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COM 203.1: Tax Laws 

3.  Carry forward and Set-off of Losses- Theoretical Discussion and Problems.
SET-OFF AND CARRY FORWARD OF LOSSES

Objectives:  Sometimes the assessee incurs a loss from a source of income and unless such loss is set-off against any income, the net result of the assessee’s activities during the particular accounting year cannot be ascertained and consequently the tax payable would not be determined. For this purpose, the Income-tax Act contains specific provisions (Sections 70 to 80) for the set-off and carry forward of losses. 

 At the end of the module students will be able to understand: 

· Different provisions of set off/carry forward and set off of losses 

· Conditions to be satisfied for carry forward and set off of losses

· Maximum allowed period for which loss be carried forward and set-off
3.1 Concept: Set off means adjustment of loss from one source or one head against income from another source or another head. If losses cannot be set-off in the same year due to inadequacy of eligible profits, then such losses are carried forward to the next assessment year for adjustment against the eligible profits of that year. The maximum period for which different losses can be carried forward for set set-off has been provided in the Income –tax Act, 1961. 

3.2 Types of adjustments of losses: There are two types of adjustments of losses:

(A) Inter Source Adjustment [Section 70]

(B) Inter Head Adjustment [71]

(A) Inter Source Adjustment [Section 70]

3.2.1 (A) Inter Source Adjustment [Section 70]

 (i) Inter-source set-off of losses: The process of adjustment of loss from a source under a particular head of income against income from other source under the same head of income is called inter source adjustment, e.g. Adjustment of loss from business A against profit from business B. Therefore, the loss in one business may be set off against the profits from another business in the same year. 

(ii) The following are the impermissible inter-source set-off: 

(a) Long-term capital loss [Section 70(3)]

Long-term capital loss can be set-off only against long-term capital gain and not on short-term capital gain. However, Short-term capital loss is allowed to be set off against both short-term capital gain and long-term capital gain. 

(b) Speculation loss [Section 73(1)]

Loss from speculation business cannot be set of against profit from a non speculation business.  However, loss from non speculative business can be set-off against speculation income.

(c) Loss from the activity of owning and maintaining race horses [Section 74 A (3)]

Such loss can be set-off only against income from the activity of owning and maintaining race horses.

(d) Losses from Specified business [Section 73 A (1)]

A loss in any specified business mentioned in section 35AD can be set-off only against any other specified business. However, losses from other business can be set off against profits from specified business.

3.2.2 (B) Inter Head Adjustment [Section 71]

(i) Loss under the head Income from House Property: The maximum loss from house property which can be set-off against income from any other head is Rs. 2 lakhs.

(ii) Loss under the head Profits and gains from business or profession:  Where the net result of the computation under the head Profits and gains of business or profession is a loss, such loss cannot be set off against income under the head Salaries.

(iii) Loss under the head Capital Gains: Where the net result of computation under the head Capital Gains is a loss, such capital loss cannot be set-off against income under any other head.

 (iv) Speculation loss, Loss from the activity of owning and maintaining race horses and Losses from specified business referred to in section 35AD: cannot be set off against income under any other head.

(v) Loss under any head other than capital gains: Where the net result of the computation under any head of income (other than Capital Gains) is a loss, the assessee can set set-off such loss against his income assessable for that assessment year under any other head, including Capital Gains.

3.3 Carry-Forward of Losses 

Many times it may happen that after making inter source and inter-head adjustments, still the loss remains unadjusted. Such unadjusted loss can be carried forward to next year for adjustment against subsequent year(s)’ income.

The following losses could be carried forward: 

(i)  Loss under the head ‘Income from House Property’.

(ii) Loss in non-speculation business or profession.

(iii)  Loss in speculation business. 

(iv)  Loss in transfer of capital assets (whether short-term or long-term). 

(v)  Loss from activity of owning and maintaining of race horses. 

3.3.1 Carry Forward and Set-off of Loss from House Property [Section 71B]

(i) Loss under the head ‘Income from house property’ can be carried forward and can be set off against    income under the same head only. 

(ii) The loss under this head is allowed to be carried forward upto 8 assessment years immediately succeeding the assessment year in which the loss was first computed.

It is to be remembered that once a particular loss is carried forward, it can be set off only against the income from the same head in the forthcoming assessment years.

