nsights
opportunities for landowners
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Welcome to the spring 2016
edition of The Rural Report,
our biannual magazine for
rural property owners

In a matter of weeks the UK electorate will be
taking its biggest political decision in living memory
- voting to either leave the EU or remain a member.
Since the date of the referendum was announced
we have been assailed by a non-stop barrage of
arguments from the In and Out camps. For those of
you yet to be swayed, we analyse on page 06 some of
the key issues facing agriculture, arguably the sector
most influenced by the EU.
To add to the uncertainty, the referendum comes
at a time when farming remains in the grip of an on-
going commodity price slump — the dairy sector being
particularly hard hit — and concerns are rising about the
general health of the global economy.

The tax environment for the rural landowner in the UK is
also becoming more challenging, particularly for those who
are domiciled elsewhere.

At the same time, the pent up demand for new housing and
infrastructure, combined with changes to the planning system,
presents what some estates may see as a great opportunity to
unlock the potential of their land, but others view as a threat to
their very existence.

Against this backdrop, planning for the future is more important
for rural estates than ever before. On page 22, Alastair Paul, the
Head of our new Bishop’s Stortford office, explains why a strategic

review can be so beneficial.
| hope The Rural Report provides a glimpse of how Knight Frank
can help rural property owners, whatever their ambitions.

Please do get in touch to find out more.

=
JAMES DEL MAR
Head of Rural Consultancy
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Should we stay or
should we go?

Andrew Shirley, Knight Frank’s Head of Rural Research, tries to make sense of the

EU referendum debate

Almost 60% of farmers will be voting
to leave the EU come 23 June,
according to the results of a
comprehensive survey conducted

by Farmers Weekly magazine.

Given that farming is the biggest
recipient of EU funds, the results
might seem counter-intuitive. The
latest Total Income from Farming
(TIFF) figures released by Defra at the
end of April show just how reliant UK
agriculture is on the EU’s Common
Agricultural Policy (CAP).

In 2015, TIFF was £3.8bn, an annual
drop of 29%. Subsidy payments from
Brussels accounted for £2.8bn, or
almost three-quarters of the total.

On a regional basis TIFF is actually
lower than subsidy payments in some
parts of the UK (see table). Wales, for
example, received £249m of support
payments in 2014 (the latest regional
figures), but had a TIFF of £212m.

So why do so many farmers want
to leave the EU? First off, the Farmers
Weekly survey did show that in areas
such as Wales and Scotland, which are
heavily dependent on subsidies, people
were more wary of leaving.

But even in the parts of the UK where

there was most support for an “out”
vote, support payments can still be the
difference between profit and loss for
a significant number of businesses.
Some of it must come down to the
fact that in 1973 farmers voted to
join the very business-like sounding
European Economic Community
(EEC). Being a member of the
European Union, a far more social

and political project, was not something
they signed up for.

In addition, a heady mix of
sovereignty concerns, rising
immigration and layers of extra red
tape and bureaucracy have caused
many to lose patience. The problem
for undecided voters is that there is
limited conclusive evidence to show
that farming, or the UK as a whole,
will be better off out of the EU.

EU support payments as a %age of TIFF (2014)

Region TIFF (Em)
Wales 212
N Ireland 283
Scotland 688
North West 293
North East 170
South East 383
South West 666
West Midlands 434
East Midlands 592
Yorks/Humber 654
East 1,006

Source: Andersons

Support (Em) %
249 117%
293 104%
510 74%
173 59%

97 57%
215 56%
366 55%
200 46%
257 43%
220 34%
287 29%
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One of the most detailed pieces of
research on the potential impact on
agriculture is a report commissioned
by the NFU looking at the effect of
various future trade scenarios on farm
incomes. The results vary widely, with
incomes rising in some instances, but
still assuming a continuation of support
payments at levels at least 50% of what
farmers receive now.

As a net contributor to the EU, one of
the big arguments for leaving is that the
UK will have more money to spend how
it chooses. Farming Minister George
Eustice has said farmers would continue
to be supported via a tailor-made UK
version of CAP.

But estimates of how much the UK
would actually save vary widely, ranging
from £350m to £135m a week, depending
on whether things like the rebate
negotiated by Margaret Thatcher and
EU payments back to UK recipients are
factored in. But even at the lowest figure,
the UK’s annual net contribution to the
EU has averaged £7.1bn over the past
five years.

However, one of the main arguments
against an “out” vote is that it will hurt
the UK economy wiping out any “Brexit
dividend”. Forecasts from the likes of the
OECD, Treasury, World Bank and many
investment banks predict a fall in GDP
growth of varying magnitudes.

Of course, economists are not
renowned for accurately forecasting
anything, especially so far into the
future, and many of the assumptions
behind their complex calculations can
be challenged, but there are far fewer
saying a Brexit will be good for the
UK’s economy than those warning of
its consequences.

Contribution to EU
per UK citizen*

In terms of red tape — a huge bugbear
for farmers - the verdict is more nuanced
although, sadly, there won’t be a
spontaneous bonfire of bureaucracy if
we leave the EU.

First, the sheer volume of regulation
will take years, if not decades, to unpick
by our civil service. Second, powerful
environmental lobby groups will ensure
any new UK farming policy delivers a
raft of conservation measures. Third,
much regulation actually originates
from higher global powers like the UN,
and the World Trade Organisation —
Brussels just rolls it out.

However, outside the EU, the UK
would be free to retake its seat on the
various committees that make the rules.
We could help shape regulation rather
than just being bound by it.

Trade is another area where we could
be better off after a Brexit — we might be
able to strike more favourable deals with
whoever we like at a faster pace than the
European Commission, which has to
negotiate on behalf of all its members.

Average EU Common Customs
Tarrif rates

Dairy products 42%
Sugar, sweets 25%
Drinks and tobacco 21%
Animal products 18%
Cereals 15%
Fruit & veg 11%
Oilseeds, fats, oils 7%
Source: NFU

Norway and Switzerland are given as
examples of countries that are fine going
it alone. Their economies, however,

LLadbrokes forecast
O likelihood of UK voting to
remain in EU (based on
O placed bets as of 3 May)

*2014 data

are very different to our own. Trade
negotiations are also notoriously slow,
with agricultural products often a
stumbling block due to their sensitivity
(see table for EU trade tariffs).
Switzerland took 15 years to negotiate
its 105 agreements with the EU,

which will still be the UK’s most
important trading partner for the
foreseeable future.

