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Introduction
If your deductions for the year are more than
your income for the year, you may have a net
operating loss (NOL). You can use an NOL by
deducting it from your income in another year
or years. This publication discusses NOLs for
individuals, estates, trusts, and corporations. It
explains how to figure an NOL, when to use it,
how to claim an NOL deduction, and how to
figure an NOL carryover.

To have an NOL, your loss must be caused
by:

1) Deductions from a trade or business,

2) Deductions from your work as an em-
ployee, or

3) Deductions for casualty and theft losses.

A loss from operating a business is the
most common reason for an NOL.

Partnerships and S corporations generally
cannot use an NOL. But partners or share-
holders can use their separate shares of the
partnership’s or S corporation’s business in-
come and business deductions to figure their
individual NOLs.

Useful Items
You may want to see:

Publication
□ 542 Corporations

Form (and Instructions)
□ 1040X Amended U.S. Individual Income

Tax Return

□ 1045 Application for Tentative Refund

□ 1120X Amended U.S. Corporation
Income Tax Return



□ 1138 Extension of Time for Payment of 5) Net operating loss deductions. Loss on the sale of accounts receivable (if
Taxes by a Corporation Expecting you use an accrual method of
a Net Operating Loss Carryback accounting),

Schedule A (Form 1045).  You can use□ 1139 Corporation Application for Loss on the sale or exchange of stock in a
Schedule A (Form 1045) to figure an NOL forTentative Refund small business corporation or a small
an individual, estate, or trust. This discussion business investment company, ifSee near the end of this publication for in- explains Schedule A and includes an illus- treated as ordinary loss, andformation about getting these publications and trated example.

forms. First, complete lines 1–3 of Schedule A, Unrecovered investment in a pension or
using amounts from your return. If line 3 is a annuity claimed on a decedent’s final

return.negative amount, you have a net loss and a
potential NOL.NOL Steps  

Next, complete the rest of Schedule A to Nonbusiness income (line 10).  Enter onFigure and use your NOL in the following figure your NOL. Adjust the amount on line 3 line 10 as your nonbusiness income only in-steps: for deductions that are allowed when figuring come that is unrelated to your trade or busi-
your taxable income, but not when figuring an ness or your employment. For example, enter

Step 1. Complete your tax return for the year. NOL. The following discussions explain these your annuity income, dividends, and interest
You may have an NOL if a negative figure ap- adjustments. from investments. Also include your share of
pears on the line below:

nonbusiness income from partnerships and S
Individuals — line 35 of Form 1040. corporations.Adjustment for exemptions (line 4).  You

Do not include the income you receivecannot deduct your personal exemption or ex-Estates and trusts — line 22 of Form 1041.
from your trade or business or your employ-emptions for dependents. An estate or trust

Corporations — line 30 of Form 1120 or ment. This includes salaries and wages, self-cannot deduct its exemption amount. Your ad-
line 26 of Form 1120–A. employment income, and your share of busi-justment is the total amount you deducted.

ness income from partnerships and S corpora-
If the amount on that line is more than zero, tions. Also, do not include rental income or or-Adjustment for nonbusiness deductions

stop here — you do not have an NOL. dinary gain from the sale or other disposition(line 12).  You can deduct your nonbusiness
of business real estate or depreciable busi-deductions (line 9) only up to the total of:
ness property.Step 2. Determine whether you have an NOL

1) Your nonbusiness capital gains that areand its amount. See How To Figure an NOL,
more than your nonbusiness capitallater. If you do not have an NOL, stop here. Adjustment for capital losses (line 22).  You
losses (line 8), and can deduct your nonbusiness capital losses

Step 3. Decide whether to carry the NOL back (line 5) only up to the amount of your nonbusi-2) Your nonbusiness income (line 10).
to a past year or to forgo any carryback and in- ness capital gains (line 6). If your nonbusiness
stead carry the NOL forward to a future year. capital losses are more than your nonbusiness Your adjustment is your nonbusiness deduc-See When To Use an NOL, later. capital gains, you cannot deduct the excess.tions that are more than the total of (1) and (2).

You can deduct your business capitalNonbusiness deductions (line 9). EnterStep 4. Deduct the NOL in the carryback or losses (line 14) only up to the total of:on line 9 as your nonbusiness deductions onlycarryforward year. See How To Claim an NOL
those that are unrelated to your trade or busi- 1) Your nonbusiness capital gains that areDeduction, later. If your NOL deduction is
ness or your employment. For example, enter more than the total of your nonbusinessequal to or smaller than your taxable income
your deductions for alimony, self-employed capital losses and excess nonbusinesswithout the deduction, stop here — you have
health insurance, contributions to an IRA or deductions (line 13), andused up your NOL.
other retirement plan, medical expenses, and

2) Your business capital gains (line 15).charitable contributions. If you do not itemizeStep 5. Determine the amount of your unused
deductions, include your standard deduction.NOL. See How To Figure an NOL Carryover,

Do not include your deductions for per- Your adjustment is your nondeductiblelater. Carry over the unused NOL to the next
sonal casualty and theft losses or for one-half capital losses (line 18) that are more than thecarryback or carryforward year and begin

nondeductible net capital loss on your returnof self-employment tax. Treat these as busi-again at Step 4.
(line 21). (You had a nondeductible net capitalness deductions.
loss if your net capital loss was more than yourAlso do not include your deductions for ex-Note. If your NOL deduction includes more
capital loss deduction.)penses that are ordinary and necessary in car-than one NOL amount, apply Step 5 sepa-

rying on your trade or business or your em-rately to each NOL amount, starting with the
amount from the earliest year. ployment, your deduction for your share of a Adjustment for NOL deduction (line 23). 

