advantage of both some delinkage and the Retirement Lump Sum. We do not yet
know if this would necessarily be considered a “lease”, or if there is a way around the restrictions here. Businesses wishing to
attempt an action like this should therefore make what preparations they can now, such as having tenancy documentation
ready for any land involved in the arrangement.

Alternatively, a bolder landowner could perhaps bet on a weaker market next year (which we are expecting logically to be
capped at something less than the £151 payment for the lowest Non-SDA claim tier) and sell their entittements now at the
current price of £195 for Non-SDA and hope to buy replacements at a cheaper price next year purely to surrender them.
There is nothing in the Regulations preventing this, but the RPA have some further discretion on how the scheme is actually
run, and they may try to limit such activity. It is difficult to see how such activity could fall foul of the artificiality rules. We have
asked the RPA to clarify their position on this.

Entitlements as a capital loss

We know that the Retirement Lump Sum is to be taxed as capital, rather than income. We also know that to claim it
entitlements must be surrendered. Entitlements will often have been purchased by the claimant, sometimes for significant
sums of money. There therefore remains a question of tax: is the Lump Sum claim to be treated as a payment in exchange
for the entitlements, so representing a capital gain in their value, meaning the acquisition price will not be taxed at this point,
only the uplift relative to the initial payment? Alternatively, if the Lump Sum is taxed as a capital receipt, can the loss of the
entitlements be offset against this?

Either way, an asset of some value in the form of entitlements is to be given up in order to claim the Lump Sum. It would be
inequitable if this was not factored into its taxation.

There remain a number of important questions of fine detail in relation to the Retirement Lump Sum. Given the magnitude of
the decision to retire, the lack of this information will make a difficult choice even harder.

Application Forms
The actual application forms, expected later this month, may answer these queries. This may give only a few weeks to make

decisions about entitlements. Unless the RPA clarify the current queries in the meantime, many retirees may face dealing
with their entitlements at the last minute before the window closes.

Farm Facts 2022 - out now UK Environmental Credits User Guide

If you have not received your copy please email
kdean@townsendcharteredsurveyors.co.uk.

To order either the hard copy at £27 inc. P&P or your free
e-copy email kdean@townsendcharteredsurveyors.co.uk

Other services we offer, including formal valuations of entitlements, which may interest you include:

e RPA dispute resolution — Maladministration — Underpayment - Inspection results - Appeals/complaints
e Commons network - “Minchinhampton” case - Compensation claims - Managing ongoing BPS claims - Common right issues
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Stewardship Schemes - Woodland Grants

e Carbon capture and trading - Carbon Capture & Credit Sales for woodland and farms.

e \Water Abstraction Licences — Purchase and sale — Applications — Valuations — Professional advice

e | and sales and acquisitions — For Environmental credits - Woodland planting - Peatland restoration, Biodiversity Net Gain,
Nitrate and Phosphate offsetting
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PROPERTY AGENCY ESTATE MANAGEMENT PROFESSIONAL SERVICES PLANNING VALUATIONS TCS BROKERAGE RENEWABLES
ENVIRONMENTAL SERVICES

HUGH TOWNSEND FRICS. FCIArb. FAAV.  Senior Assistant Land Agent MARK BURTON BA(Hons). MSc.
Assistant Land Agent ALASDAIR SQUIRES BA(Hons). Consultant PAUL BRADFORD MSc. MCIWEM C.WEM
Consultant MICHAEL STEED BA MICFor. MCIEEM. MArborA.  Administrator KATHY DEAN

BPS ENTITLEMENTS The minimum BPS claim size is five hectares for England and Wales and three hectares for Scotland and Northern Ireland. > Unless
specifically instructed in writing we are unable to provide advice in respect to the Basic Payment Scheme or any other grants, funding or stewardship
schemes, especially how they may affect a particular vendor’s or purchaser’s eligibility for the Basic Payment Scheme. VAT is payable on Entitlements traded
(sold or leased) without land, unless the seller/lessor is non-VAT registered. Unless otherwise stated all entitements are offered for sale/lease without land
and VAT will be due on the price agreed. > The 2022 BPS payment rates in England are £233.30 for Non-SDA, £231.60 for SDA and £64 for SDA
Moorland. The FDM is no longer deducted. > The 2022 Scottish rates are £228.20 for Region 1, £48.79 for Region 2 and £13.63 for Region 3.
> The 2022 Welsh rates are predicted to be £116.86 plus £91.97. Redistributive payment on the first 54 ha. > Northern Ireland have an expected average
value of £299.42 subject to historical variation. > The usage rule, other than in England, remains farmers must use all their entitements in a single
application at least once every two years. CARBON CREDITS All woodland and peat carbon credits are VAT and tax free. > All credits must
be registered, validated, and verified going forward according to the regulations of the appropriate code. BIODIVERSITY NET GAIN All biodiversity units are
calculated via Biodiversity Metric 3.0. > Number of units in specific lots subject to variation due to multipliers including, but not limited to, distance between
sites and development site baseline. > Conservation Covenants to run with the land. > Minimum 30-year term.
WATER ABSTRACTION LICENCES All licences are subject to requirements of the Water Framework Directive to reduce licensed abstraction in areas where
water resources are under stress/abstraction is unsustainable. Transferor/transferee accepts risk of losing part of the licence during trade. -
entitlements/carbon credits/ environmental units/licences. > Are offered subject to documentation/contract/submission. > We also only act on a subject to

contract/documentation basis when buying Entitlements/credits/units/licences for our clients and do not enter into oral contracts. > Those listed may include
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provided in writing following receipt of written instructions for Townsend Chartered Surveyors to provide such advice. Any such oral comments or statements
do not form part of our brokerage instructions or any transfer contracts. > Townsend Chartered Surveyors cannot be held responsible for any quotes, prices,

rates or advice given in light of any future Government reforms.

If you provide us with your contact details, we believe you have given us consent to send you occasional email newsletters on appropriate
rural/surveying/entittement matters. If you would prefer not to receive any such email communication from us, please let us know. We may also send you once
a year our Farm Facts leaflet by post. If you would prefer not to receive this, please contact us to opt out. Under the General Data Protection Regulations
(GDPR) which came into force on 25th May 2018, you have increased rights regarding the processing of your data, and these are set out on the Information

Commissioner’s Office website (ico.org.uk) or in the privacy policy on our website.

This message is confidential. It may not be disclosed to, or used by, anyone other than the addressee. If you receive this message in error, please advise us
immediately. Internet e-mails are not necessarily secure. Townsend Chartered Surveyors does not accept responsibility for any changes to any e-mail which
occur after the e-mail has been sent. Attachments to this e-mail may contain software viruses which could damage your systems. Townsend Chartered

Surveyors have checked the attachments for viruses before sending, but you should virus-check them before opening.

Want to change how you receive these emails? You can update your preferences or unsubscribe from this list
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