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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the Official 
Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the international relations of the 
government 

6(a) 

[2] to avoid prejudice the entrusting of information to the Government of New Zealand on a basis of 
confidence by the Government of any other country or any agency of such a Government 

6(b)(i) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, investigation, and 
detection of offences, and the right to a fair trial 

6(c) 

[11] to damage seriously the economy of New Zealand by disclosing prematurely decisions to change 
or continue government economic or financial policies relating to the entering into of overseas trade 
agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information or who is the subject 
of the information 

9(2)(b)(ii) 

[26] to prevent prejudice to the supply of similar information, or information from the same source, and 
it is in the public interest that such information should continue to be supplied 

9(2)(ba)(i) 

[27] to protect information which is subject to an obligation of confidence or which any person has been 
or could be compelled to provide under the authority of any enactment, where the making available 
of the information - would be likely otherwise to damage the public interest 

9(2)(ba)(ii) 

[29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and individual ministerial 
responsibility 

9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality of advice tendered 
by ministers and officials 

9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper advantage 9(2)(k) 

[40] not in scope   

[41] that the making available of the information requested would be contrary to the provisions of a 
specified enactment 

18(c)(i) 

[42] information is already publicly available or will be publicly available soon 18(d) 

 

In preparing this Information Release, the Treasury has considered the public interest considerations in section 9(1) and 
section 18 of the Official Information Act. 



 

 

 

POLICY AND STRATEGY 

Tax policy report: Options to amend the tax rules for bloodstock 
intended for use in breeding 

Date: 1 February 2018 Priority: High 

Security level: In Confidence Report no: T2018/153 
IR2018/027 

Action sought 

 Action sought Deadline 

Minister of Finance Indicate whether you would 
like this initiative progressed as 
a late bid for Budget 2018 and 
refer a copy of this report to the 
Minister for Racing.   

10 February 2018 

Minister of Revenue Indicate whether you would 
like this initiative progressed as 
a late bid for Budget 2018.   

10 February 2018 

Contact for telephone discussion (if required) 

Name Position Telephone 

Gary White Senior Policy Analyst,  
Inland Revenue 

 (wk) 

Hannah Overton Graduate Analyst, The 
Treasury   

(wk)   
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1 February 2018 
 
 
 
Minister of Finance 
Minister of Revenue 

 

Options to amend the tax rules for bloodstock intended for use in 
breeding 
 
1. The Coalition Agreement between the Labour Party and New Zealand First supports the 
New Zealand First’s racing policy.  On 19 December 2017, the Minister for Racing wrote to 
the Minister of Revenue seeking support to amend the law that determines when a horse 
breeding business is considered to have commenced.  On 28 January, the Minister for Racing 
opened the 2018 National Yearling Sales announcing that he is seeking to change the tax rules 
determining when a breeding business has commenced.   
 
2. This report covers the relevant context and historical aspects of the bloodstock breeding 
tax rules.  It notes that the racing industry is seeking further tax concessions and identifies the 
options for tax changes considered to date.  The report notes that Ministers could consider 
other forms of support for the racing industry, including direct subsidies for new investors 
acquiring bloodstock with an intention to breed, as an alternative to tax changes.  It notes that 
officials do not recommend direct subsidies either, but it may be a better alternative in terms 
of transparency and controlling fiscal costs.  Finally the report invites the Minister of Finance 
to indicate whether he would like this matter to progress as a late bid for Budget 2018.  
       

Background 

3. Investors in bloodstock must have a breeding business to be able to claim tax write-
downs for the cost of the horse and any other costs associated with breeding.1  The racing 
industry2 has for some time been seeking a law change that would allow write-downs for the 
cost of bloodstock despite the absence of a breeding business.  They consider that a policy of 
allowing write-downs for bloodstock acquired with an intention of breeding would encourage 
new investors into the racing industry.  Discussions between the previous government and the 

                                                 
1 The need to have a business is common to all activities seeking to be within the tax base.  The question of when a business commences is a 
question that applies to all activities.   
2 The New Zealand Racing Board led industry representation on this matter.  The objectives of the Racing Board are (a)  
to promote the racing industry; and (b) to facilitate and promote racing betting and sports betting; and (c) to maximise its profits for the long-
term benefit of New Zealand racing. 
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industry on this matter ceased prior to the general election, in part because of concerns with 
the cost of the industry’s preferred option. 
 