business loss from a partnership or S corpora- You cannot deduct any NOL carryovers or car-
tion, or the following related deductions for: rybacks from other years. Your adjustment is

the total amount of your NOL deduction forMoving expenses,
losses from other years.How To Figure an NOL  

State income tax on business profits,
If your deductions for the year are more than

Interest and litigation expenses on stateyour income for the year, you have a potential Illustrated Schedule A
and federal income taxes related toNOL. (Form 1045)  your business income,There are rules that limit what you can de-

duct when figuring an NOL. In general, these The following example illustrates how to figurePayments by a federal employee to buy
rules do not allow: an NOL. It includes filled-in pages 1 and 2 ofback sick leave used in an earlier year,

Form 1040 and Schedule A (Form 1045).1) Exemptions,
Loss on property you rent out,

Example. In 1996, Glenn Johnson started2) Net capital losses,
Loss on the sale or exchange of business a retail record business. During 1996, he was

3) Nonbusiness losses, real estate or depreciable business single and had the following income and de-
property, ductions on his Form 1040.4) Nonbusiness deductions, and
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INCOME Carryback Form 1040X is required for each carryback
or Unused year to which the NOL is applied.Wages from part-time job . . . . . . . . . . . . . . . . . . $ 1,225

Year Carryover Loss Estates and trusts not filing Form 1045Interest on savings . . . . . . . . . . . . . . . . . . . . . . . . . 425
must file an amended Form 1041 (instead ofNet long-term capital gain on sale of real 1993 . . . . . . . . . . . . . . . . . . . . . . . . . . $42,000 $40,000
Form 1040X) for each carryback year to whichestate used in business . . . . . . . . . . . . . . . . . 2,000 1994 . . . . . . . . . . . . . . . . . . . . . . . . . . 40,000 37,000
the NOL is applied. Use a copy of the appropri-1995 . . . . . . . . . . . . . . . . . . . . . . . . . . 37,000 31,500Glenn’s total income . . . . . . . . . . . . . . . . . . . . . $ 3,650
ate year’s Form 1041, check the ‘‘Amended1996 (NOL year) . . . . . . . . . . . . .
return’’ box, and follow the Form 1041 instruc-

DEDUCTIONS 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . 31,500 22,500
tions for amended returns. Include the NOL

Net loss from business (sales of $67,000 1998 . . . . . . . . . . . . . . . . . . . . . . . . . . 22,500 12,700 deduction with other deductions not subject to
minus expenses of $72,000) . . . . . . . . . . . . $ 5,000 1999 . . . . . . . . . . . . . . . . . . . . . . . . . . 12,700 4,000 the 2% limit (line 15a for 1993, 1994, and

Net short-term capital loss on sale of 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . 4,000 –0– 1995). Also see the special procedures for fil-
stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,000 ing an amended return due to an NOL car-If your loss were larger, you could carry itLoss on small business stock . . . . . . . . . . . . . . 700 ryback, explained under Form 1040X, later.forward until the year 2011. If you still had anLoss on small business investment

unused 1996 carryforward after the year 2011,company stock . . . . . . . . . . . . . . . . . . . . . . . . . . 300 Form 1045.  You can apply for a quick refundyou could not deduct it.Standard deduction . . . . . . . . . . . . . . . . . . . . . . . . 4,000 by filing Form 1045. This form results in a ten-
Personal exemption . . . . . . . . . . . . . . . . . . . . . . . . 2,550 tative adjustment of tax in the carryback year.

Forgoing the carryback period.  You canGlenn’s total deductions . . . . . . . . . . . . . . . . . $13,550 See the Form 1045 illustrated at the end of
choose not to carry back your NOL. If you this discussion.
make this choice, you use your NOL only in the If the IRS refunds or credits an amount toGlenn’s deductions exceed his income by 15-year carryforward period. (This choice you on the basis of Form 1045 and later deter-$9,900 ($13,550 – $3,650). However, to figure means you also choose to not carry back any mines that the refund or credit is too much, thewhether he has an NOL, he must modify cer- alternative tax NOL.) To make this choice, at- IRS may assess and collect the excesstain deductions. He can use Schedule A (Form tach a statement to your tax return for the NOL immediately.1045) to figure his NOL. See the illustrated year. This statement must show that you are You must file Form 1045 on or after theSchedule A (Form 1045) included here.
choosing to forgo the carryback period under date you file the return for the NOL year, butGlenn cannot deduct the following: section 172(b)(3) of the Internal Revenue not later than one year after the NOL year. For
Code.Personal exemption . . . . . . . . . . . . . . . . . . . . . . . . . $2,550 example, if you are a calendar year taxpayer

The excess of his nonbusiness deductions with a carryback from 1996 to 1993, you mustYou must file this statement by the
(standard deduction, $4,000) over his file Form 1045 on or after the date you file yourdue date, including extensions, for fil-
nonbusiness income (interest, $425) . . . . 3,575 tax return for 1996, but no later than Decem-ing your return for the NOL year. If

Nonbusiness net short-term capital loss . . . 1,000 ber 31, 1997.you do not file it on time, you cannot forgo the
The IRS will ordinarily act on Form 1045Total adjustments to net loss . . . . . . . . . . . . $7,125 carryback period. Once you make this choice,

within 90 days from the day you file it.you cannot change it. If you want to forgo the
carryback period for more than one NOL, youWhen these items are eliminated, Glenn’s

