Set off and carry forward of losses
1. Inter source adjustment – 70:

· Losses incurred by an assessee in respect of one source shall be set off against                                                      income from any other source under the same head of income.

· Short term capital loss is allowed to be set off against both short term & long term capital gain. But long term capital loss can be set off only against long term capital gain.
· A speculative business loss can be set off only against the profits of any other speculative business & not against any other business or professional income. However losses from other business can be adjusted against profits from speculative business.

· Loss from an exempted source can’t be set off against profits from a taxable source of income. E.g. - long term capital loss on sale of shares sold through recognized stock exchange can not be set off against long term capital gains on sale of land.

2. Inter head adjustment – 71:

i) Where net income under any head (other than Capital Gain) is a loss, it can be set off with any head including capital gain.

ii) Where under the head Profits and gains from business or profession is a loss, such loss can’t be set off against income under the head income from salaries.

iii) Capital loss can’t be set off against income under any head.

iv) Speculation loss and loss from the activity of owning & maintaining race horse can not be set off against income under any head.

3. Set off and carry forward of losses from income from house property – 71 B:

i) House property loss will first be set off against income from any other head during the       year. 

ii) If such loss can’t be set off, the unabsorbed part will be C/F to the following assessment year against income under the head income from HP.

iii) Such loss is to be C/F up to 8 assessment year immediately succeeding the assessment year in which the loss was first computed.

iv) It is recommended that once a particular loss is C/F it can be set off only against the income from the same head in the forthcoming assessment year.

4. Set off and carry forward of losses of Business Losses – 72, 80:

     Conditions to carry forward:

i) Loss should have been incurred in business, profession or vocation.

ii) Loss should not be in the nature of a loss on the speculation business.

iii) Loss may be carry forward and set off against the income from business or profession not necessarily against the profits and gains of the same business in which loss have been incurred. But a C/F loss can’t be set off against the income from any head other than Profits and gains from business or profession.

iv) In case of Succession of business – the successor can not C/F or set off losses of his predecessor except in the case of succession of inheritance.

v) Such loss is to be C/F up to 8 assessment year immediately succeeding the assessment year in which the loss was first computed.

vi) Assessee must have filed a return of loss u/s 139(3).

5. Carry forward & Set off of Accumulated Business loss & Unabsorbed Depreciation allowance in certain cases - 72A:

Amalgamation- amalgamation of a company owning an industrial undertaking or a ship or a hotel with another company or an amalgamation of a banking company with a specific bank.
Conditions for availing benefit under this section

(1) Conditions to be fulfilled by the amalgamating company

(i) Should have been engaged in the business, in which the accumulated loss occurred or depreciation remains unabsorbed, for 3 or more years.

(ii) Held continuously as on the date of amalgamation, at least 3/4th of the book value of the fixed assets held by it, 2 years prior to the date of amalgamation.

(2) Conditions to be fulfilled by the amalgamated company

(i) Should hold at least 3/4th in the book value of fixed assets of the amalgamating company acquired as a result of amalgamation for a minimum period of 5 years from the effective date of amalgamation.

(ii) Continues the business of the amalgamating company for at least 5 years.

(iii) The amalgamated company must also fulfill such other conditions prescribed

Under Rule 9C 
Demerger - the accumulated loss and the unabsorbed depreciation directly relatable to the undertaking transferred by the demerged company to the resulting company shall be allowed to be carried forwardand set off in the hands of the resulting company. If the accumulated loss or unabsorbed depreciation is not directly relatable to the undertaking, the same will be apportioned between the demerged company and the resulting company in the same proportion in which the value of the assets have been transferred.
“Industrial undertaking” means any undertaking which is engaged in -

(i) the manufacture or processing of goods;

(ii) the manufacture of computer software;

(iii) providing telecommunication services, whether basic or cellular, including radio paging, domestic satellite service, network of trunking, broad band network and internet services.

(iv) mining;

(v) the construction of ships, aircraft or rail systems.

6. Set-off of losses of a banking company against the profit of a Banking institution under a scheme of amalgamation [section 72aa]:  
The accumulated loss and unabsorbed depreciation of the amalgamating banking company shall be deemed to be the loss or the allowance for depreciation of the banking institution for the previous year in which the scheme of amalgamation is brought into force.

7. Losses in speculation business [section 73]

· The losses incurred in speculation can be neither set off in the same year against any other non-speculation income nor be carried forward and set off against other income in the subsequent years.

· If the losses sustained by an assessee in a speculation business cannot be set-off in the same year against any other speculation profit, they can be carried forward to subsequent years and set-off only against income from any speculation business carried on by the assessee.
· The loss in speculation business can be carried forward only for a maximum period of 4 years from the end of the relevant assessment year in respect of which the loss was computed. Loss from the activity of trading in derivatives, however, is not to be treated as speculative loss.
8. Losses from the activity of owning and maintaining race horses [section 74a(3)]

(i) The losses incurred by an assessee from the activity of owning and maintaining race horses cannot be set-off against the income from any other source other than the activity of owning and maintaining race horses.

(ii) Such loss can be carried forward for a maximum period of 4 assessment years for being set-off against the income from the activity of owning and maintaining race horses in the subsequent years.

(iii Loss = Stake money – revenue expenditure for the purpose of maintaining race horses.

(iv) Further, the expression ‘horse race’ means a horse race upon which wagering or betting may be lawfully made.

(v) “Income by way of stake money” means the gross amount of prize money received on a race horse or race horses by the owner thereof on account of the horse or horses any one or more of the horses winning or being placed second or in any lower position in horse races.
9. Order of set-off of losses

As per the provisions of section 72(2), brought forward business loss is to be set-off before setting off unabsorbed depreciation. Therefore, the order in which set-off will be effected is as follows -

(a) Current year depreciation / Current year capital expenditure on scientific research and current year expenditure on family planning, to the extent allowed.

(b) Brought forward loss from business/profession 

(c) Unabsorbed depreciation 

(d) Unabsorbed capital expenditure on scientific research 

(e) Unabsorbed expenditure on family planning 
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