Taking the above and many
other issues into account, it is clear
that a successful Brexit would be a
significant undertaking. The most
considered plan for leaving the EU
thatI came across when researching
this article - the six-stage FLEXCIT
paper written by Dr Richard North
(see panel for details) makes it quite
clear that “a botched process could
have dire consequences”.

We need to have absolute confidence
that our government and civil service
are up to the task. As Dr North says:
“There is no margin for error. We
cannot afford to get it wrong.”

FIND OUT MORE

FLEXCIT: The definitive EU exit plan

for Britain eureferendum.com

British Agriculture: The implications
of a UK exit from the EU nfuonline.com

Leave or Remain: The decisions
politicians must make to support the
rural economy cla.org.uk



http://www.eureferendum.com
http://www.nfuonline.com
http://www.cla.org.uk
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Scotsman.
Welshman.
European?

Andrew Shirley talks Europe with CLA President Ross Murray

The first thing Ross Murray does after
we meet at the CLA’s Belgrave Square
HQ is to point out the photograph of his
wife’s great, great uncle, Major General
The Lord Treowen, who was also a

CLA President.

It’s telling that Mr Murray has moved
the image from the massed ranks of
former leaders lining the corridor outside
his office to hang above his own desk,
almost as if for inspiration or perhaps as
areminder that there is family honour to
be upheld.

“This is only the third time that two
CLA presidents have come from the
same estate,” he points out proudly.

But as he explains to me how Lord
Treowen transformed the Llanover
Estate in Monmouthshire, Wales, where
Mr Murray and his family now live,

it becomes clear that he has chosen a
demanding role model.

“After the First World War, in which
his only son and 17 other villagers died,
issues such as a shortage of rural housing
and the effects of the post-war economic
recession were having a big impact
on rural Wales. Soin 1926 he built an
entirely new Arts & Crafts village, at
the centre of which was a memorial to
his son.

“He was making a really long-term
investment with profound social
consequences,” says Mr Murray.

Ninety years later the big issue with
enormous long-term consequences that
could define his own presidency is, of
course, the UK’s potential EU exit.

Unlike some of the farming unions,
the CLA has adopted a neutral stance.
“The overwhelming view from the
members was: ‘don’t tell us how to
vote’.” Instead, the CLA has compiled
a comprehensive Remain or Leave
document backed by economic analysis
setting out each side of the argument to
give its members a greater understanding

of the issues and the options surrounding
Brexit. This has been “well received”.

I ask what his personal opinion is - a
Scot, he was very vocal that the land of
his birth should remain part of the UK
before the 2014 independence vote —
but he refuses to say. “I'm keeping my
counsel. I do have a very strong view, but
because of my role I'm not expressing an
opinion that might overly influence my
members. Our duty is to explain to them
how both courses of action could affect
their businesses.”

However, he will admit that he’s
not been particularly impressed by
those campaigning on either side of
the argument so far. “We need a
more positive, realistic vision from
both parties.”

He doesn’t sound entirely convinced
by the reassurances offered by some
“out” campaigners that farmers will be
looked after in the event of a Brexit.

Always shouting is not
the most sophisticated
way to get your
Message across

“The concern for the farming community
is that we’re the Cinderella of the
economy, not front and centre of the
public’s attention. Can we really place
alot of confidence in these electoral
promises? I'd quite like to know how
Boris Johnston and Michael Gove really
view agriculture.”

What he really wants from Defra, in
the absence of facts, is some kind of
reassurance that it does actually have a
Plan B if we do choose to leave the EU.
“Idon’t need to know the details — it
would be presumptuous to demand to

know what the Civil Service and Treasury
is planning behind closed doors — but I do
think we’re entitled to know that somebody
is thinking about it so government can
quickly get a plan on the table on 24 June

if we do Brexit.”

If that turns out to be the case, I suspect
Mr Murray will be at the front of the line
of those banging down the door of Defra
to get the best deal for their members.
“We’ve been doing a lot of contingency
work on what a UK agricultural policy
might look like.”

Although the potential risk to direct
support payments may ultimately
influence many recipients when it
comes to referendum day, he believes
questions over trade will be more
significant. “Support is in a state of flux
anyway. It’s as much about access to
markets.” Given that the UK’s civil servants
haven’t negotiated a trade deal for over
40 years, bringing in outside expertise
will be vital, he says. And engaging
with others including conservation
organisations will be crucial as well.


http://www.llanover.com

“We have to take the public with us.
There is not a widespread understanding
of agricultural support or farming’s role
in caring for the environment.”

Some have questioned the
understanding of rural issues by
recent governments of either hue, but
Mr Murray believes the government
is well advised by Natural England.
“The current Defra ministerial team
all come with a rural perspective, but
we constantly need to remind other
departments that rural communities
have different needs. You can’t apply
an urban perspective on housing to the
countryside, for example.”

When it comes to solving the big issues
of concern to his 33,000 or so members
- he picks out the future of agriculture,
broadband and mobile connectivity,
compulsory purchase reform, National
Parks, CAP reform in 2020 and planning
policy as some of the big challenges at
the top of his lobbying list - Mr Murray’s
favoured modus operandi is to get
people talking.

“Always shouting is not the most
sophisticated way to get your message
across and you need to maintain
relationships. I like to bring everybody
together, get people relaxed, make friends,
look them in the eye. Life’s too short
otherwise.” But that doesn’t mean he’s
not prepared to take politicians to task
when needed.

Eighth wonder

“The administration of the Basic Payment
Scheme and the way the transition from the
Single Payment Scheme has been handled
has not been clever; I do have issues with
Defra’s administrative capacity.”

But Mr Murray is definitely an
optimist. He says the future of the British
countryside, which he calls the eighth
wonder of the world, is bright in the hands
of his members. “The current generation
of landowners have this amazing
entrepreneurial spirit; they are much
more innovative.”

Diversification is helping to bring
successors back to the countryside earlier,

he says. “They can do things differently
from their parents, which I think makes
succession planning easier, and families
are more open about it now.”