3.3.2 Carry Forward and Set-off of Business Losses [Section 72 & 80]

Loss under the head “Profits and gains of business or profession” (other than speculation loss) can be carried forward and set off against income under the same head. The loss so carried forward can be set-off against the profits of subsequent years.

Section 72 covers the carry forward and set-off of losses arising from a business or profession

Conditions

(i) The loss should have been incurred in business, profession or vocation.

(ii) The loss should not be in the nature of a loss in the business of speculation.

(iii) Loss from one business can be carried forward and set-off against the income from any other business.

(iv) Person who incurred the loss alone is entitled to carry forward and set-off the loss.The successor of a business cannot carry forward and set-off the losses of his predecessor except in the case of succession by inheritance.

(v) A business loss can be carried forward for a maximum period of 8 assessment years immediately succeeding the assessment year in which the loss was incurred.

(vi) Return of loss to be filed on or before the due date of filing return of income.

3.3.3 Losses in Speculation Business [Section 73]

(i) Losses incurred in speculation business can be neither set-off in the same year against any other non-speculative income nor be carried forward and set-off against other income in the subsequent years. Therefore, 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.

(ii) The loss in speculation business can be carried forward only for a maximum period of 4 years. Loss from the activity of trading in derivatives, however, is not to be treated as speculative business.

3.3.4 Carry Forward & Set-off of Losses of Specified Business [Section 73A]

Where for any assessment year any loss computed for the specified business has not been wholly set off, the loss not set off shall be carried forward to the following assessment year, and 

(i) it shall be set off against the profits and gains of any specified business carried on by him and 

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

3.3.5 Loss under the head Capital Gains [Section 74]

(i) Where the loss so carried forward is a long-term capital loss, it shall be set off against long-term capital gain arising in that year.

(ii) Where the loss so carried forward is a short-term capital loss, it shall be set off against any capital gains, short-term or long term, arising in that year.

 (iii) Any unabsorbed loss shall be carried forward to the following assessment year up to a maximum of 8 assessment years immediately succeeding the assessment year for which the loss was first computed.

3.3.6 Losses from the activity of owning and maintaining race horses [Section 74A(3)] 

(i) Set-off and Carry forward & Set-off of loss: According to the provisions of section 74A(3), 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) Maximum period for carry forward & set-off of losses: Such loss can be carried forward for a maximum period of 4 assessment years for being set off against the income of owning and maintaining race horses in the subsequent years.

3.5 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:

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

(ii) Brought forward loss from business / profession [Section 72(1)]

(iii) Unabsorbed depreciation [Section 32(2)]

(iv) Unabsorbed capital expenditure on scientific research [section 35(4)]

(v) Unabsorbed expenditure on family planning [section 36(1)(ix)] 
3.6 Summary of the provisions of Set-off and Carry Forward and Set-off of Losses

	Loss
	Set-off

	1. Loss from house property
	(a) Income from any other house property

(b) Any other head of income

	2. Loss from business or Profession
	(a) Income from any other business or profession

(b) Any other head of income except under the head Salaries   

	3. Loss from speculation
	(a) Income from speculation

	4. Long-term capital loss
	(a) Long-term capital gain

	5. Short-term capital loss
	(a) Short-term capital gain

(b) Long-term capital gain

	6. Loss from activity of owning and maintaining race horses
	(a) Income from the activity of owning and maintaining race horses.


Carry Forward and Set-off of Losses (Section 72)
	Loss
	Set-off

	1. Loss from house property
	In following eight years, income from house property.

	2. Loss from business or Profession
	In following eight years, income from business or profession.

	3. Loss from speculation
	In following four years, income from speculation.

	4. Long-term capital loss
	In following eight years, Long-term capital gain.

	5. Short-term capital loss
	In following eight years:

(a) Short-term capital gain

(b) Long-term capital gain

	6. Loss from activity of owning and maintaining race horses
	In following four years, income from activity of owing and maintaining race horses


3.7 Selected Problems
Example 1
Mr. Sankar submits the following income for the P.Y. 2018-19:

	Particulars
	Rs.

