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Budget attack on “hobby farms” - is it THAT bad?

The recently announced 2009 Budget contains many tax changes aimed at
generating desperately needed revenue for a Government forced to run huge
deficits for the next 5 plus years.

Regrettably, these tax changes have industries such as breeding and racing
firmly in its sights as one of the measures is aimed at making it more difficult (but
not impossible) for individual high-income earners, with adjusted taxable income
(ATI) of over $250,000, to immediately claim tax losses from their activities.

For the record, ATl is not just taxable income and is the sum of the following
amounts:

taxable income;

the value of any adjusted fringe benefits,

target foreign income (including tax exempt foreign employment income),
net rental property loss; and

tax free pension or benefit.

These changes are aimed at attacking activities that are supposedly “hobbies or
lifestyle choices” and, in that regard, closing a tax loophole that allows a small
number (circa 11,000) of predominantly high income earning individuals claiming
losses to minimize taxation. They are proposed to start on 1 July 2009.

Current “Non-Commercial Loss” (NCL) rules

Under the proposals, the Government will make it more difficult for high-income
earners (i.e. ATl over $250,000) to claim losses from their activities (such as
breeding) by tightening the existing NCL rules.

Under the existing NCL rules, a sole trader or individual partner who incurs a tax
loss from a business activity cannot deduct the loss against their other income (if
any) unless one of four certain tests ('the NCL tests') is satisfied. These tests are
briefly summarised as follows:

» Assessable income test - the business activity produces assessable income of
at least $20,000 for the income year;

* Profits test - the business activity has produced a taxable income in 3 out of the
last 5 income years (including the current income year);
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