He is also very excited about the
community role estates are increasingly
playing. “My mantra is: it’s not what
you’ve got, it’s what you do with it. We
all need to demonstrate to the wider
population and to government that
we’re a force for good. It’s a huge
responsibility and every landowner has
to do it in their patch.”

Back home in Wales, Mr Murray has
taken his own advice to heart. His efforts
to convert “every suitable redundant
agricultural building I could find” into
aworkspace mean the Llanover Estate
now has about 70 people employed on it.
“There are probably more people working
on the land now than when the village
was built.”

Looking down, The Lord Treowen
would doubtless approve. Whether a
bigger challenge awaits his successor will
be up to the British electorate on 23 June.




SPRING 2016

THE RURAL REPORT

outcome

the Common

the European P

2'

Even if we vote to remain in the
EU on 23 June - the most likely

by a very fine margin, according
to the latest polls - a significant
amount of uncertainty will remain
regarding the future of support
payments. The next review of

(CAP) is set for 2020 and already
proposals are being put forward by

some of the Basic Payment with
income stabilisation or revenue
insurance tools. Although we are
unlikely to see direct support
disappear completely by 2020, it
is clear that farming businesses
should be planning for further
reductions in their subsidy cheques

More CAP

¥ h
' (lI‘I.?VE(:I(lJ‘::rNS -=g e HOusmg &
Head of Farms & Estates Pl anning
JAMES DEL MAR

“f) Head of Rural Consultancy

Whether you see development in the
countryside as a threat to your business
or an opportunity, there are several
important issues to be aware of. The
Housing and Planning Bill is a major
piece of new legislation currently
going through parliament that aims to
speed up the delivery of new housing.
The House of Lords has made several
amendments that could benefit rural
landowners looking to develop sites.
Under a third of planning authorities
have a Local Plan in place that is
compliant with the National Planning
Policy Framework. This makes them
more vulnerable to challenges from
developers looking to overturn
decisions where planning applications
have been refused, even on greenbelt

of the referendum, albeit

Agricultural Policy

arliament to replace

in the not-too-distant future. sites. Compulsory purchase
legislation is also being reviewed.
Knight Frank’s rural
property experts Yim i Property
highlight key threats .. taxes Scottish
and opportunities TOM BARROW = =
PP ﬁ Head of Country > land reform
that landowners Valuations F RAN MORGAN
should be keeping Chancellor George Osborne has ‘: )’ geésci ;tfe gcottlsh Farms

an eye on
consecutive Budgets that he
views the taxation of property,
particularly high-value houses,
second-homes and residential
property wrapped in a corporate
structure or owned by those
based overseas, as ripe for reform.
Some aspects of his changes,
like replacing the slab system of
Stamp Duty Land Tax, have been
progressive, although buying a
house for over £2m will now cost
the buyer at least £153,750 in
SDLT. The 3% extra SDLT on the
purchase of additional homes is
Mr Osborne’s latest innovation.
Anybody thinking of buying or
selling property needs to consider
how their personal circumstances
will affect the associated tax bill.
See my article on page 25 for
more details.

SRCINE

made it abundantly clear over

The law of unintended consequences
is one that politicians might do
well to study in greater detail. The
Scottish Land Reform Bill, which was
passed on 16 March by the Scottish
Parliament, was intended in part to
help the country’s tenanted farming
sector. My fear is that many of the
new proposals, including the ability
to assign tenancies to a wider number
of successors, will have the opposite
effect. Removing the exemption on
business rates for sporting estates,
many of which are not very profitable,
will also be counterproductive. A lack
of clarity also risks smaller estates
and farms with non-commercial

shoots being affected. Because many
of the bill’s proposals will require
further legislation or consultation,
the uncertainty will continue for
some time.

Iy
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-J") CHRISTOPHER SMITH A key aim of the 2011 Energy Act was
1.‘, Estate Management & Energy to improve the energy efficiency of

We are seeing a lull in interest for
renewable energy projects now that

government support payments
for the most popular technologies
have fallen. However, estates
should still be alive to the options
available because there will come
atime when the balance between
installation costs and energy prices
will come back into balance. The
huge advances being made in battery
storage technology will also offer
estates the ability to go “off-grid”
using power from renewable schemes
far quicker than many anticipate.
We are also seeing a growing demand
for sites close to a grid connection
that can accommodate large-scale
battery storage or diesel or gas-
driven generators to cope with peak
power demand.

Commodity
markets

ALASTAIR PAUL

’ Rural Consultancy/
S Agricultural Investments

A quick look at the Markets pages of
any farming publication tells you
all you need to know about cereal
and livestock prices. They were bad
12 months ago. They are, with the
exception of oilseed rape, even worse
now. Feed wheat, for example, was
barely over £100/t at the time of
writing. The Futures market offers
little to be optimistic about with feed
wheat trading at £126/t for delivery in
March 2018. Break crops like peas and
beans, which play an important part
in many rotations, have seen their
values fall even more significantly
over the past 12 months. Those
farming in-hand need to set realistic
budgets, while landlords should
anticipate downward pressure when
rents are reviewed.

Donald

the UK’s building stock. As of April
2016, alandlord in the private rented
sector cannot ‘reasonably refuse’ a
tenant’s request for improvement
works. Typically this involves
wall/roof insulation, upgrading
mechanical services or possibly
introducing secondary glazing.
Importantly, a landlord is not
required to contribute financially
- so what’s the problem? Well,
aesthetic opinions aside, some
improvements should be approached
with caution. Insulation systems
inappropriate to the building fabric
can cause defects, such as interstitial
condensation. For confirmation,
an expert written opinion can be
obtained from a Chartered Building
Surveyor. A landlord has one month
to respond to their tenant, or three if

seeking further advice.

7@! The wealth
Y

debate

ANDREW SHIRLEY
Head of Rural Research

Trump and Jeremy Corbyn

may at first glance have little in
common, but they both owe their
rise in popularity to a growing
dissatisfaction with the political
status quo. In the US, wages for
many people working on “Main
Street” have not grown in real terms
for over a decade, while in the UK
the popular perception is that the
wealthiest members of society are
taxed too lightly. The pattern is
repeated around the world and has,
it could be argued, fuelled the land
reform debate in Scotland. This focus
on wealth inequality is only likely
to grow and will increasingly drive
political decision-making. Rural
estates may need to consider how

£133,

best to highlight the many economic
and social benefits they provide.