	Income from printing business

Brought forward printing business loss
Income from the activity of owning and maintaining the race horses

Brought forward loss from the activity of owning and maintaining the

 race horses (relation to A.Y.2016-17) 
	90,000

50,000

75,000

95,000


                    Compute the total income of Mr. Sankar for the A.Y. 2019-20.

Solution

Total income of Mr. Sankar for the A.Y. 2019-2020

	Particulars
	Rs.
	Rs.

	Income from printing business

Less: Brought forward business loss from printing business

Income from the activity of owning and maintaining the race horses

Less: Brought forward loss from the activity of owning and maintaining the

 race horses

Loss from the activity of owning and maintaining the

 race horses to be carried forward to A.Y. 2020-21

Total income


	90,000

50,000

75,000

95,000

(20,000)


	40,000

40,000


Example 2
Mr. Jakov has provided the following information for the A.Y. 2019-20: 

	Particulars
	Rs.

	Income from salary

Income from speculation business

Loss from non-speculation business

Short-term capital gain

Long-term capital loss of A.Y. 2017-18

Winning from lotteries
	1,60,000

   50,000

(40,000)

   20,000

(30,000)

   70,000




Calculate the taxable income of Mr. Jakov for the A.Y. 2019-20.
Solution

Computation of taxable income of Mr. Jakov for the A.Y. 2019-20

	Particulars
	Rs.
	Rs.

	Income from salaries

Income from speculation business

Less: Loss from non-speculation business

Short-term capital gain

Winning from lotteries

Taxable income
	  50,000

(40,000)


	1,60,000

   10,000

  20,000

  70,000

2,60,000


Example: 3
          Mr. Harshavardhan, a resident individual, submits the following particulars relating to the A.Y. 2019-2020:

	Particulars
	Rs.

	Income from salary

Loss from self-occupied property 

Loss from let-out property

Business loss

Bank interest (Fixed Deposit) received
	       4,00,000

     (-) 80,000

  (-) 1,40,000

    (-) 90,000

        70,000




                 Compute the total income of Mr. Harshavardhan for the A.Y. 2019-2020.

Solution:

Computation of total income of Mr. Harshavardhan for the A.Y. 2019-2020

	Particulars
	Amount

Rs.
	Amount

Rs.

	Income from salary

Less: Loss from house property of Rs.2,20,000 to be restricted to Rs.2 lakhs by virtue of section 71 (3A)

Balance loss of Rs.20,000 from house property to be carried forward to next assessment year

Income from other sources (interest on fixed deposit with bank)

 Business loss set off

Loss of Rs. 20,000 to be carried forward for set off against business income of the next assessment year

Gross total income

Less : deduction under Chapter VI-A

Total income
	4,00,000

(-)2,00,000

  70,000

(-) 90,000


	2,00,000

2,00,000

Nil

2,00,000




Example 4
              Mr. Kamal, a resident individual, furnishes the following particulars for the P.Y. 2018-2019:

	Particulars
	Rs.

	Income from salary

Income from house property

Income from business- non-speculative

Income from speculative business

Short-term capital losses

Long-term capital gains
	 46,000

(25000)

(21000)

 (5000)

(26000)

  20000


                 Compute the total income chargeable to tax for the A.Y. 2019-20200.
Solution:

Total income of Mr. Kamal for the A.Y. 2019-2020

	Particulars
	Amount

Rs.
	Amount

Rs.

	Income from salary

Income from house property

Profits and gains of business and profession

Business loss to be carried forward

Speculative loss to be carried forward

Capital Gains

Long term capital gain

Short term capital loss

Short term capital loss to be carried forward

Taxable income
	  46,000

 (25000)

(21000)

  (5000)

  20,000

(26,000)

  (6000)


	21,000

21,000


  Example 5
          Mr. David has provided the following information relating the P.Y. 2018-19:

	Particulars
	Rs.

	Short-term capital gains on sale of shares

Long-term capital loss of A.Y. 207-18

Short-term capital loss of A.Y.2018-19

Long term capital gain
	1,40,000

 (95000)

 (37000)

   75000


              Find out the capital gain taxable in the hands of Mr. David for the A.Y. 2019-20.
Solution

Taxable capital gains of Mr. David for the A.Y. 2019-20

	Particulars
	Rs.
	Rs.

