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W AAA T CASE 1897 - A TAX WIN FOR BREEDERS

This case, decided by the WA AA T in late October 2007 after a hearing that took place in
June 2007, ruled that a husband and wife partnership were conducting a taxation breeding and
racing activity, even where limited sales where evident due to perfectly legitimate reasons, in
this instance extraordinary bad luck. This case was also a victory for breeders who retain
fillies and colts for racing, not only for future breeding purposes, but in instances where it is
more commercially appropriate to do so. This decision again makes it clear that such a
practice does not automatically mean a tax business is not being conducted and that, as
always, all of the "business" factors need to be taken into account.

In the past few months there have been various media comments made in relation to this case
and I now take the opportunity to provide my views, especially having regard to:

I. The ATO declining to appeal the case - any inflammatory comments before the ATO
made such an important decision may not have been helpful; and

2. As is my normal practice in cases of such significance, I have actually spoken to one the
people involved, i.e. Mrs. Sally Block. This is done to give a more rounded and insightful
perspective of a case. The resilience and courage of Sally and her husband, MaIcolm,
should be applauded by all within the industry. Thankfully their substantial costs and time
expended in fighting this case bore fruit for them.

As background, the ATO sought to disallow the business status of a husband and wife
partnership on the basis that they weren't carrying on a taxation breeding business. It can be
reasonably assumed that the catalyst for the ATO review was an ATO "Horse Breeding"
questionnaire completed and submitted by them in May/June 2005.

Arguments of tlte A TO

The major arguments put up by the ATO in support of their "hobby" view were:

• The partnership consistently made losses;
• No formal business plan;
• Little prospect of profit;
• Too many "home-breds" were raced. The ATO were trying to argue a "racing" hobby

activity;
• Mares serviced every second year;
• Expert advice re matings not followed;
• Lack of sales proceeds and volume; and
• Lack of quality of mares, especially in terms of "black type".
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