 
 
1987 changes to the bloodstock rules 
 
4. The current requirement for investors in bloodstock to have a breeding business to be 
able to claim tax write-downs for their costs was introduced in 1987.  A bloodstock breeding 
business would involve the breeding of standardbred and thoroughbred horses for sale.  A 
breeding business will typically commence shortly before the actual breeding phase – for 
example, in the case of a stallion, their availability has been advertised and the fee set; there 
are suitable facilities to enable the servicing of broodmares; and insurance has been obtained 
for the breeding stallion.   
 
5. The requirement for a bloodstock breeding business was an extension of the previous 
rules that only allowed amortisation of bloodstock actually used for breeding.  The breeding 
business reference is also important following the government’s decision to exempt horse 
racing from tax as part of the 1987 reforms.  The reference prevents, for example, racing 
businesses from claiming write-downs for racehorses, while still allowing breeding businesses 
to claim write-downs for breeding stock that is racing.  The reference to a “breeding business” 
draws a clear line between bloodstock breeding and horse racing.   
  
 
 
2006 changes to the bloodstock write-down rates   
 
6. In 2005 the Government and New Zealand First agreed to develop a new tax regime for 
the racing industry which was “fair and equitable with respect to the rest of the gambling 
sector, but which takes account of the industry’s potential as a significant export sector”.3  
The changes that were made included accelerating write-downs to assist breeders with the 
financing of bloodstock and aligning the totalisator duty with casino duty.     
 

8. The prospect of a New Zealand born yearling progressing to breeding in New Zealand is 
slim.  According to industry sources, there is about a 5% probability of a New Zealand born 
colt being used in breeding in New Zealand and just over a 15% probability of a New Zealand 
born filly becoming a broodmare in New Zealand. 
          

                                                 
3 The Supply and Confidence Agreement between New Zealand Labour and New Zealand First, dated 17 October 2005.    

[34]
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Comment 

9. The Minister for Racing considers that the current tax law for bloodstock breeding does 
not reflect the policy intent of encouraging investment into this part of the racing industry.  In 
particular, he seems to be seeking a law change that would allow the purchase of horse, say a 
yearling, acquired with an intention to breed for profit to be sufficient for a breeding business 
to have commenced and therefore qualify for tax deductions.      
 
10. Amendments to the bloodstock rules since 1987 have generally been focused on 
increasing the write-down rates for bloodstock owned by breeding businesses to incentivise 
further investment into this part of the racing industry.5 

 
11. The industry considers that the current tax law is a barrier to new investors considering 
buying New Zealand racehorses and is seeking further tax concessions to support the industry.   
 
 
Further tax concessions and other subsidies 
 
12. Neither tax concessions nor subsidies seem justified for the bloodstock breeding 
industry.  They would be desirable if these activities generated positive externalities (social 
benefits beyond the benefits captured by the direct participants).  These do not apply in this 
case.  Tax concessions and subsidies are often poorly targeted (i.e. they subsidise activities 
that would have taken place anyway) and encourage others to seek similar government 
support.      
 
13. However, between tax concessions and direct subsidies, direct subsidies are less 
undesirable than tax concessions.  This is because the value of the tax concession is arbitrary 
(i.e. determined by the firms in the sector not by the government); the subsidy is more 
transparent as it must be appropriated and disclosed, the amount is more controllable since it 
must be appropriated, and the subsidy can be better targeted if it is administered by the 
government. Direct funding is how the government currently supports New Zealand’s film 
industry.    
 
14. If the government wished to provide further support to the racing industry, on balance 
officials consider that direct subsidy seems preferable.  This work would not be led by tax 
policy officials.  However, we note that the Minister for Racing is focused on tax concessions.    
 
Tax options considered to date  
 
15. Previous work identified three possible tax law changes to address the concerns raised 
by the racing industry.  Briefing note 228 of 3 April 2017 detailed the assumptions behind 
these three options.  

                                                 
5 Incentives for bloodstock breeding are included in the Treasury’s annual statement of Tax Expenditures, which identify exemptions, 
allowances, preferential tax rates, deferrals or offsets that reduce a tax obligation to achieve specific policy objectives. 

[34]
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16. The three options considered to date are:  

• A “carry forward” option which would allow pre-breeding business costs to be 
carried forward until such time as a breeding business is established, and then 
deducted.   

• A modified “carried forward” option where an intention to breed from a 
thoroughbred horse for profit is claimed.     