THE CURRENT COST OF STAMP
DUTY ON A £2M HOUSE
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CLIVE HOPKINS, HEAD OF FARMS & ESTATES

The Brexi
blues?

With the UK on the verge of voting to stay in or leave the European Union,
what are the implications for farmland values?

It’s the question everybody is asking me
at the moment: what will a Brexit mean
for the future value of farmland? But
frustratingly it’s the question nobody can
really answer with any degree of certainty.

What we can say though is that prices
have started to weaken. During the first
three months of 2016 the average value
of English farmland fell by 3%, according
to the Knight Frank Farmland Index,
dropping back to below £8,000/acre.

How much of that is due to worries
about a potential exit from the EU is hard
to gauge. My personal feeling is that the
sustained period of growth we’ve been
experiencing - prices have risen by
almost 180% over the past 10 years -
was due for a natural pause anyway.

The slump in grain and meat prices
is now much more serious than a one-
harvest blip and market analysts don’t
seem to be predicting a significant
upturn by the end of this year. Even
though we rarely see an immediate
correlation between the price of
commodities and land values in the
UK, such a sustained dip was going to
affect confidence at some point.

But, without doubt, what the
referendum is creating is uncertainty, and
property markets of all types generally
don’tlike uncertainty - potential buyers
and vendors tend to sit on their hands
waiting for clarity to return.

You only have to look at the sparseness
of the land market so far this year to see

10-year performance of capital values
Index 100=March 2006
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== ENGLISH FARMLAND
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the impact. Around 25% fewer acres of
farmland had been advertised for sale
by the end of March compared with the
same period in 2015.

If we vote to stay in the EU, prices
won’t automatically increase and they
may even weaken a little further — the
downward pressure from other sources
will still be there - but I believe we will
see more land coming to the market and
deals being done.

On the other hand, a vote to leave
will usher in a much longer period of
uncertainty as the terms of our exit
are finalised, trade treaties negotiated
and a new home-grown farm support
scheme developed by Defra to replace the
Common Agricultural Policy.

As discussed on page 6, subsidies
are a vital part of many farms’ incomes.
Asignificant reduction would hit farm
profitability, rents and ultimately land
prices. David Cameron has indicated
direct support would continue after a
Brexit, but for how long is uncertain.
Defra’s position for some time has been
that the EU should move away from
directly subsidising agriculture.

But this period of uncertain
uncertainty could offer opportunities.
Not all farmers are dependent on
subsidies and a number of businesses
have told us they will be looking for
more land regardless of the referendum
outcome. Sterling is forecast to slide
if there is a Brexit, which could help

Mar
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Mar
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Mar
2016

farmers as their produce becomes more
competitive on world markets and the
value of their final few euro-based CAP
payments increases.

But whichever way the referendum
goes, farmland will remain an attractive
asset class for many reasons and I don’t
foresee a glut of land on the market or a
very significant drop in prices.

English farmland prices
£/acre
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Typical UK Farmland value « 1
(£/acre) &
Ny

NORTHERN SCOTLAND
[ £4000-£6000
# £2,000 -£3000
A £500-£750

EASTERN SCOTLAND
/- £5000-£9000
# £3000 -£4000
A- £750-£1,500

SCOTTISH BORDERS
/- £5000-£7000
# £3000-£4000
A= £750-£1,500

£4,500-£8,500
£1,500 -£4,500
r £650-£1,500

WESTERN SCOTLAND
/- £4000-£7000
# £2000 -£4000
A= £500-£1,000

£8,000-£10,000
£5,000-£7000

|

EAST MIDLANDS

TYPE OF LAND WEST MIDLANDS /- £9000-£11000
P2 £ £5000 613000 # £6000-£8,500
- # £5,500-£7000
asture A £3000-£5000 EAST
A il /- £8000-£12,000
# £5500 -£6,500

£6000-£8000

£4,500-£7000 —

£2000-£4,500

£7000-£12000

£6000 -£7000

£500-£2,000 ———

SOUTH EAST
/- £7000-£11,000

¥ £5,500 -£7000

Scottish focus

TOM STEWART-MOORE,
SCOTTISH FARM SALES

Looking back at 2015, about 29,000 acres
of farmland were launched publicly across
Scotland. Because of the challenges

faced by farmers — a combination of
continued poor commodity prices and the
introduction of the new Basic Payment
Scheme, land prices weakened.

Demand for prime arable units, however,
remains robust with up to £18,000/acre
paid for one particular farm last year. Stock
and dairy units hit by low livestock and
milk prices proved more of a struggle to
sell, with potential buyers unsurprisingly
extremely price sensitive.

As we move towards the start of the
2016 selling season for farms, there is a
lot of uncertainty in the air as to when
commodity markets will start to recover
and the implications of a potential ‘out’
vote at the EU referendum.

While some might predict a mass of
farms coming to the market, the reality is
that farmers are very resilient. We don’t
predict much more land than normal being
offered for sale this year.

While we don’t expect land prices to rise
in 2016, prime units with scale or farms
with diversification opportunities will
continue to sell well. Demand for farmland
remains firm despite adversity.

The estates market has also faced
challenges including the passing of The
Scottish Land Reform Bill earlier this year.
Despite this, 16 estates were sold in 2015
with Knight Frank handling a third of the
deals, including the 6,200-acre Kinnaird
Estate in Perthshire.

The EU referendum is adding some
uncertainty to both the farm and estate
markets. Many predict an “out” vote would
trigger another independence referendum.
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Investment
farmland

CLIVE HOPKINS, HEAD OF FARM & ESTATES

Last year we saw a significant number of large investment deals
make upwards of £12,000/acre. For the time being at least
obtaining that kind of price would probably be unrealistic in
the current market.

Commodity prices remain in the doldrums with little

prospect of a 2016 bounce. Clearly the impending EU Countl‘y

referendum is also weighing on investors’ minds.

