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Chapter 10
Set off or Carry Forward and Set off of Losses
	1. Set off of loss from one source against income from another source under the same head of income

[Section 70]


Where the net result for any assessment year in respect of any source, falling under any head of income other than "capital gains", is a loss, the assessee shall be entitled to have the amount of such loss set off against his income from any other source under the same head.

For example, if the assessee has two houses and the net income from one house is Rs. 48,000 while from the other house there is a loss of Rs. 30,000, the loss shall be adjusted against the income (as both fall under the same head i.e. 'Income from house property') and after set off, the income under the head 'income from house property' shall be Rs. 18,000.

However, in the following cases loss from one source cannot be adjusted against income from another source of income although it falls under the same head:


(a)
Loss from a speculation business shall be set off only against income of another speculation business. It cannot be set off from non-speculative business income.


(b)
Loss of a specified business referred to in section 35AD: As per section 73A, any loss computed in respect of any specified business referred to in section 35AD (e.g. business of cold chain facility, business of warehouse for storage of agricultural produce, etc.) shall not be set off except against profit or gains, if any, of any other specified business. It cannot be set off from any other business income.


(c)
Loss from the activity of owning and maintaining race horses shall only be set off against the income of such activity. It cannot be set off against the income from any other source. 


(d)
Loss an account of lottery, etc. cannot be set off against winnings from lotteries, crossword puzzles, card games, etc.

(e)
Loss from a source which is exempt cannot be set off against income from a taxable source.


(f)
Short-term capital loss can be set off from any capital gain (long-term or short-term) but long-term capital loss can now be set off only against long-term capital gain.
	2. Set off of loss from one head against income from another head (Inter head adjustment)

[Section 71]


If after intra head set off, if there is loss under any head of income, other than "Capital gains" , the assessee shall be entitled to have the amount of such a loss set off against his income, if any, 

For example, loss in business may be set off against income from house property and loss under the head income from other sources may be set off against profits of business. Loss relating to house property can similarly be set off against income under other heads. 

However, losses under the head 'Capital gains' and 'Business or Profession' shall be treated as under:

(1) Loss under the head 'Capital Gains': Such capital loss, whether short-term or long-term, shall not be allowed to be set off again income under any other head. It shall however be allowed to be carried forward.

(2) Loss under the head business or profession [Section 71(2A)]: The assessee shall not be entitled to have such loss set off against income under the head salaries. 

In the following cases as intra-head adjustment was not permitted, hence, inter-head adjustment will also be not permitted:

(a)
Loss from a speculation business;


(b)
loss from a specified business referred to in section 35AD;

(c)
Loss from the activity of owning and maintaining race horses; 


(d)
Loss of lottery, etc. cannot be set off against winnings from lotteries, crossword puzzles, card games, etc.;


(e)
Loss from a source which is exempt.
	3. Carry forward and set off of loss from house property

[Section 71B]


A loss under the head house property, if could not be set off or was not wholly set off in the same assessment year from other heads of income, will be allowed to be carried forward for 8 assessment years to claim it as a set off in the subsequent years under the head 'Income from house property'. Therefore, if the loss of house property of the previous year 2007-08 which could not be set off because of absence or inadequacy of the income of previous year 2007-08, it may be carried forward for 8 assessment years succeeding assessment year 2008-09 to be set off from income under the head house property.

	4. Carry forward and set off of business losses
[Section 72]


Where the loss under the head 'profits and gains of business or profession' other than loss from speculation business, could not be set off in the same assessment year because either the assessee had no income under any other head or the income was less than the loss, such loss which could not be set off in the same assessment year, can be carried forward to the following assessment years and it shall be set off against the profit and gains of business or profession subject to the following conditions:

(I) Business losses can be adjusted only against business income: When the loss is to be carried forward to the subsequent year, it can be adjusted only against business income. Business income may be from the same business in which the loss was incurred, or may be any other business.

(II) Business in respect of which a loss is incurred may or may not be continued: The business loss can be carried forward and set off in the subsequent assessment year(s) even if the business in respect of which the loss was originally computed is not carried on by him in the previous year in which such loss is sought to be carried forward and set off.

(III) Losses can be set off only by the assessee who has incurred loss [Section 78(2)]: Where any person carrying on any business or profession has been succeeded in such capacity by another person otherwise than by inheritance, nothing in this Chapter (relating to set off and carry forward of loss) shall entitle any person other than the person incurring the loss to have it carried forward and set off against his income. In other words, the brought forward business losses can be set off only by the same assessee. The assessee, who has suffered the loss and in whose hands the loss has been assessed, is the person who can carry forward the loss and set off the same against his business income of the subsequent year. The following are the exceptions:


(a)
Inheritance

(b)
Amalgamation


(c)
Succession of proprietary concern or a firm by a company

(d)
Demerger
(IV) Period of carry forward: Each year's loss is a separate loss and no loss shall be carried forward for more than 8 assessment years immediately succeeding the assessment year for which the loss was first computed. 

 Besides the above, the following can also be carried forward indefinitely although these are not business losses as per Income-tax law:


(i)
unabsorbed depreciation;


(ii)
unabsorbed capital expenditure on scientific research;


(iii)
unabsorbed expenditure on family planning.