	Short-term capital gains on sale of shares

Less: Brought forward short term capital loss of theA.Y.2018-19

Long term capital gain

Less: Brought forward long term capital loss of A.Y.2017-18

Taxable short-term capital gains
	140000

(37000)

75000

(75000)


	103000

Nil

1,03,000


Example 6
Compute the gross total income of Mr. Avinandan for the A.Y. 2019-20 from the information given below:

	Particulars
	Rs.

	Income from business (before providing for depreciation)

Income from house property

Short term capital gains 
Long term capital loss 
Income from tea business

Dividend from Indian companies carrying on agricultural operations

Current year depreciation

Brought forward business loss (loss incurred five years ago)
	1,45,000

1,35,000

   55,000

(75,000)

1,00,000

  80,000

  25,000

(50,000)


Solution

Gross Total Income of Mr. Avinandan for the A.Y. 2019-20

	Particulars
	Rs.
	Rs.

	Income from house property

Income from business 
Profits before depreciation

Less: Current year depreciation

Less: Brought forward business loss

Income from tea business (40% is business income)

Capital gains

Short term capital gains

Gross Total Income
	1,45,000

   25,000

   50,000

   70,000

   40,000


	1,35,000

1,10,000

  55,000

3,00,000




Note:

1. Here, 60% of the income from tea business is being considered as agricultural income and therefore, exempt from tax.

2. Dividend from Indian companies is exempt from tax under section 10(34) to the extent of Rs.10 lakh.
Example 7
 Mr. Vishnu, a resident individual, furnishes the following particulars of his income and other details for the previous year 2018-19.

	Particulars
	Rs.

	Income from salary

Income from business

Long term capital gain on sale of land

Loss on maintenance of race horses

Loss from gambling
	15,000

66,000

10,800

15,000

 9,100


       The other details of unabsorbed depreciation and brought forward losses pertaining to A.Y. 2017-18 are as follows:

	Particulars
	Rs.

	Unabsorbed depreciation

Loss from speculative business

Short term capital loss
	11,000

22,000

9,800


Compute the Gross total income of Mr. Vishnu for the A.Y. 2019-20 and the amount of loss, if any that can be carried forward or not.

Solution: 

Computation of Gross Total Income of Mr. Vishnu for the A.Y. 2019-20
	Particulars
	Rs.
	Rs.

	Income from salary

Profits and gains of business or profession

Less: Unabsorbed depreciation brought forward from A.Y. 2017-18

(Unabsorbed depreciation can be set-off against any head of income other than salary)

Capital gains

Long term capital gain on sale of land

Less: Brought forward short term capital loss

[Short term capital loss can be set off against both short term capital gains and long term capital gains as per section 74(1)]

Gross Total Income
	66,000

11,000

10,800

9,800


	15,000

55,000

1,000

71,000


Amount of loss to be carried forward to A.Y. 2020-21
	Particulars
	Rs.

	Loss from speculative business (to be carried forward as per section 73)

Loss from a speculative business can be set off only against income from another speculative business. Since there is no income from speculative business in the current year, the entire loss of Rs.22,000 brought forward from A.Y. 2017-18 has to be carried forward to A. Y. 2020-21 for set off against speculative business income of that year.It may be noted that speculative business loss can be carried forward for a maximum of four years as per section 73(4), i.e., upto A.Y. 2020-21.

Loss on maintenance of race horses (to be carried forward as per section 74A)

As per section 74A(3), the loss incurred in the activity of owning and mainlining race horses in any assessment year cannot be set-off against income from any other source other than the activity of owning and maintaining race horses. Such loss can be carried forward for a maximum of four assessment years i.e., upto A.Y. 2023-24.

Loss from gambling can neither be set off nor be carried forward.
	22,000

15,000




Model Questions
1. What do you mean by Set-off and carry forward of losses? 
2. What do you mean by Inter Source Adjustment and Inter Head Adjustment?

3. State the restrictions on inter source adjustment of losses.

4. Write short notes on:

(i) Long-term capital loss [Section 70(3)]

(ii) Speculation loss [Section 73(1)]

(iii) Loss from the activity of owning and maintaining race horses [Section 74 A (3)]

 (iv)  Losses from Specified business [Section 73 A (1)]

5. State the losses can be carried forward? 
6..  Discuss the provisions of the Income-tax Act relating to the set-off of losses section 72(2).
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