
General deduction 
² S 8-1 ITAA 1997 

(1) You can deduct any loss or outgoing to the extent that:  

  (a) it is incurred in gaining or producing your A.I; or  

  (b) it is necessarily incurred in carrying on a *business for the purpose of gaining or 

producing your assessable income 

(2) However, you cannot deduct a loss or outgoing under this section to the extent that:  

  (a) it is … of a capital nature; or  

  (b) it is … of a private or domestic nature; or  

  (c) it is incurred in relation to gaining or producing your *exempt income or your NANEI; 

or  

  (d) a provision of this Act prevents you from deducting it. 

² Nexus test 

• Theft loss: Charles Moore & Co (WA) Pty Ltd v FCT 
- Fact: the taxpayer was a retail company, the normal operations of which included 

an employee taking the day’s earning to the bank daily. The employee was 

robbed while the on the way to bank. 

- Held to be deductible. The loss has been incurred as a part of the normal 

business operation in the course of gaining or producing assessable income.  

- Theft loss by employee is specific deduction under s 25-45 

• Expense on wrong doing 

- s.26-5(1): in general, penalties payable under an Australian law or a foreign law 

is not deductible 

- Herald & Weekly Times – newspaper company punished for libel 
  Held deductible. The liability to damages was incurred because of publishing 

of the newspaper (the thing which produced assessable income). The 

allegations of wrongdoings were considered to be an ordinary incident of the 

particular business 

- FCT v Day – legal expenses re defending against charges 
  Held deductible. Nexus exists as the expenditure arose out of his income 

producing activities. It was the taxpayer’s employment that exposed him to the 

charges that resulted in the legal expenses being incurred.  

- Magna Alloys --- legal expenses re defending against charges 