(V) Order of set off: The order of set off will be as under:


(i)
current year depreciation [Section 32(1)];


(ii)
current year capital expenditure on scientific research and current year expenditure on family planning to the extent allowed;


(iii)
brought forward business or profession losses [Section 72(1)];


(iv)
unabsorbed depreciation [Section 32(2)];


(v)
unabsorbed capital expenditure on scientific research [Section 35(4)].


(vi)
unabsorbed expenditure on family planning [Section 36(1)(ix)];

(VI) Return of loss: The return of loss must have been furnished before due date prescribed u/s 139(1), otherwise the loss cannot be carried forward.

	5. Set off and Carry Forward and Set off of Speculation Loss

[Section 73]


The loss of a speculation business of any assessment year is allowed to be set off only against the profits and gains of another speculation business in the same assessment year.

But, if a speculation loss could not be set off from the income of another speculation business in the same assessment year, it is allowed to be carried forward to be claimed as a set off in the subsequent year, but only against the income of any speculation business. Such loss is also allowed to be carried forward for 4 assessment years. 

Return of loss: The return of loss must have been furnished before due date prescribed u/s 139(1), otherwise the loss cannot be carried forward.

Companies carrying on speculation business [Explanation to section 73]: As per Explanation to section 73, where any part of the business of a company (whether private or public) consists of the purchase and sale of shares of other companies, such company shall be deemed to be carrying on a speculation business to the extent to which the business consists of the purchase and sale of such shares. This Explanation shall not apply to the following companies:


(a)
Investment companies i.e. a company whose gross total income consists mainly of income chargeable under the heads 'Income from House Property', 'Capital Gains' and 'Income from Other Sources'.


(b)
A company whose principal business is of banking or granting of loans/ advances.

Debentures, units of Unit Trust of India or units of Mutual Funds are not covered by this Explanation.

Thus Explanation to section 73 is not applicable if—


(a)
shares are purchased by the company as investment and not as stock-in-trade; or 


(b)
the assessee company is not engaged in the business of purchase and sale of shares,

	6.  Set off and carry forward and set off of loss of a specified 
business referred to in section 35AD [Section 73A]


The loss of a specified business referred to in section 35AD of any assessment year is allowed to be set off only against profit and gains, if any, of any other specified business. But if such loss of specified business has not been wholly set off, so much of the loss as is not so set off or the whole loss where the assessee has no income from any other specified business, shall, subject to the other provisions of this Chapter, be carried forward to the following assessment year, and—


(i)
it shall be set off against the profits and gains, if any, of any specified business carried on by him assesssable for that assessment year; and


(ii)
if the loss can not be wholly so set off, the amount of loss not so set off shall be carried forward to the following assessment year and so on.

In other loss of specified business can be carried forward indefinitely till it is set off.

	7. Carry forward of losses under the head 'capital gains'

[Section 74]


 Short-term and long-term capital losses shall be separately carried forward. 


Further, such carried forward short-term capital loss can be set off in the subsequent assessment year from income under the head capital gains, whether short-term or long-term. But brought forward long-term capital loss shall be allowed to be set off only from long-term capital gain.

Such capital losses can also be carried forward to a maximum of 8 assessment years, immediately succeeding the assessment year for which the loss was first computed.

Here also, it is necessary that a return of loss is furnished before the due date.

	8. Set off and carry forward and set off of loss from activity of owning and maintaining race horses

[Section 74A]


Loss from the activity of owning and maintaining race horses in any assessment year shall be set off against the income from the activity of owning and maintaining race horses in the same assessment year.

But, if any loss from the activity of owning and maintaining race horses, could not be set off in the same assessment year, it shall be carried forward and set off only against the income from the activity of owning and maintaining race horses in the subsequent assessment years. Such set off is, however, permitted only if the activity of owning and maintaining race horses is carried on by the assessee in the previous year relevant to the assessment year in which the loss is sought to be adjusted.

The loss can be carried forward for a maximum of 4 assessment years, immediately succeeding the assessment year for which the loss was first computed.

Filing of returns before the due date prescribed u/s 139(1) is necessary to carry forward the loss.

	9. Carry forward of business loss and unabsorbed depreciation

[Sections 72A, 72AA, 72AB]


Section 72A allows carry forward of business loss and unabsorbed depreciation in case of:

	
	Nature
	Carry forward allowed if certain conditions satisfied by both entities

	(i)
	Amalgamation of a company

· Industrial Undertaking

· Hotel

· Ship

· PSU in airline business

· Banks
	Business Loss for fresh 8 assessment years.

Unabsorbed Depreciation indefinitely.



	(ii)
	Demerger of a company
	Business Loss for unexpired period of 8 assessment years.

Unabsorbed Depreciation indefinitely.



	(iii)
	Reorganisation of business
	Business Loss for fresh 8 assessment years.

Unabsorbed Depreciation indefinitely.

	(iv)
	Reorganisation i.e. amalgamation or demerger of co-operative societies
	Business Loss for fresh 8 assessment years.

Unabsorbed Depreciation indefinitely.
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