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Srimad Bhagvatam narrates a story of brahmin named Ajamil. The brahmin, an exponent of the shastras, had accumulated good deeds through his communion with saints, spiritual and good people. With the passage of time, the brahmin started befriending people with bad habits. Ajamil character underwent colossal change within a short period of time. The brahmin started indulging himself in bad habits. He resorted to telling lies, gambling, stealing, and eating meat and not to mention, he became alcoholic too. A staunch believer and doer of sanctified actions amassed all bad deeds. As the time of his earthly presence neared to an end, Ajamil realized the enormity of the bad deeds. Is Ajamil entitled to set-off his bad deeds against the good deeds? Deeds, what we are speaking all through supra, are nothing but actions. Some deeds reap benefits and some cause losses. Benefits & losses are the reflex actions of the deeds. Whether the deeds of Ajamil can be set-off has to be inferred through the religious scriptures?   

Deferring our study into the scriptures for a little while to assess the deeds of Ajamil and his entitlement for set-off, let us sneak a look into our enactment “Indian Income Tax Act, 1961” that has a separate Chapter “Chapter VI” on “Aggregation of income and set off or carry forward of loss” that deals with deeds – “commercial / business deeds” and the effects of reflex action of the same. 

The provisions related to set-off of losses are contained is Section 70 and 71 of the Indian Income Tax Act, 1961. 
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SECTION 70
This section provides for intra-head adjustment of loss (within same source of income)

(1) Save as otherwise provided in this Act, 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.
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This sub-section provides for adjusting losses intra-head except for the head capital gain meaning income from one head can be set off only against that particular head of income. Losses under capital gain are dealt in sub-section 2 & 3. 
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The provisions  of this sub-section can be better understood by comparing it to “CANIBALS” meaning “HUMAN EATING HUMAN FLESH”







































































































































LOSSES OF BUSINESS II BEING ABSORBED BY BUSINESS I


(2) Where the result of the computation made for any assessment year under sections 48 to 55 in respect of any short-term capital asset is a loss, the assessee shall be entitled to have the amount of such loss set off against the income, if any, as arrived at under a similar computation made for the assessment year in respect of any other capital asset.
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 This sub section provides for adjusting loss under the head capital gains, which is short term in nature. Here the short term loss can be set-off against both short term gain and long term gain. For setting-off short term loss with short term gain, the example of cannibals in sub-section 1 above applies. 
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 When it comes to setting-off short-term loss with long-term gain, the relation between the two can be illustrated considering the example of snake and rat.  
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 Snake (denotes long term) and Rat (denotes short term). Snake swallows Rat, i.e., to say long-term gains absorbs short-term loss.

(3) Where the result of the computation made for any assessment year under sections 48 to 55 in respect of any capital asset (other than a short-term capital asset) is a loss, the assessee shall be entitled to have the amount of such loss set off against the income, if any, as arrived at under a similar computation made for the assessment year in respect of any other capital asset not being a short-term capital asset. 
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 This sub-section provides for adjusting losses intra-head except for short-term capital losses, meaning RAT cannot swallow SNAKE.
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SECTION 71
This section provides for inter-head adjustment of loss (within same source of income)

(1) Where in respect of any assessment year the net result of the computation under any head of income, other than Capital gains, is a loss and the assessee has no income under the head Capital gains, he shall, subject to the provisions of this Chapter, be entitled to have the amount of such loss set off against his income, if any, assessable for that assessment year under any other head.
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 This sub-section provides for setting of loss from one head of income (other than capital loss) with another head of income (other than capital gain) but subject to any other provision of this chapter, which means if any other provision of this chapter contradicts with this sub-section then that section will override this sub-section. (Head capital gain is excluded because it is dealt within sub-section 2 & 3)

(2) Where in respect of any assessment year, the net result of the computation under any head of income, other than Capital gains, is a loss and the assessee has income assessable under the head Capital gains, such loss may, subject to the provisions of this Chapter, be set off against his income, if any, assessable for that assessment year under any head of income including the head Capital gains (whether relating to short-term capital assets or any other capital assets).
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Sub-section (2) repeats the provision of Sub-section (1) except that this sub-section provides for set-off losses with capital gains.

(2A) Notwithstanding anything contained in sub-section (1) or sub-section (2), where in respect of any assessment year, the net result of the computation under the head Profits and gains of business or profession is a loss and the assessee has income assessable under the head Salaries, the assessee shall not be entitled to have such loss set off against such income.
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This sub-section contradicts with above sub-section 1 & 2. The statement “subject to provision of this chapter” in above two sub-sections has reference to this sub-section. This sub-section starts with words “notwithstanding” which means on contradiction with sub-section 1 and 2 it has overriding power and provisions of this sub-section will apply. This sub-section specifically provides that if there is loss under the head Profit and gains of business or profession then it cannot be set-off against salary income. 
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For the purpose of better understanding this sub-section, salary can be compared to “Domestic Cow (Herbivorous) “ and “Business Loss (Any Other Animal)”. Cow does not eat any other animal since it is herbivorous, similarly salary (cow) cannot absorb business loss (any other animal).
(3) Where in respect of any assessment year, the net result of the computation under the head Capital gains is a loss and the assessee has income assessable under any other head of income, the assessee shall not be entitled to have such loss set off against income under the other head.
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Loss under the head capital gain cannot be set-off against income under any other head. 
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It is like thorny substance, which cannot be eaten up by creatures.   

Through an insight into the provisions of Section 70 and Section 71, we have understood the various ways of set-off of losses under the Income Tax Act, 1961. Similarly, our brahmin friend Ajamil got his deeds set-off through adherence to religious deeds in the following manner.
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Ajamil had a little son. His name was Narayan. He was the apple of Ajamil’s eyes. Ajamil had become an old man. He became so weak that he was unable to get up from his bed. He was awaiting his death desperately. During this phase of his life, his son Narayan did not fade from his memory. He kept on saying “Narayan Narayan” repeatedly. Thus he would utter ‘Narayan, The name of Lord Vishnu, very frequently throughout the day. Ajamil, as a result of frequently calling out Narayan, gradually underwent a change. He started recollecting his devotion and prayers to Lord Vishnu during his prime. He repented for all his wrong deeds and vices. Ajamil, who had come so close to death, now started recovering from his illness. He spent the rest of his life in the service of God. When he was on his deathbed, God himself came to take him and Ajamil was purified of all the sins that he had once committed. 
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