Form 1040X.  If you do not file Form 1045, youmust make a separate choice for each NOLnet loss is reduced to $2,775 ($9,900 –
can file Form 1040X to get a refund of tax be-$7,125). This amount is his NOL for 1996. year.
cause of an NOL carryback. File Form 1040X
within 3 years after the due date, including ex-
tensions, for filing the return for the NOL year.
For example, if you are a calendar year tax-When To Use an NOL  How To Claim payer and filed your 1993 return by the April

Generally, you carry back an NOL to the 3 tax 15, 1994, due date, you must file a claim for re-an NOL Deduction  years before the NOL year (the carryback pe- fund of 1990 tax because of an NOL carryback
riod), and then carry forward any remaining from 1993 by April 15, 1997.If you have not already carried the NOL to an
NOL for up to 15 years after the NOL year (the Attach a computation of your NOL usingearlier year, your NOL deduction is the total
carryforward period). See Figure A. When To Schedule A (Form 1045) and, if it applies, yourNOL. If you carried the NOL to an earlier year,
Use an NOL. You may, however, choose not NOL carryover using Schedule B (Form 1045),your NOL deduction is the NOL minus the
to carry back an NOL and carry it forward only. discussed later.amount you used in the earlier year or years.
See Forgoing the carryback period, later. The If you carry more than one NOL to the
‘‘NOL year ’’ is the year in which the NOL oc- Refiguring your tax.  To refigure your totalsame year, your NOL deduction is the total of
curred. You cannot deduct any part of the NOL tax liability for a carryback year, first refigurethese carrybacks and carryovers.
remaining after the 15-year carryforward your adjusted gross income for that year. (On
period. Form 1045, use lines 10 through 12, columnNOL more than taxable income.  If your NOLYou must first carry the entire NOL to the (b), (d), or (f).) Use your adjusted gross incomeis more than the taxable income of the yearearliest carryback year. If your NOL is not used after applying the NOL deduction to refigureyou carry it to (figured before deducting theup, you can carry the rest to the next earliest income or deduction items that are based on,

NOL), your income tax for that year is zero.carryback year, and so on. or limited to, a percentage of your adjusted
You generally will have an NOL carryover toIf you do not use up the NOL in the 3 car- gross income. These are:
the next year. See How To Figure an NOL Car-ryback years, carry forward what remains of it 1) The special allowance for passive activityryover, later, to determine how much NOL youto the 15 tax years following the NOL year. losses from rental real estate activities,have used and how much you carry to the nextStart by carrying it to the first tax year after the
year. 2) Taxable social security and tier 1 railroadNOL year. If you do not use it up, carry over the

retirement benefits,unused part to the next year. Continue to carry
over any unused part of the NOL until you 3) IRA deductions, andDeducting a Carryback  
complete the 15-year carryforward period. If you carry back your NOL, you can use either 4) Excludable savings bond interest.

Form 1045 or Form 1040X. You can get yourExample. You started your business in
refund faster by using Form 1045, but you1996 and had a $42,000 NOL for the year. You If more than one of these items apply,
have a shorter time to file it. A Form 1045 canbegin using your NOL in 1993, the third year refigure them in the order listed above, using
be used to apply an NOL to all three carrybackbefore the NOL year, as shown in the following your adjusted gross income after applying the

chart. years. If you use Form 1040X, a separate NOL deduction and any previous item. (On line
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10 of Form 1045, column (b), (d), or (f), enter 1041 with other deductions not subject to the 5) Multiply the refigured tax on your joint re-
turn by the amount figured in (4). This isyour adjusted gross income after applying the 2% limit (line 15a for 1996).
your share of the joint tax liability.above refigured items, but without the NOL

You must attach a statement thatdeduction. Enter your NOL deduction on line
shows all the important facts about11.) Figuring your contribution toward tax
the NOL. Your statement should in-Next, refigure your taxable income. (On paid. Unless you have an agreement or clear

clude a computation showing how you figured evidence of each spouse’s contributions to-Form 1045, use lines 13 through 16, column
the NOL deduction. If you deduct more than ward the payment of the joint tax liability, figure(b), (d), or (f).) Use your refigured adjusted
one NOL in the same year, your statement your contribution by adding the tax withheld ongross income ( line 12 of Form 1045, column
must cover each of them. your wages and your share of joint estimated(b), (d), or (f)) to refigure certain deductions

tax payments or tax paid with the return. If theand other items that are based on, or limited
original return for the carryback year resultedto, a percentage of your adjusted gross in- Change in Marital Status  
in an overpayment, reduce your contributioncome. These are:

If you and your spouse were not married to by your share of the tax refund. Figure your
1) The itemized deduction for medical each other in all years involved in figuring NOL share of a joint payment or refund by the same

expenses, carrybacks and carryovers, only the spouse method used in figuring your share of the joint
2) The itemized deduction for casualty who had the loss can take the NOL deduction. tax liability. Use your taxable income as origi-

losses, If you file a joint return, the NOL deduction is nally reported on the joint return in steps (1)
and (2), and substitute the joint payment or re-limited to the income of that spouse.3) Certain miscellaneous itemized
fund for the refigured joint tax in step (5).For example, if your marital status changesdeductions,

because of death or divorce, and in a later
4) The overall limit on itemized deductions, year you have an NOL, you can carry back that Change in Filing Status  and loss only to the part of the income reported on If you and your spouse were married and filed

a joint return (filed with your former spouse)5) The phaseout of the deduction for a joint return for each year involved in figuring
exemptions. that was your taxable income. After you de- NOL carrybacks and carryovers, figure the

duct the NOL in the carryback year, the joint NOL deduction on a joint return as you would
rates apply to the resulting taxable income. Do not refigure the itemized deduction for for an individual. However, treat the NOL de-

charitable contributions. duction as a joint NOL. Figure it on the basis of
Finally, use your refigured taxable income Amount of refund.  If you are not married in the joint NOLs.