Despite this, we are still seeing demand for big blocks of houses

land from a range of investors, some of whom are pretty

agnostic about the results of the referendum. Their long- RUPERT SWEETING,
term motivations for ownership go beyond straight HEAD OF COUNTRY HOUSE SALES
agricultural issues such as EU support payments.
What we are seeing, however, is an increased interest
in blocks of land that come with value-add opportunities Prime country house prices rose by
such as diversified income streams or some kind of 0.3% on average in the first quarter of 2016,
development potential. taking annual growth to 2.4% — down from
An interesting test of the market will be a 2,000-acre 5.2% in 2014.
portfolio that we will be launching later in the spring. This easing reflects greater buyer sensitivity
Not too far from London it includes a good number to pricing following the successive increases in
of residential properties and a mix of arable and Stamp Duty Land Tax (SDLT) that culminated
pastureland, some of which might be of interest in the changes introduced in December 2014.
to housebuilders. This was followed by an announcement in
Another trend we have noticed, perhaps November 2015 that buy-to-let investors and those
because of the slightly reduced emphasis on bare purchasing second homes would be subject to an
arable land, is that investors are looking further extra three percentage points on the rate of SDLT
afield. Reflecting this, we have expanded our from April 2016.
Agricultural Investment team. While the impact of the initial reform in December

has been to subdue prices as well as activity in the
prime market, the November announcement acted as a
catalyst for some buyers looking to buy before the extra
3% levy came into effect.
edward.dixon@knightfrank.com This contributed to a notable rise in activity in the first
National three months of 2016, with Knight Frank figures showing
george.bramley@knightfrank.com a24% rise in sales volumes across the prime country
market compared with the corresponding period of 2015.
During this time, activity has primarily been concentrated
on the sub-£1 million market, boosted further by a growing
economy and continued low interest and mortgage rates.
Accordingly, sub-£1 million homes have experienced
the strongest price growth, rising by over 4% over the past
12 months, more in line with the wider housing market. In
contrast, homes worth £5 million or more saw values fall by
2.7% over the same period, with the higher transactional costs
increasingly factored into pricing.
This has also translated into weaker annual growth for large
manor houses compared with farmhouses and smaller cottages.
We forecast price growth of 3% on average in 2016.
Key town and city locations are likely to outperform, as the trend
for urban living continues to grow and more Londoners make the
move out of the capital.
In the short term, uncertainty surrounding the outcome of the EU
referendum could have an impact on the market, causing some buyers
to adopt a wait-and-see approach until after the vote.

Eastern England
alastair.paul@knightfrank.com
Western England
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4% rise in sales Australian
farmland

LAURENCE TOOHEY,
KNIGHT FRANK AUSTRALIA

Average price change by property type

(@1 2015 to Q1 2016) Prices have risen over the past year— in some cases

by more than 20%. We have seen this trend not
only in the more reliable rainfall areas, but also in
traditional grazing areas with reduced levels of rain.
Commodity prices strengthened in 2015 and we are
still seeing upward movement with cattle prices just off
historical highs. The Eastern Young Cattle Indicator is
545c/kg at present compared with 458c/kg this time last
year. Steers are 276¢/kg compared with 251c/kg, while
wool is 1,217c/kg against 1,152c/kg a year ago.
This has been the factor underpinning the rise in
values, whether for grazing, dryland cropping or irrigation.
For example, Lockhart, which is a renowned cropping
region approximately 60km to the south west of Wagga
Wagga in New South Wales with an annual rainfall of
approximately 18inches per annum, has achieved prices up
to $1,870/acre (£1 = $2). Twelve months ago prices would have
been around $1,400 to $1,500/acre.
Grazing country to the east of Wagga Wagga with annual
rainfall levels of over 30 inches has been exceeding $2,500/acre
-12 months ago you would have been lucky to make around
$2,000/acre. Clearly these values are indicative and prices vary
widely based on land category and the extent of any improvements
such as fencing and access to the holdings.
Highlighting the diverse range of interest, a Chinese conglomerate
is the preferred bidder for Kidman & Co — a 200,000-head, 101,000
square Kilometre cattle business valued at $350m — although any deal
will require approval from the Foreign Investment Review Board.
Kidman & Co is Australia’s largest private landholder, with 10 cattle
stations in the Northern Territory, Queensland and South Australia.
Large irrigated holdings are still a hot item, however they are few and
far between with a lot of competition coming from the larger corporates
who have the capital to invest.

6.0% 1.7% 1.0%

Cottage Farmhouse Manor House

Source: Knight Frank Research
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“I've never lived in a typical house,”
Meg Headley explains as she shows me
around The Old Rectory in Aldbury,

a picturesque village nestled among
the rolling chalk hills and woodlands
that straddle the Hertfordshire,
Buckinghamshire border.

“What I like is something that is a bit
quirky, something that has a character,
history and personality all of its own.
Somewhere where you can entertain
and have fun.”

After just a few minutes wandering
from room to room, and up and down
the many staircases, I can see why
Meg fell in love with the house,
which she and her husband Andrew

Arts & Crafts

revival

acquired in 2015 with the help of The
Buying Solution.

Builtin 1929 in the Arts and Crafts
style, it features numerous fascinating
details - many with a nautical flavour
- from alarge vaulted hall with a
minstrels’ balcony to intricate patterned
leadwork on the gutters that adorn the
property’s multitude of pitched roofs,
which are bedecked with a host of
splendid Tudor-esque chimneys.

Although the house was in good
condition and decorative order when
the Headleys bought it, they wanted
to make a number of improvements,
including adding a contemporary glass
extension to extend and bring more

Knight Frank’s Residential Building Consultancy team is helping to give a unique
property a 21st Century makeover. Andrew Shirley pays a visit

light into the kitchen and remodelling
the one-acre grounds.

Things snowballed from there, says
Meg. “We thought we might as well
bring everything like the plumbing and
electrics up to date at the same time.”

With around 25 builders and
tradespeople on site at any one time,
the project has developed into a major
undertaking and from the view of the
bystander looks incredibly complicated.
At the helm and making sense of it all is
project manager Daniel Maull, a senior
member of Knight Frank’s Residential
Building Consultancy team.

Meg engaged Knight Frank right at
the beginning of the project and since




then has been working closely together
with Daniel. “I'd done a few smaller
projects myself - this is the first time
we haven’t lived in a property during
the renovation process — so I knew how
much work was going to be involved.
We wanted to use a firm that had some
weight and infrastructure behind the
name,” she explains.