• A modification of the above, to only allow owners of high value horses to claim they 
acquired the horse with an intention to breed.   

 
17. Officials’ preferred “carry forward” option is where an investor acquires an interest in 
thoroughbred horse with an intention to breed from that horse for profit, such pre-breeding 
business expenditure and other non-racing costs may be carried forward and offset against 
breeding business income once a breeding business has been established, or the investor 
acquires a direct interest in an existing breeding business.   This option addresses the genuine 
uncertainty about the intention of new investors.   It is also provides a concession for the 
industry, because it allows pre-business expenditure to be deductible at some point in the 
future.  We previously estimated that this option would cost around $3 million per year – 
based on the low number of horses that end up in breeding businesses.  The racing industry 
had concerns with this proposal.          
 
18. Based on consideration of the officials’ preferred option, the industry responded with a 
modified option.  It would allow a tax deduction to new investors who have acquired 
bloodstock with an intention to breed it for profit in the future and who register this intention 
on the Register of Horses.  Evidence of an intention to breed for profit in the future would 
include the pedigree of the horse, contractual arrangements, detailed business plan and a 
skilled manager/trainer.  New investors would be allowed a deduction for accumulated costs 
at the earliest of:  

• when the actual breeding phase commences; or 

• when they otherwise come to have a breeding business; or 

• they abandon their plan to breed the horse for a profit (ie a breeding business never 
eventuates).   

 
19. Our key concern with this proposal is that it allows deductions for pre-business 
expenditure on abandonment of a plan to breed.  The effect would be that pre-breeding 
business expenditure could become deductible which is contrary to current policy settings.     
 
20. The revenue cost of the racing industry proposal was estimated by officials at around 
$40 million per year.  The racing industry estimate the cost of their proposal is less than $5 
million per year.  The difference in these estimates is explained by the number of horses 
expected to enter the tax base.  Officials estimate that the costs of about 7,000 horses (out of 
the 19,000 not currently used in breeding) will enter the tax base assuming that their owners 
state an intention to breed from them.  The industry considers that this figure will be less than 
30 horses a year. They assume that Inland Revenue would deny deductions for the less 
commercial prospects (lesser pedigree horses) and racehorses disguised as breeding stock.    
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22. The third option is similar to the industry’s proposal but with a threshold that only 
allows the costs of top pedigree horses (ie the more expensive horses) to be written-down 
before a breeding business has commenced.  This option could best be described as 
everyone’s second-best option.  It clearly does not address either side’s key concerns, but it 
does cap the fiscal risk.  It still has the design problems, including defining top pedigree 
horses.  We estimated that the cost of this proposal would be around  and 
was based on the average price7 of a yearling from the Premier Yearling Sales.  
   

Next steps 

23. The Minister for Racing has stated that this is a matter of urgency.  The Minister of 
Finance and the Minister of Revenue agreed at our meeting of 23 January that officials meet 
with the racing industry to improve the cost estimates of the previously developed tax options.   
 
24. We are unsure if Ministers wish to progress this matter within Budget 2018.  If this 
matter is to be considered for inclusion in Budget 2018, it will need to be submitted as a late 
Budget bid.   We intend to report to Ministers by 12 March with further advice, including the 
outcomes from consultation with the industry.  
           
25. This report should be referred to the Minister for Racing for his information.  
 

Recommended action 

26. We recommend that you:  
 

a) Note that officials intend to improve the estimates of the fiscal costs of all the tax 
options identified, including discussions with the racing industry. 

 
Noted             Noted 
 

b) Note that officials generally do not support tax concessions or direct subsidies.   
 

Noted              Noted 
 
    

                                                 
7 Average sales price from the 2017 Karaka Premier Yearling Sale was approximately $173,000, the top price was $825,000.     

[34]
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c) Indicate whether you would like tax concessions for racing progressed for 
consideration as a late bid for Budget 2018.   

 
Progress in Budget 2018/not in Budget 2018   Progress in Budget 2018/not in Budget 2018 
 
 

d) Refer a copy of this report to the Minister for Racing for his information.   
 
Referred                  
   
 
 
 
 
 
 
Mark Vink  Peter Frawley 
Manager, Tax Strategy Policy Manager, Policy and Strategy 
The Treasury Inland Revenue 
  
 
 
 
 
 
 
Hon Grant Robertson Hon Stuart Nash 
Minister of Finance Minister of Revenue 
       /       /2018        /       /2018 
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