(line 16 of Form 1045, column (b), (d), or (f)) to the NOL year (or are married to a different If you and your spouse were married and
refigure your total tax liability. Refigure your in- spouse), and in the carryback year you were filed separate returns for each year involved in
come tax, your alternative minimum tax, and married and filed a joint return, your refund for figuring NOL carrybacks and carryovers, the
any credits that are based on, or limited to, the the overpaid joint tax may be limited. You can spouse who sustained the loss may take the
amount of tax. (On Form 1045, use lines 17 NOL deduction on a separate return.claim a refund for the difference between your
through 26, column (b), (d), or (f).) The earned share of the refigured tax and your contribu-

Special rules apply, however, for fig-income credit, for example, may be affected tion toward the tax paid on the joint return. The
uring the NOL carrybacks and carry-by changes to adjusted gross income or the refund cannot be more than the joint overpay-
overs of married people whose filingamount of tax (or both) and therefore must be ment. Attach a statement showing how you

status changes for any tax year involved in fig-recomputed. If you become eligible for a credit figured your claim.
uring an NOL carryback or carryover.because of the carryback, complete the form Figuring your share of a joint tax liabil-

for that specific credit (such as Schedule EIC) ity.  There are five steps for figuring your share
for that year.

of the refigured joint tax liability. Separate to joint return. If you and yourWhile it is necessary to refigure your in-
spouse file a joint return for a carryback or car-come tax, alternative minimum tax, and cred- 1) Figure your total tax as though you had
ryforward year, and were married but filed sep-its, do not refigure self-employment tax . filed as ‘‘married filing separately, ’’
arate returns for any of the tax years involved

2) Figure your spouse’s total tax as though in figuring the NOL carryback or carryover,
Deducting a Carryforward  your spouse had also filed as ‘‘married fil- treat the separate carryback or carryover as a

ing separately,’’If you carry forward your NOL to a tax year af- joint carryback or carryover.
ter the NOL year, list your NOL deduction as a 3) Add the amounts in (1) and (2),
negative figure on the ‘‘Other income ’’ line of Joint to separate returns. If you and your

4) Divide the amount in (1) by the amount inForm 1040 (line 21 for 1996). Estates and spouse file separate returns for a carryback or
trusts include an NOL deduction on Form (3), and carryforward year, but filed a joint return for
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any or all of the tax years involved in figuring 4) Reduce the amount figured in (3), but not loss, Martha’s 1996 deductions are more than
below zero, by spouse B’s NOL her 1996 income. She uses Form 1045 tothe NOL carryover, figure each of your carry-
deduction. carry back her NOL and claim an NOL deduc-overs separately.

tion in 1993. See the filled-in Form 1045 in-Joint return in NOL year. Figure each 5) Add the amounts figured in (2) and (4).
cluded here. Her filing status both years wasspouse’s share of the joint NOL in the follow-

6) Subtract the amount figured in (5) from ‘‘Single.’’ing steps:
spouse A’s NOL deduction. This is Martha figures her 1996 NOL on Schedule

1) Figure each spouse’s NOL as if he or she spouse A’s share of the joint carryover. A, Form 1045 (not shown). (For an example
filed a separate return. See How To Fig- The rest of the joint carryover is spouse using Schedule A, see Illustrated Schedule A
ure an NOL, earlier. If only one spouse B’s share. (Form 1045) under How To Figure an NOL,
has an NOL, stop here. All of the joint earlier.) She enters the $10,000 NOL from line
NOL is that spouse’s NOL. 25 of Schedule A on line 1a of page 1 of FormExample. Sam and Wanda filed a joint re-

2) If both spouses have an NOL, multiply the 1045.turn for 1993 and separate returns for 1994,
joint NOL by a fraction, the numerator of Martha completes lines 10 through 261995, and 1996. In 1996, Sam had an NOL of
which is spouse A’s NOL figured in (1) under ‘‘3rd preceding tax year ended 12/31/$18,000 and Wanda had an NOL of $2,000.

93 ’’ on page 1 of Form 1045 using the follow-and the denominator of which is the total They carry back both NOLs to their 1993 joint
ing amounts from her 1993 return.of the spouses’ NOLs figured in (1). The return and claim a $20,000 NOL deduction.

result is spouse A’s share of the joint Sam and Wanda’s joint modified taxable
Adjusted gross income. . . . . . . . . $50,000NOL. The rest of the joint NOL is spouse income (MTI) for 1993 is $15,000, and their
Itemized deductions:B’s share. joint NOL carryover to 1994 is $5,000

Medical expenses ($6,000($20,000 –  $15,000). They figure their shares
minus 7.5% of adjustedof the $5,000 carryover as follows:Example 1. Mark and Nancy are married gross income) . . . . . . . . . . $ 2,250

and file a joint return for 1996. They have an State income tax . . . . . . . . . . 2,000Step 1.
NOL of $5,000. They carry the NOL back to Real estate tax . . . . . . . . . . . . 4,000Sam’s separate MTI . . . . . . . . . . . . . . . . $ 9,000
1993, a year in which Mark and Nancy filed Home mortgage interest 5,000Wanda’s separate MTI . . . . . . . . . . . . . +  3,000
separate returns. Figured separately, Nancy’s

