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5 Tax Tips before buying your first yearling

I'm sure there are many of you out there contemplating your first yearling
purchase in the months ahead. Good luck to all of you and enjoy the ride!

However, what many overlook is the tax considerations that should be
considered before the first investment is made — for many this investment can be
in the many thousands of dollars. Get the tax ins and outs of this investment
wrong and you can imagine the tax that may find its way to Wayne Swan instead
of remaining in your bank account....

To try and get you all off on the right tax note, | provide below 5 important tips for
new buyers of yearlings.

| Tip 1: Find out - are you a business or hobby? —|

This is a crucial question as it will determine whether:

1. Your activities will be subject to income tax. Especially crucial as tax losses
may be incurred in the formative years and a deduction for these will be most
welcome; and

2. Your activities will be eligible for GST registration. GST is generally levied on
the sale of horses and everyday maintenance and training expenses, thus
registration will allow the claiming back of these GST amounts.

ATO tax ruling TR 2008/2 is a good reference in determining this issue. If
wanting to start a tax business, | would also draft a Business Plan demonstrating
how you will be profitable in the future as it will help enormously with any ATO
review of your activities.

Tip 2: If you are a “hobbyist”, consider Capital Gains Tax (CGT) exemption }

There is a popular myth out there that a hobby owner does not pay CGT on the
profitable sale of a horse. This is simply not the case.

However, there can be some joy if proper planning takes place. Under the CGT
laws, a racehorse (or share in a racehorse) acquired for $10,000 (inc. GST) or
less is exempt from CGT when sold.

Accordingly, if buying a horse with your spouse or partner, give consideration to
joint ownership if it means that your respective shares cost less than $10,000
each, e.g. if a horse costs $19,250, it should be owned 50/50 so each person has
a cost base of $9,625 (50% @ $19,250).
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