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Claiming business losses 
 
 
You may be able to offset your business loss against other income (such as salary and wages) if you're a sole trader or in a 
partnership. 
 
Firstly, however, your loss must not be non-commercial. A non-commercial business loss is a loss you incur, either as a sole trader or 
in partnership, from a business activity that is not related to your primary source of income. This type of business activity could be a 
hobby or lifestyle benefit. 
 
Even if it has business-like characteristics, if it is unlikely to ever make a profit and doesn't have a significant commercial purpose or 
character, you can't offset this non-commercial business loss against your other income. In this case, you can defer the loss until you 
make a profit from the business activity. This applies whether your business loss is from an Australian or a foreign source. 
 

 
ATO Example 
Bob is a sole trader who has a business operating machinery. His primary business income comes from helping others plough and 
prepare their land for growing crops. 
Bob acquired a 5-acre block of land situated close to his residence with the intention that, in his spare time, he would upgrade the 
property from its present run-down condition and develop it into a small pumpkin farm to harvest and sell pumpkins. 
The money he spent on developing the small pumpkin farm exceeded the income made from the pumpkins, as the pumpkins are not 
ready for sale yet. Bob has made a non-commercial loss but will need to work out if he can offset or defer the loss. 

 
If your loss is indeed commercial, then that is just the first step to potentially claiming your losses.  
 
Generally, the following tests must also be met (though they differ slightly for partnerships). 
 

1. Assessable income test 
 
To pass the assessable income test, assessable income from your business activity during the financial year must be at least $20,000. 
 

2. Profits test 
 
Your business will pass the profits tests if it has made a tax profit in three out of the past five years (including the current year). 
 

3. Real property test 
 
You will pass the real property test if real property of at least $500,000 in value is used in your business activity on a continuing 
basis. 
 

4. Other assets test 
 
You will pass the other assets test if the value of the “other assets” you use in your business on a continuing basis is at least 
$100,000. Only certain assets are included in this test and some are specifically excluded.  
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If you pass any of these tests, then generally you must also earn less than $250,000, otherwise your loss may be deferred until this 
test is met. 
 
To sum up, if you're an individual in business, as either a sole trader or in a partnership, and your business activity makes a loss, we 
can help you work out if you need to: 
 

• claim and offset the loss against your other income, such as salary and wages 

• defer the loss and claim it in a later year – if you do not pass the non-commercial loss rules above. 
 
 

DISCLAIMER 

All information provided in this article is of a general nature only and is not personal financial or investment advice. Also, changes in 
legislation may occur frequently. We recommend that our formal advice be obtained before acting on the basis of this information. 

 
Our liability may be limited by a scheme approved under Professional Standards Legislation.  
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