Total $13,250Total: $ 12,0001996 deductions were more than her income,
Exemption . . . . . . . . . . . . . . . . . . . . . . $ 2,350Step 2.and Mark’s income was more than his deduc-
Income tax . . . . . . . . . . . . . . . . . . . . . $ 6,766Joint MTI . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 15,000tions. Mark does not have any NOL to carry Self-employment tax . . . . . . . . . . . $ 6,120Sam’s MTI ÷  total MTI ($9,000 ÷back. Nancy may carry back the entire $5,000

12,000) . . . . . . . . . . . . . . . . . . . . . . . . . . . ×  .75NOL to her 1993 separate return. On line 11, column (b), Martha enters her
Sam’s share of joint MTI: $ 11,250 $10,000 NOL deduction. Her new adjustedExample 2. The facts are the same as Ex-

Step 3. gross income on line 12, column (b), isample 1, except that both Mark and Nancy had
Joint MTI . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 15,000 $40,000 ($50,000–  $10,000).deductions in 1996 that were more than their
Sam’s share of joint MTI . . . . . . . . . . . . –  11,250 To complete line 13, column (b), she mustincome. Figured separately, Mark’s NOL is

Wanda’s share of joint MTI: $ 3,750 refigure her medical expense deduction using$1,800 and Nancy’s is $3,000. (The sum of
Step 4. her new adjusted gross income. Her refiguredtheir separate NOLs is less than their $5,000

Wanda’s share of joint MTI . . . . . . . . . $ 3,750 medical expense deduction is $3,000 ($6,000joint NOL because Mark’s deductions in-
Wanda’s NOL deduction . . . . . . . . . . . –  2,000 –  ($40,000 × 7.5%)). This increases her totalcluded a $200 net capital loss that is not al-

deductions to $14,000 ($13,250 + ($3,000 –Wanda’s remaining share: $ 1,750lowed in figuring his separate NOL. The loss is
$2,250)).Step 5.allowed in figuring their joint NOL because it

Martha uses her refigured taxable incomeSam’s share of joint MTI . . . . . . . . . . . . $ 11,250was offset by Nancy’s capital gains.) Mark’s
($23,650) from line 16, column (b), and the taxWanda’s remaining share of jointshare of their $5,000 joint NOL is $1,875
tables in her 1993 Form 1040 instructions toMTI . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . +  1,750($5,000 ×  $1,800/$4,800) and Nancy’s is
find her income tax. She enters the newJoint MTI to be offset: $ 13,000$3,125 ($5,000 –  $1,875).
amount, $3,756, on line 17, column (b), andStep 6.Joint return in previous carryback or
her new total tax liability, $9,876, on line 26,Sam’s NOL deduction . . . . . . . . . . . . . . $ 18,000carryforward year. If only one spouse had an
column (b).Joint MTI to be offset . . . . . . . . . . . . . . . –  13,000NOL deduction on the previous year’s joint re-

Martha’s $10,000 NOL is used up in 1993,turn, all of the joint carryover is that spouse’s Sam’s carryover to 1994: $ 5,000 so she does not complete the columns for thecarryover. If both spouses had an NOL deduc-
second and first preceding tax years. The de-tion (including separate carryovers of a joint Joint carryover to 1994 . . . . . . . . . . . . . $ 5,000 crease in tax because of her NOL deductionNOL, figured as explained in the previous dis- Sam’s carryover . . . . . . . . . . . . . . . . . . . . –  5,000 (line 28) is $3,010.cussion), figure each spouse’s share of the Wanda’s carryover to 1994: $ –0– Martha files Form 1045 after filing her 1996joint carryover in the following steps:
return, but no later than December 31, 1997.

1) Figure each spouse’s modified taxable in- Wanda’s $2,000 NOL deduction offsets She mails it to the Internal Revenue Service
come as if he or she filed a separate re- $2,000 of her $3,750 share of the joint modi- Center where she filed her 1996 return and at-
turn. See Modified taxable income under fied taxable income and is completely used taches a copy of her 1996 return (including its
How To Figure an NOL Carryover, later. up. She has no carryover to 1994. Sam’s attached forms and schedules).

$18,000 NOL deduction offsets all of his2) Multiply the joint modified taxable income
$11,250 share of joint modified taxable in-you used to figure the joint carryover by a
come and the remaining $1,750 of Wanda’sfraction, the numerator of which is spouse How To Figureshare. His carryover to 1994 is $5,000.A’s modified taxable income figured in (1)

and the denominator of which is the total an NOL Carryover  
of the spouses’ modified taxable incomes Illustrated Form 1045  If your NOL is more than your taxable income
figured in (1). This is spouse A’s share of The following example illustrates how to use for the year to which you carry it (figured
the joint modified taxable income. Form 1045 to claim an NOL deduction in a car- before deducting the NOL), you may have an

ryback year. It includes a filled-in page 1 of3) Subtract the amount figured in (2) from NOL carryover. You must make certain modifi-
Form 1045.the joint modified taxable income. This is cations to your taxable income to determine

spouse B’s share of the joint modified tax- Example. Martha Sanders is a self-em- how much NOL you will use up in that year and
able income. ployed contractor. Because of a business how much you can carry over to the next tax
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year. Your carryover is the excess of your NOL Example. Ida Brown runs a small clothing Line 10. She adds lines 3 and 4 and enters
deduction over your modified taxable income shop. In 1996, she has an NOL of $36,000 that $1,000 on line 10. (This is her net capital loss
for the carryback or carryforward year. If your she chooses to carry back to 1993. She has deduction added back, which modifies her ad-
NOL deduction includes more than one NOL, no other carrybacks or carryovers to 1993. justed gross income.)
apply the NOLs against your modified taxable Ida’s adjusted gross income in 1993 was Line 11. Her modified adjusted gross in-
income in the same order in which you in- $29,000, consisting of her salary of $30,000 come for 1993 is now $30,000.
curred them, starting with the earliest. minus a $1,000 capital loss deduction. She is Line 12. Her actual medical expenses

single and claimed only one personal exemp- were $2,725.
Modified taxable income.  Your modified tax- tion of $2,350. During that year, she gave Line 13. Her modified adjusted gross in-
able income is your taxable income figured $1,450 in charitable contributions. Her medi- come, $30,000, is multiplied by .075. She en-
with the following changes: cal expenses were $2,725. She also deducted ters $2,250 on line 13.

