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Sport horse breeding 
and HMRC

the increasing rise 
in tax investigations



Whilst HMRC have always made 
it clear they deny income tax relief 
for farm/stud losses beyond five-
eleven consecutive loss-making 
years respectively, in recent years 
they do seem to be imposing this 
restriction even more rigorously. 
This has resulted in an increased 
number of reported tax cases being 
handled privately by the individual 
stud owners and their appointed tax 
advisors and accountants.  

Commerciality its key – is your 
stud ever going to make a 
profit?
The new emphasis seems to be that 
HMRC are challenging whether 
or not stud businesses are being 
operated on a truly commercial basis 
with a view to making any profits at 
all. They are looking to deny income 
tax relief for losses against other 
income during the 5-11 year periods.

Here are some examples of the 
enquiries HMRC make on the 
back of a commerciality review , 
kindly provided by Penny White at 
James Cowper Tax accountants in 
Newbury:

• Background to the farming/stud 
activities undertaken, and details 
of the machinery and buildings 
used in the business.

• Day to day management of 
the stud and number of hours 
worked within the stud. 

• The business owner’s background 
in their stud, their knowledge 
and previous experience in this 
specialist field, and the type 
of work performed within the 
stud and how many hours are 
allocated to this.
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Sport horse breeding and HMRC 
the increasing rise in tax investigations 

In the last two years, an increasing number of equestrian businesses in particular studs 
have had an increase in enquiries from HMRC into their status as loss making. Many 
studs in the UK are run by successful business people who run other non-equestrian 
businesses and offset their stud’s losses against the tax paid on their other enterprises. 
This process of offsetting is known as income tax relief. 
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• Details of the persons residing 
at the business location, and 
whether they work for the 
business.

• The methodology for private use 
adjustments and how they have 
been applied to the expenses 
claimed, to check whether any 
private expenditure is being 
subsidised by income tax relief. 
Many studs fall foul of this and 
attempt to keep geldings that 
are not breeding stock as part of 
their stud business, or utilise stud 
owned assets for personal use.

• The types of workers paid by the 
business, along with their wages 
and the roles they perform.

• Whether the business should 
be operating PAYE for certain 
workers treated as self-
employed.

• The valuation methods used 
when calculating stock figures, 
to check whether stock figures 
are underestimated. This 
ranges from broodmares and 
youngstock through to the 
storage of frozen semen. 

• Motor expenses and private 
use adjustments made. This 
includes asking for details of the 
vehicles used in the business, and 
of any non-business expenses 
appearing in the accounts, again 
to check whether any private 
expenditure is being subsidised 
by income tax relief.

• Analyses of repairs and renewals, 
to identify any non-business 
expenses appearing in the 
accounts and any items that 
should have been capitalised.

Significant questions that 
HMRC are asking regularly
• What are the main issues, 

within the control of the owners, 
preventing the business from 
making a profit?

• What action has been identified 
and taken to move the farm/
stud to a profitable business and 
when was this identified? Copies 
of business plans and profit 
projections, including documents 
supplied in the course of an 
application for a business loan or 
finance are also being requested.

• Is there a realistic expectation 
that the business will move into 
profitability? If so, evidence 
which supports this expectation 
of future profits is being 
requested.  
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It is important that, where possible, 
evidence is presented to HMRC that 
shows what steps have been taken to 
mitigate, analyse or plan around any 
losses suffered.

Even where the business has a 
bad year due to unavoidable 
circumstances, it is still worth keeping 
records of the issues, why they 
occurred, and what can be done to 
mitigate the impact should a similar 
set of circumstances be encountered 
in the future. 

The better the stud owners evidence 
and records, the easier it is to satisfy 
HMRC that your stud business is truly 
commercial and trading with a view 
to making a profit.

How to protect you and 
your stud from HMRC 
investigations
Defending claims for loss relief tends 
to involve a significant amount of 
time and effort, and therefore cost. 
Whilst each case investigated by 
HMRC is different and as such 
the costs incurred are different, it 
wouldn’t be unreasonable for the 
costs to equate to the value of the 
stud’s horsebox or the stud owners 
car; a very significant sum. That 
being the case, studs are well advised 
to tax out tax investigation insurance 
to protect them from unscheduled 
HMRC enquiries. Typical tax 
investigation insurance premiums 
cost less than the price of entering a 
horse for a three-day event. 

Gemini Stud uses James Cowper Tax 
Accountants in Newbury who are 
specialists in this area and provide 
stud advice not only to sports horse 
breeders, but also to some of the 
largest race horse breeders in the UK.

For more information on James 
Cowper Accountants please contact 
Fiona Hawkins at 
fhawkins@jamescowper.co.uk

This article is taken partly from 
a previous article written by 
Penny White at James Cowper in 
September 2017.
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About the Author

Georgie Belton comes from a family 
of eventing, racing and showing 
breeders in the Midlands. Her 
grandfather has bred a 4-star horse 
and she has bred horses up to CCI***.  
Her own stud Gemini Stud has won 
the British Eventing Breeding In Hand 
Championship with a grandson of 
Primitive Rising under the judging 
of Henrietta Knight along with the 
British Equestrian Federation Futurity 
National Championship. 

Georgie has had multiple Badminton 
CCI4* and Burghley CCI4* mare 
owners as customers, Gemini Stud 
stands a stallion grandson of the 
Holstein Jump stallion Chicos Boy who 
won a BE Event as a five year old on 
his dressage score and was a Horse of 
the Year Show Cuddy In Hand Finalist 
as a three year old. 

Georgie also has a BSc Hons from 
the department of Agriculture at 
Newcastle University and is a Director 
of several property related businesses. 
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Classic Opera B.E. Eventing as a five year old

Gemini Stud’s Classic Opera at HOYS


