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Lecture 6 – General Deductions  
Taxable income = assessable income – deductions  

ð Deductions = general deductions and specific deductions 
Deductions (general and specific) and trading stock 

- Section 8-1 ITAA 97 provides for general deductions 
- Section 8-5 ITAA 97 provides for specific deductions 
- Section 8-10 ITAA 97 indicates that if two or more provisions of the Act allow for a deduction in respect of the same 

amount, the deduction can only be made under the provision that is most appropriate  
Structure of deductions  

- Similar to assessable income which was – ordinary income, statutory income and exempt income 
- Deductions made up of – general deductions (s 8-1(1)), specific deductions (8-1(2)) and exclusions (s 8-5) 

General deductions – ITAA 1997 s 8-1 
General deductions: 

(1) You can deduct from your assessable income any loss or outgoing to the extent that: 
a. It is incurred in gaining or producing your assessable income; or (individual – employee) 
b. It is necessarily incurred in carrying on a business for the purpose of gaining or producing your assessable 

income (business) 
ð Incurred in = nexus/connection 
ð To the extent that = apportionment  
ð Purpose = must be incurred through obtaining income 
(2) However, you cannot deduct a loss or outgoing under this section to the extent that: 

a. It is a loss or outgoing of capital, or of a capital nature;  
b. It is a loss or outgoing of a private or domestic nature;  
c. It is incurred in relation to gaining or producing your exempt or your non assessable non-exempt income;  
d. A provision of this Act prevent you from deduction it 

ð NB: If s (2) applies – the amount is not deductible  
(3) A loss or outgoing that you can deduct under this section is called a general deduction 

Question: 
- Satisfy s (1)(a) or (b) 
- And s (2)(a)-(d) does not apply 
- Then = general deduction 
- Nexus with income  

Nexus with income: 
- Section 8-1(1)(a) ITAA 97 allows for a deduction to the extent that it is incurred in gaining or producing your 

assessable income 
- Similarly, s 8-1(1)(b) ITAA 97 allows for a deduction to the extent that it is necessarily incurred in the carrying on of 

a business or the purpose of gaining or producing your assessable income 
Nexus tests: 
Over the years the courts have established a number of tests to determine whether there is sufficient nexus between the loss or 
outgoing and the assessable income: 

1. Incidental and relevant: Herald & Weekly Times (deductible); Amalgamated Zinc (not deductible) 
2. Essential character: Charles Moore & Co (deductible); Lunney (not deductible) 

Incidental and relevant test: 
- Herald & Weekly Times v FCT; Amalgamated Zinc v FCT 

Herald & Weekly Times v FCT          
- Taxpayer (HWT) published newspaper and incurred legal fees in connection with libel (defamation related) claim 
- VSC ultimately disallowed, as was not productive expenditure 
- Appealed by Taxpayer to the HC 

Held (majority): 
- That the expenditure was wholly and exclusively laid out for the production of income and was deductible 
- Incidental to the business activities 
- The use of descriptor ‘incidental was taken to mean that the payment was one of the consequences of publishing the 

paper and was in that sense incurred in carrying on a business even though was not directly productive of income 
Duffy CJ and Dixon J: 

- Expenditure flows as a necessary or natural consequence from the inclusion of the alleged defamatory matter in the 
newspaper and its publication 

- Cannot be excluded simply because it was an unintended consequence  
Rich J: 

- Publication is the common source of income and liability – as such the necessary connection between the carrying on 
of the business of the newspaper and the liability which causes the expenditure is complete 

Re Amalgamated Zinc (de Bavay’s) Ltd v FCT (1935)        
- Taxpayer carried on business in Broken Hill 
- Mining ceased in 1924 – 1929 stocks, plant and machinery sold 
- Only income derived was from investments 
- However, company remained liable to compensation payments to workers who contracted tuberculosis 
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Re Amalgamated Zine (de Bavay’s) Ltd v FCT – continued  
- For financial year 1932 and 1933 company claimed deductions for these compensation payments against its 

investment income 
- The commissioner disallowed the claim on the grounds that the payments were made after taxpayer ceased mining 

business 
Held: 

- Payments were not deductible 
Latham CJ: 

- Suggested that it would be difficult to see how a loss could ever gain or produce assessable income 
- He concluded that the section should be read as meaning ‘losses or outgoings actually incurred in the course of 

gaining or producing…assessable income’ 
- On the facts of this case the outgoings had no relation to the assessable income of the years in question 

Dixon J: 
- A very wide application should be given to the expression incurred in gaining or producing the assessable income 
- In the present case, the actual expenditure was met in the current year. But it was completely dissociated from the 

gaining or producing of assessable income of that year 
- The payment, in effect, did no more than keep down an actual charge arising out of a business which has closed 
- It is a charge of uncertain duration and of uncertain amount…it was a payment independent of the production of 

income 
- Must be = (1) incidental and (2) relevant; here, it was neither  

            
Essential character test 

- Must be of a work or business nature 
- The test derives from the Charles Moore & Co (WA) Pty Ltd v FCT (1956) and Lunney v FCT (1958)  

Charles Moore & Co (WA) Pty Ltd v FCT (1956)        
- Employee robbed on way to bank with day’s takings (money) 

Held: 
- As the daily banking of takings by a department store was an ordinary part of its income-producing activities, the loss 

of the takings by armed robber en route to the bank was deductible as a loss incurred in gaining or producing 
assessable income 

- Deduction was allowed as it was held to be ‘in the course of business’ 
- Speaking of the meaning of the phrase ‘incidental and relevant’ said that the words: 

• Don’t refer to the frequency, expectedness or likelihood of (the loss or outgoing)…but their nature or 
character 

• What matters is their connection with the operations which more directly gain or produce the assessable 
income 

Lunney v FCT (1958)           
- Two appeals heard concurrently  
- Lunney an employee and Hayley a dentist 
- Both claimed a deduction for travel to and from work 
- Lunney claimed the travel was essential as he could not earn income were he not at work 

Held: 
- Majority held that it was not deductible 

McTiernan J dissented: 
- Stating that was unduly narrow construction of first limb in s (1) to confine to expenditure made in bare physical and 

temporal limit of workplace 
Williams, Kitto and Taylor JJ: 

- …[The words ‘incidental and relevant’] have been intended as a reference, not necessarily to the purpose for which an 
item of expenditure has been incurred, but rather, to the essential character of the expenditure itself 

Held: 
- To say that expenditure on fares is a prerequisite to the earning of a taxpayer’s income is not to say that such 

expenditure is incurred in or in the course of gaining or producing income 
- Whether or not it should be so characterised depends upon considerations which are concerned more with the 

essential character of the expenditure itself that with the act that unless it is incurred an employee or a person pursing 
a professional practice will not even begin to engage in those activities from which their respective incomes are 
derived 

- The court considered that the travel expenses were ‘at the most…a necessary consequence of living in one place and 
working in another’ 

NB: 
- This has since been legislated in s 25-100 ITAA 97 which allows certain travel as deductible (between workplaces) 

and refuses other (home to work) 
            
 
 
 
 