$1,650 in taxes and $1,125 in home mortgage Line 14. The difference between her ac-1) You cannot claim an NOL deduction for
interest. tual medical expenses and the amount she isthe NOL whose carryover you are figuring

Her deduction for charitable contributions allowed to deduct is $475.or for any later NOL.
was not limited because her contributions, Line 15. On her 1993 tax return, she de-2) You cannot claim a deduction for net bus- $1,450, were less than 50% of her adjusted ducted $550 as medical expenses.iness and nonbusiness capital losses. gross income. The deduction for medical ex- Line 16. The difference between her medi-

3) You cannot claim your exemptions for penses was limited to expenses over 7.5% of cal deduction and her modified medical de-
yourself or dependents. adjusted gross income (.075 ×  $29,000 = duction is $75. This is entered on line 16.

$2,175; $2,725 –  $2,175 =  $550). The de-4) You must figure any item affected by the Line 17. She enters her modified adjusted
ductions for taxes and home mortgage inter-amount of your adjusted gross income af- gross income of $30,000 on line 17.
est were not subject to any limits. She waster making the changes in (1) and (2), Line 18. She had no other carrybacks to
able to claim $4,775 ($1,450 +  $550 +above, and certain other changes to your 1993 and enters zero on line 18.
$1,650 +  $1,125) in itemized deductions foradjusted gross income that result from (1) Line 19. Her modified adjusted gross in-1993. She had no other deductions in 1993.and (2). This includes income and deduc- come remains $30,000.Her taxable income for the year was $21,875.tion items used to figure adjusted gross Line 20. She now refigures her charitableIda’s $36,000 carryback will reduce herincome (for example, IRA deductions), as contributions based on her modified adjusted1993 taxable income to zero. She completeswell as certain itemized deductions. To gross income. Since she is well below thecolumn (a) of Schedule B (Form 1045) to fig-figure a charitable contribution deduction, 50% limit, she enters $1,450 on line 20.ure how much of her NOL is used up in 1993the change in (1) is treated as including Line 21. Her actual contributions for 1993and how much she can carry over to 1994.an NOL deduction for a carryback of an were $1,450, which she enters on line 21.See the illustrated Schedule B shown here.earlier NOL. Line 22. The difference is zero.Ida does not complete columns (b) and (c) be-

Lines 23 through 32. Since Ida had nocause the $10,700 carryover to 1994 is com-Your taxable income as modified cannot
casualty losses or deductions for miscellane-pletely used up that year. (See the informationbe less than zero.
ous items in 1993, she leaves these linesfor line 8, below.)
blank.Line 1. Ida enters $36,000, her 1996 netSchedule B (Form 1045).  You can use

Line 33. She combines lines 16, 22, 27,operating loss, on line 1.Schedule B (Form 1045) to figure your modi-
and 32 and enters $75 on line 33. She carriesLine 2. She enters $21,875, her 1993 taxa-fied taxable income for carryback years and
this figure to line 5.ble income, on line 2.your carryover from each of those years. Do

Line 6. Ida enters her personal exemptionLine 3. Ida enters on line 3 her net capitalnot use Schedule B for a carryforward year. If
of $2,350 for 1993.loss deduction of $1,000.your 1996 return includes an NOL deduction

Line 7. After combining lines 2 through 6,Line 4. Although Ida’s entry on line 3 modi-from an NOL year before 1996 that reduced
Ida’s modified taxable income is $25,300.fies her adjusted gross income, that does notyour taxable income to zero (to less than zero,

Line 8. Ida figures her carryover to 1994 byaffect any other items included in her adjustedif an estate or trust), see NOL Carryover From
subtracting her modified taxable income (linegross income. Ida enters zero on line 4.1996 to 1997, later.
7) from her NOL deduction (line 1). She entersLine 5. Since Ida had itemized deductions
the $10,700 carryover on line 8. She also en-and entered $1,000 on line 3, she completesIllustrated Schedule B ters this $10,700 on page 1 of Form 1045, linelines 9 through 33 to figure her adjustment to

(Form 1045) 11 of column (d), as her NOL deduction foritemized deductions. On line 5, she enters the
1994. (For an illustrated example of page 1 oftotal adjustment from line 33.The following example illustrates how to figure
Form 1045, see Illustrated Form 1045 underan NOL carryover from a carryback year. It in- Line 9. Ida’s adjusted gross income for
How To Claim an NOL Deduction, earlier.)cludes a filled-in Schedule B (Form 1045). 1993 was $29,000.
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Line 2. Treat your NOL deduction for the NOL from those claimed on the return. Enter the re-
sult on line 5.year entered at the top of the worksheet andNOL Carryover From