After discussing in detail Meg’s and
Andrew’s aspirations for their future
home, Daniel began to prepare the
specification and bring together a team
of other consultants to achieve those
aspirations. The project was procured
using a two-stage tender process,
which meant Daniel was very quickly
recommending suitable contractors who
could turn their dream into reality.

“There are not that many people you'd
trust on a house like this and it was
important to find somebody who really
understood what we were trying to
create and was able to seamlessly merge
the old parts with the new additions,”
says Meg.

Having been involved with Stuart
Barr, a business with a strong track
record working with historic buildings
including Chequers, on a number of

previous jobs, Daniel was confident they
had the skills and sensitivity to renovate
The Old Rectory.

“An experienced project manager
will spend a huge amount of time pre-
planning, visioning and anticipating
potential problems before a brick has
even been lifted,” says Daniel.

“It can be a slog, but it’s invaluable,”
agrees Meg. “And that’s the beauty
of using Daniel; he shoulders 90%
of the burden and makes all those
decisions that do not need my input. I
only see a very small proportion of the
correspondence Daniel deals with.”

“Schemes involving older buildings
like this can become very complicated
because of the different materials and
techniques used during the original
construction and subsequent works, not
to mention the ecology and planning
issues that have to be dealt with,” points
out Daniel. “The Old Rectory is also
quite a complex building because it is
built across so many different levels.

“The key part of my role is to act as
the interface between Meg, the main
contractor and all the other people and
organisations working on the project.
There will always be issues that arise

We wanted to use a firm
that had some weight and
infrastructure behind the name

unexpectedly and I'm there to sort those
out with the minimum of fuss.”

With so much work going on it is hard
to imagine how The Old Rectory will
look when it is completed later this year,
but Daniel is confident Meg and her
family will be delighted with the result.
“I'm taking an amazing house and
making it even better without losing any
of the character or personality.”

THE OLD RECTORY, ALDBURY
OWNER: MEG & ANDREW HEADLEY
PROJECT MANAGER:

DANIEL MAULL
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Estate planning and chess have

a surprising amount in common.
Unplanned moves are risky. Losing your
best pieces early can be a game changer,
and if you don’t spot a big move until it’s
too late, then it could be checkmate and
game over.

In the same way that no game of
chess is the same, no estate or property
portfolio is either and strategic
planning requires a bespoke approach.

However, Knight Frank has carried
out dozens of strategic reviews all
across the country and over the past
decade we have found that some
common threads do emerge.

One of my favourite phrases that
has guided me in my life and business
is: “plan for the worst and hope for
the best”. It still amazes me how few
estates have a clear plan for the future.
Ithink they feel that they have been
doing it for years and that the exercise
is overly simplistic.

Interestingly, this applies equally and
in its own way to private, public and
institutional clients, but the results of
inaction are normally the same.

So, how do we go about implementing
a strategic review for those clients that
understand the need for a long-term
vision? First of all it is crucial to note
that the process of undertaking a review
is as important as then drawing up the
plan for the future.

It is easy to forget that while the
objectives of ownership may be
completely different, the underlying
assets (farms, houses, commercial
property and land) are often very
similar. The process that is undertaken
to carry out the review usually follows
the same pattern.

Playing the
long game

Successful estate planning requires a strategic approach, explains Alastair Paul,
Head of Knight Frank’s new Bishop’s Stortford Rural Consultancy team

We like to keep the whole process
as simple as possible, and try not to
get bogged down with the minutiae of
individual properties. One of the key
benefits of a strategic plan is that it will
provide the governing framework required
for these property-by-property decisions.

The starting point for the exercise is
the owner’s objectives of ownership.

In the case of a publicly owned estate
portfolio this may be generating an
income that allows the council to reduce
taxpayer’s bills, or to provide recreation
and access to the local residents.

For an institutional client it could be
significant residential development on the




estate, but it could equally be to provide
avery low-risk, long-term income.

With private clients, it can be as
simple as providing a wonderfully
peaceful environment for the owner
and family to enjoy, but often the estate
is also the sole income for a number of
family members.

Once the objectives of ownership are
agreed the bones of the review can be
fleshed out. The next step is to agree
the estate management policies. These
are pre-agreed actions for when an
event happens. The events can be easily
categorised into sales, lettings, rent

reviews, renewals, subletting, planning
and development. This is not a finite
list, but is common to most estates

and portfolios.

Ithinkit is fascinating how estate
management policy is completely different
for each owner or ownership type.

Using the example of sales, a public-
sector owned estate may have a complete
prohibition on land sales as they wish
to protect areas from development at all
cost and do not believe that the planning
system alone is sufficient to do this.

An institutional client looking to
develop may wish to realise funds

As In chess, estates
and portfolios need
fo have a plan

through the sale of assets to help with
the huge cost of planning promotion,
but only if those assets they lose control
of will not hamper their key objectives
of ownership.

A private client may have a policy of
keeping core estate houses around the
main house, but disposing of off-lying
assets that do not provide either an
acceptable return on capital or benefit
the core estate environment.

With the core objectives of ownership
in place and the estate management
policies agreed, this ‘model’ can be
applied to each type of property on
the estate or portfolio. Any property
decisions made will ensure the estate
is moving in the desired direction, and
annual revisiting of the plan and actions
taken over the period will ensure that
there are no undesired deviations.

This process is straightforward
and I think that it is exactly the right
approach. As in chess, estates and
portfolios need to have a plan and they
need to stick to it. But chess games, like
life, are unpredictable and the plan
needs reviewing to ensure it adapts and
remains current.

See next page for case studies...

Alastair Paul is Head of Knight
Frank’s new Bishop’s Stortford
Rural Consultancy team.

For advice on the matters raised

please contact:
alastair.paul@knightfrank.com

+44 1279 213 351
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heckmate

Alastair Paul looks at examples of how Knight Frank has helped
different types of client to overcome threats or grasp opportunities

The Private Landowner

GIFFORDS HALL FARM, SUFFOLK
OPPORTUNITY - EXPANSION

The long-term aim of the family is to build up a small, easy to manage family farm.
They wish to enjoy it and enhance the surroundings of their wonderful moated
manor house, but they have a keen eye on farming profitability and ensuring that it is an
investment that provides a good yield.
We identified an area of land that fitted their investment criteria, identified the owner
and their agent and concluded an off-market purchase. The land market isn’t static but
this is a long term acquisition that will benefit the family over generations.

