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TAX TIPS FOR HORSE BUSINESS DISRUPTIONS

It's fair to say that the past few years have thrown up some enormous challenges to
anyone trying to run a primary production business in regional Australia.

These challenges go beyond financial and economic upheavals such as the GFC, the
stronger dollar and constant volatility on global share markets. What I'm talking about are
the dreaded “natural disasters” that periodically disrupt the businesses of primary
producers, e.g. viruses, droughts, floods and bushfires.

Its not well known that our tax laws contain concessions that help victims of these
disruptions to cope financially through these difficult periods. It makes the job of an
Accountant that little bit more rewarding when we can pass on and apply these
concessions, too.

This article will outline and discuss the concessions and a few tax tips that | consider most
relevant for horse owners and breeders caught up in these circumstances. Even if you
can’t use them when preparing your 2011 tax return, I'm hoping you can tell a friend or two
who needs some welcome good news after all that nature has thrown up to him or her
recently.

1. Insurance Recoveries for loss of livestock can be spread over 5 years

If a taxation breeder receives an insurance recovery for a loss of “live stock” or for a loss
of trees by fire, the tax act provides the breeder with an election to spread the assessment
of that income over five years. However, the election is available only if the relevant live
stock or trees are held as assets of a “primary production business”.

N.B. This concession is not available to those who conduct a “stand-alone” racing activity,
without any associated breeding.

Example

Peter has his breeding property in Toowoomba and lost his prized broodmare in the
recent QLD floods.

The mare was insured for $200,000 and these proceeds were duly received in
March 2011. Peter’s cash-flow has been severely affected by the floods and he has
little appetite for paying tax on this income until he can get some yearlings to the
sales in the next few years.

To lessen the tax impact, Peter elects to spread his insurance recovery over 5
years, i.e. $200,000/5 yrs = $40,000 p.a. Accordingly, $40,000 was returned in FY
2011 and in each of the next four tax years.
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