Modified adjusted gross income. Tolater years as a positive amount. Add it to your1996 to 1997 refigure miscellaneous itemized deductions ofnegative taxable income. Enter the result on
an estate or trust (Form 1041, line 15b), modi-line 2.If you had an NOL deduction that reduced your
fied adjusted gross income is the total of:taxable income on your 1996 return to zero (to

less than zero, if an estate or trust), complete Line 4. You must refigure certain income and 1) The adjusted gross income on the return,
Table 1, Worksheet for NOL Carryover From deductions based on adjusted gross income.
1996 to 1997. It will help you figure your NOL 2) The amount from line 3 of the worksheet,These are:
to carry to 1997. Keep the worksheet for your

3) The exemption amount from Form 1041,records. 1) The special allowance for passive activity
line 20, andlosses from rental real estate activities,

Worksheet Instructions  4) The NOL deduction for the NOL year en-2) Taxable social security and tier 1 railroad
tered at the top of the worksheet and forretirement benefits,

NOL year. At the top of the worksheet, enter later years.
the NOL year for which you are figuring the 3) IRA deductions, and
carryover.

To refigure the casualty and theft loss de-4) Excludable savings bond interest.More than one NOL. 
duction of an estate or trust, modified adjusted
gross income is the total of:If your 1996 NOL deduction includes

If none of these items applies to you, enteramounts for more than one loss year,
zero on line 4. Otherwise, increase your ad- 1) The adjusted gross income amount youcomplete this worksheet only for one

used to figure the deduction claimed onjusted gross income by the total of line 3 andloss year. To determine which year, start with
the return,your NOL deduction for the NOL year enteredyour negative taxable income. (An individual’s

at the top of the worksheet and later years. Us-negative taxable income is figured by combin- 2) The amount from line 3 of the worksheet,ing this increased adjusted gross income,ing the amounts on lines 35 and 36 of Form andrefigure the items that apply, in the order listed1040.) Then, beginning with the earliest NOL,
above. Your adjustment for each item is theadd each NOL (treated as a positive amount) 3) The NOL deduction for the NOL year en-
difference between the refigured amount andseparately to your negative taxable income. tered at the top of the worksheet and for
the amount included on your return. Add theComplete this worksheet for the earliest NOL later years.
adjustments for previous items to your ad-that increases your taxable income to zero or
justed gross income before refiguring the nextmore. Your earlier NOLs will be completely
item. Keep a record of your computations.used up in 1996. Your NOL carryover to 1997

Line 9. Treat your NOL deduction for the NOLis the total of the amount on line 8 of the work- Enter your total adjustments for the above year entered at the top of the worksheet andsheet and all later NOL amounts. items on line 4. for later years as a positive amount. Add it to
your adjusted gross income. Enter the resultExample. For example, assume your neg-

Line 5. Enter zero if you claimed the standard on line 9.ative taxable income is ($4,000). Your NOL
deduction. Otherwise, use lines 9 through 40deduction includes $2,000 for 1993, $7,000
of the worksheet to figure the amount to enterfor 1994, and $5,000 for 1995. Add your 1993 Line 18. If you had a contributions carryover
on this line. Complete only those sections thatNOL of $2,000 to ($4,000). This gives you tax- from 1995 to 1996 and your NOL deduction in-
apply to you.able income of ($2,000). Your 1993 NOL is cludes an amount from an NOL year before

Estates and trusts.  Enter zero on line 5 ifnow completely used up. Add your $7,000 1995, you may have to reduce your contribu-
you did not claim any miscellaneous deduc-1994 NOL to ($2,000). This gives you taxable tions carryover. This reduction is any adjust-
tions on line 15b (Form 1041) or a casualty orincome of $5,000. You now complete the ment you made to your 1995 charitable contri-
theft loss. Otherwise, refigure these deduc-worksheet for your 1994 NOL. Your NOL car- butions deduction when figuring your NOL
tions by substituting modified adjusted grossryover to 1997 is the unused part of your 1994 carryover to 1996. Use the reduced contribu-
income (see below) for adjusted gross in-NOL from line 8 of the worksheet, plus your tions carryover to figure the amount to enter
come. Subtract the recomputed deductions$5,000 1995 NOL. on line 18.

Page 13



Table 1. Worksheet for NOL Carryover From 1996 to 1997 (For an NOL Year Before 1996)
For Use by Individuals, Estates, and Trusts (Keep for your records)
See the instructions under NOL Carryover From 1996 to 1997.

NOL YEAR:

USE YOUR 1996 FORM 1040 (OR FORM 1041) TO COMPLETE THIS WORKSHEET:

1. Enter as a positive number your NOL deduction for the NOL year entered above from line 21 (Form
1040) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

2. Enter your taxable income without the NOL deduction for the NOL year entered above or later years.
(See instructions.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3. Enter as a positive number any net capital loss deduction on line 13 (Form 1040) . . . . . . . . . . . . . . . . . . . . . . .

4. Enter any adjustments to your adjusted gross income. (See instructions.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5. Enter any adjustments to your itemized deductions from line 30 or line 40 below. (See instructions.)

6. Enter your deduction for personal exemptions from line 36 (Form 1040) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

7. Modified taxable income. Combine lines 2 through 6. Enter the result (but not less than zero) . . . . . . .

8. NOL carryover to 1997. Subtract line 7 from line 1. Enter the result (but not less than zero). . . . . . . . . . .

ADJUSTMENTS TO ITEMIZED DEDUCTIONS (INDIVIDUALS ONLY):

9. Enter your adjusted gross income without the NOL deduction for the NOL year entered above or
later years. (See instructions.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

10. Combine lines 3 and 4 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

11. Modified adjusted gross income. Combine lines 9 and 10 above. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

ADJUSTMENT TO MEDICAL EXPENSES:

12. Enter your medical expenses from Schedule A (Form 1040), line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

13. Enter your medical expenses from Schedule A (Form 1040), line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

14. Multiply line 11 above by 7.5% (.075). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

15. Subtract line 14 from line 13. Enter the result (but not less than zero). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

16. Subtract line 15 from line 12. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

ADJUSTMENT TO CHARITABLE CONTRIBUTIONS:

17. Enter your charitable contributions deduction from Schedule A (Form 1040), line 18. . . . . . . . . . . . . . . . . . . .