The Institution

PLACES FOR PEOPLE, ESSEX, HERTFORDSHIRE
THREAT - FALLING INCOME

One of the key objectives for the client is to ensure that the estate provides income to
assist with a major development project.

The estate income is traditionally biased towards agriculture and falling commodity
prices have put pressure on returns. To counter this, we have worked hard on improving
the estate’s residential properties to ensure that income from this sector is maximised.
The same approach has been taken with the estate’s commercial property. At the
same time we have used creative solutions to encourage farm tenants to diversify their
income streams and make their businesses more robust. Creating and enhancing local
businesses is a core ambition for the client.

The Charity

DR HADWEN TRUST, THE MIDLANDS
OPPORTUNITY - RESTRUCTURING

The charity’s strategic aim having received a legacy donation of a rural property portfolio
was to review and restructure the holdings in order to benefit from short-term capital
opportunities. The charity was clear that it wanted to make sure that it protected itself
from future planning windfall gain, even after a disposal.

We reviewed the assets and the actions that met with their aims and carried out
the restructuring process. This involved a farm sale to a secure tenant with a suitable
covenant that ensured the charity would benefit from any development on the land. Since
the review work, the charity has received a planning windfall on the land that they sold.

The Public Sector Body

HERTFORDSHIRE COUNTY COUNCIL
THREAT - NEW LEGISLATION

This council client has a forward-thinking rural estates team. It spotted that new
and emerging energy legislation could have a significant impact on the estate’s
budgets and recognised that the legislation was lacking in clarity when it came to
agricultural tenancies.

Knight Frank’s Rural Consultancy and Energy teams prepared an overview report
based on a sample of the estate’s let agricultural portfolio. This allowed the council
to incorporate measures into its strategic management plan for the estate that
accommodated the legislative changes.



Dear Tom...

Tom Barrow, Knight Frank’s Head of Country Valuations, delves
into his inbox to shed light on some topical tax and valuation
issues of concern to rural property owners

I am moving house and have
heard that | might have to pay
extra stamp duty on the purchase
of our new home because we
also own a small holiday cottage
abroad. Will that be the case?

What you are referring to is the new
Stamp Duty Land Tax (SDLT) charge
on the purchase of additional homes
in England, Wales and Northern
Ireland. This was first proposed last
November by Chancellor George
Osborne as part of his Autumn
Statement and then, after a period of
consultation, confirmed in his March
2016 Budget speech.

From 1 April 2016, anybody buying an
extra house, whether as a second-home
or buy-to-let investment, has had to
pay 3% extra SDLT on the entire value
of purchases above £40,000. The table
below shows the impact of the change,
which means a buyer could now be
paying SDLT of up to 15% on a proportion
of the value of their purchase.

Slice of value New Previous
SDLT rate  SDLT rate

Up to £125,000 3%* 0%

+£125,000 5% 2%

to £250,000

+£250,000 8% 5%

to £925,000

+£925,000 13% 10%

to £1.5m

+£1.5m 15% 12%

*Does not apply to purchases under £40,000

Any property owned overseas will be
taken into account when deciding if the
new purchase counts as an additional
home. So, yes, potentially you could
be liable to pay the extra SDLT even
though your holiday cottage is abroad.
It is up to you to self-declare this on
your SDLT paperwork.

However, the good news is that you
do not have to pay the extra 3% if the
additional property being purchased
is a replacement for your main home.
It is worth noting that this will be
considered the residence where you
actually live for most of the time,

which could be different to a property
nominated as a Principal Private
Residence under Capital Gains Tax
(CGT) rules.

If, for whatever reason, you have not
managed to sell your former main home
before purchasing your new one, you
have up to 36 months to conclude a sale.
You will still have to pay the extra SDLT,
but will be able to claim it back.

It had been proposed that large-scale
residential investors would be exempt
from the extra SDLT, but the Chancellor
decided against this.

An extra tax has also been introduced
on the purchase of additional homes
in Scotland, but the rules are slightly
different under the Land and Buildings
Transaction Tax, which is the Scottish
equivalent of SDLT.

I am planning to buy a house with
a decent amount of farmland
included. | hear that stamp duty
on commercial property increased
as part of the last budget. Will that
apply to the farmland?

Yes, farmland counts as commercial
property so the new rate of Stamp Duty
Land Tax (SDLT) will apply. However, as
well as increasing the top rate of SDLT
on commercial property from 4% to 5%,
George Osborne also replaced the tax’s old
“slab” structure with a “slice” system (in
line with the recent change to residential
SDLT). The rate of SDLT on the £150,000 to
£250,000 “slice” of a commercial property
purchase is 2%.

But the best news, which many
people are not aware of, is that because
the property you are buying could be
classified as “mixed-use” (it is made up
of commercial and residential property)
the entire purchase including the
residential element may qualify for the
5% commercial rate of SDLT, not the
potentially higher rate of residential SDLT.
Depending on the value of the house,
this could offer a significant saving.

A mixed-use purchase will also
not attract the 3% SDLT charge on
the purchase of additional homes
discussed earlier.

I live overseas and have a foreign
domicile but |1 am thinking of
buying a small house in the UK. Is
it still tax-efficient to buy property
through a company?

That of course will very much depend
on your personal circumstances and
you should certainly take expert
advice from a tax specialist, but the
threshold for some taxes has recently
been lowered. Depending on location,
these taxes could now hit relatively
modest properties.

From 1 April 2016, the Annual Tax
on Enveloped Dwellings (ATED), which
affects residential properties owned
within a corporate structure, applies to
properties valued at over £500,000
as of 1 April 2012, or at acquisition if
later. The tax for the 2016/2017 tax year
will be £3,500 for houses worth between
£500,000 and £1m, rising to £218,200
for properties over £20m. Relief is
available in certain circumstances.

Structures liable for ATED will also
be subject to ATED-related Capital Gains
Tax (CGT), which is charged at a higher
rate (28%) than standard non-resident
CGT (20%). Overseas residents must
now pay Capital Gains Tax (CGT) on
the increase in value since April 2015
when selling UK property, although
Principal Private Residence Relief may
be available.

Stamp Duty Land Tax (SDLT) is also
charged at a rate of 15% on the entire
value of residential purchases over
£500,000 by a corporate entity. Similar
reliefs to ATED apply.

From April 2017, the Inheritance Tax
treatment of properties held by non-

UK companies is also set to change.
Companies will no longer be a shield from
UK Inheritance Tax for non-residents.

Tom Barrow is Head of Country
Valuations at Knight Frank.
For advice on the matters raised
please contact:
tom.barrow@knightfrank.com
+44 20 7861 1438
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Key contacts

Rural consultancy

We help a wide range of clients with all aspects of rural
property management. Some of our services include:

Long-term strategic estate planning
Day-to-day estate management

Country house management

Energy and Renewables

Compulsory purchase and compensation
Mapping and GIS solutions

Marine property and management
Charity property endowment advice

James Del Mar
i Head of Rural Consultancy
+44 1488 688507
james.del.mar@knightfrank.com

James advises the owners and trustees of many of

the UK’s leading estates. He specialises in long-term
strategic planning and is also an expert on compulsory
purchase and compensation legislation.

Property sales and acquisitions

We help our clients to sell or acquire all types of rural property,

g from investment farmland to sporting estates. Some of the
il - reasons our clients use us include:

¥ = "-"."lI~ # Global coverage - Knight Frank’s unique international
\ . network and database of ultra-wealthy potential buyers gives
i

our clients’ properties exposure to the widest possible audience

Clive Hopkins

Head of Farms & Estates
+44 20 7861 1064
clive.hopkins@knightfrank.com

# Localknowledge - Our network of offices and experts around
the UK and Ireland gives us first-hand insight into the nuances

Clive has been involved with a significant proportion
of the UK and Ireland’s most important farm and
estate sales of the past two decades, either publicly or
discretely off market.

of regional farmland trends and values

# Marketintelligence - Our rural research team produces
market-leading intelligence on land values and insight into the
issues affecting rural property ownership

James Carter-Brown

. Head of Residential Building

¥ 3 Consultancy

& Xv +44 1488 688523
james.carter-brown@knightfrank.com

James has overseen multi-million pound renovations

of some of the country’s most desirable rural and

urban residential properties. He focuses on partner-

led solutions to control costs while maintaining the

highest standards.

Building consultancy

Whether your property is a country house or aLondon
mansion our team can advise on all building consultancy
issues. Some of our services include:

¥ Project management

& Renovations and improvements
# Listed buildings advice

# Building and party wall surveys
# Design and architecture

¥ Insurance valuations

& Expert witness

Tom Barrow

Head of Country Valuations
+44 20 7861 1438
tom.barrow@knightfrank.com

Tom is one of the UK’s most experienced valuers of
estates, farms, land, rural businesses and country
houses. He also provides consultancy and expert-
witness advice for valuation disputes and legal issues.

Valuation advice

We can provide RICS-approved valuations on all types of rural
property across the UK for the following purposes:

& Sale or purchase

& Banklending

& Matrimonial issues

# Taxissuessuch as IHT, CGT and ATED

& Compulsory purchase and compensation
# Company accounts
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Knight Frank can advise on all aspects of rural property ownership. Its principal
service lines and the relevant contacts are listed here. Further details are available
on our website at KnightFrank.co.uk/rural

Head of Rural Consultancy
James Del Mar

+44 1488 688507
james.del.mar@knightfrank.com

Rural Consultancy Hungerford
Percy Lawson

+44 1488 688513
percy.lawson@knightfrank.com

Rural Consultancy
Bishop’s Stortford

Alastair Paul

+44 1279 213350
alastair.paul@knightfrank.com

Rural Consultancy Cotswolds
Paddy Hoare

+44 1608 737057
paddy.hoare@knightfrank.com

Rural Consultancy Bristol
Edward Dixon

+44 1179 452633
edward.dixon@knightfrank.com

Estate Management & Energy
Christopher Smith

+44 1179 452630
christopher.smith@knightfrank.com

Country House Consultancy
Angus Harley

+44 1488 688511
angus.harley@knightfrank.com

Mapping

Michael McCullough

+44 1488 688508
michael.mccullough@knightfrank.com

Marine Property Bristol
Michael Bapty

+44 1179 452635
michael.bapty@knightfrank.com

Marine Property Solent

Stephen Butterfield

+44 1489 667842
stephen.butterfield@knightfrank.com

Estate Sales

Clive Hopkins - England & Wales
+44 20 7861 1064
clive.hopkins@knightfrank.com

Ran Morgan - Scotland
+44 131 222 9600
ran.morgan@knightfrank.com

Agricultural Investment
George Bramley

+44 20 7861 1069
george.bramley@knightfrank.com

Farm Sales

James Prewett - Central England
+44 844 225 9495
james.prewett@knightfrank.com

William Morrison -
South-West England

+44 1392 848823
william.morrison@knightfrank.com

James Denne -

Northern England

+44 1578 722814
james.denne@knightfrank.com

Tom Stewart-Moore -

Scotland

+44 131 222 9608
tom.stewart-moore@knightfrank.com

Country house/equestrian sales
Rupert Sweeting

+44 20 7861 1078
rupert.sweeting@knightfrank.com
Farms and Estates Purchasing
Mark Lawson

+44 148 865 7912
mark.lawson@thebuyingsolution.co.uk

Project Management

James Carter-Brown

+44 1488 688523
james.carter-brown@knightfrank.com

Party wall and expert witness
Daniel Maull

+44 1865 790077
daniel.maull@knightfrank.com

Building Surveyors

Owen Marsden

+44 1865 264864
owen.marsden@knightfrank.com

Andrew Buckingham
+44 1865 264867
andrew.buckingham@knightfrank.com

THE RURAL REPORT

Carris Wakefield
carris.wakefield@
knightfrank.com

Quiddity Media Limited
quidditymedia.co.uk

Optichrome Limited
optichrome.com

Olly Hopkinson, Steve Pearcy

Important Notice

© Khnight Frank LLP 2016 — This report is
published for general information only and

England & Wales

Tom Barrow

+44 20 7861 1438
tom.barrow@knightfrank.com

South East & East Anglia
George Jewell

+44 1865 264860
george.jewell@knightfrank.com

South West & Midlands
Hannah Pike

+44 1285 886690
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