18. Refigure your charitable contributions deduction using line 11 above as your adjusted gross income.
(See instructions.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

19. Subtract line 18 from line 17. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

ADJUSTMENT TO CASUALTY AND THEFT LOSSES:

20. Enter your casualty and theft losses from Form 4684, line 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

21. Enter your casualty and theft losses from Form 4684, line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

22. Multiply line 11 above by 10% (.10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

23. Subtract line 22 from line 21. Enter the result (but not less than zero). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

24. Subtract line 23 from line 20. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

ADJUSTMENT TO MISCELLANEOUS DEDUCTIONS:

25. Enter your miscellaneous deductions from Schedule A (Form 1040), line 26. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

26. Enter your miscellaneous deductions from Schedule A (Form 1040), line 23. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

27. Multiply line 11 above by 2% (.02). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

28. Subtract line 27 from line 26. Enter the result (but not less than zero). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

29. Subtract line 28 from line 25. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

TENTATIVE TOTAL ADJUSTMENT:

30. Combine lines 16, 19, 24, and 29, and enter the result here. If line 11 above is $117,950 or less
($58,975 or less if married filing separately), also enter the result on line 5 above and stop here.
Otherwise, go to line 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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Table 1. (Continued)

ADJUSTMENT TO OVERALL ITEMIZED DEDUCTIONS LIMIT:
31. Enter the amount on Schedule A (Form 1040), line 28 .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
32. Add lines 15, 18, 23, and 28, and the amounts on Schedule A (Form 1040), lines 9, 14,

and 27. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
33. Add lines 15 and 23, the amount on Schedule A (Form 1040), line 13, and any gambling

losses included on Schedule A (Form 1040), line 28. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
34. Subtract line 33 from line 32. If the result is zero, enter the amount from line 30 on line 5

above and stop here. Otherwise, go to line 35. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
35. Multiply line 34 by 80% (.80).. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
36. Subtract $117,950 ($58,975 if married filing separately) from the amount on line 11. . . . . . . .
37. Multiply line 36 by 3% (.03). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
38. Enter the smaller of line 35 or line 37. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
39. Subtract line 38 from line 32. Enter the result (but not less than your standard deduction

amount). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
40. Subtract line 39 from line 31. Enter the result here and on line 5.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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80% deduction, ordinarily limited to 80% of its Figuring a Corporation
taxable income before the deduction. It figuresCorporations  NOL Carryforward its NOL as follows:

A corporation generally figures and deducts If the NOL available for a carryback or car-
an NOL the same way an individual, estate, or ryforward year is greater than the taxable in-Income from business . . . . . . . . . . . . . . . . . . $ 500,000
trust does. The same carryback and carryfor- come for that year, the corporation must mod-Dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,000
ward periods apply, and the same sequence ify its taxable income to figure how much of the

Gross income . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 650,000applies when it carries two or more NOLs to NOL it will use up in that year and how much it
Deductions (expenses) . . . . . . . . . . . . . . . . . (625,000)the same year. See When To Use an NOL and can carry to the next tax year. Its carryover is

How To Figure an NOL Carryover, earlier. Taxable income before special the excess of the available NOL over its modi-
A corporation’s NOL generally differs from deductions . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 25,000 fied taxable income for the carryback or car-

an individual’s, estate’s, or trust’s in two ways: Minus: Deduction for dividends ryforward year.
received, 80% of $150,000 . . . . . . . . . . (120,000)1) A corporation can take different deduc-

Net operating loss ($ 95,000)tions when figuring an NOL, and Modified taxable income. A corporation
figures its modified taxable income in the

2) A corporation must make different modifi-
same way as its taxable income. But it can de-

cations to its taxable income in the car-
duct NOLs only from years before the NOLryback or carryforward year when figuring Claiming a Corporation year whose carryover is being figured. Thehow much of the NOL is used and how
corporation must figure its deduction for chari-NOL Deduction much is carried to the next year.
table contributions without considering any

The form a corporation uses to deduct its NOL NOL carrybacks. The modified taxable income
A corporation also uses different forms depends on whether it carries the NOL back or for any year cannot be less than zero.

when claiming an NOL deduction from those forward. Modified taxable income is used only to fig-
used by individuals, estates, and trusts.

ure how much of an NOL the corporation uses
The following discussions explain these

up in the carryback or carryforward year anddifferences. For a carryback.  If a corporation carries back
how much it carries to the next year. It is not

the NOL, it can use either Form 1120X,
used to fill out the corporation’s tax return orAmended U.S. Corporation Income Tax Re-
figure its tax.Figuring a Corporation NOL turn or Form 1139, Corporation Application

A corporation figures an NOL in the same way For Tentative Refund. A corporation can get a
Ownership change.it figures taxable income. It starts with the cor- refund faster by using Form 1139. It cannot file

poration’s gross income and subtracts its de- Form 1139 before filing the return for the cor- A loss corporation that has an owner-ductions. If its deductions are more than its poration’s NOL year, but it must file Form 1139 ship change is limited on the amountgross income, the corporation has an NOL. no later than one year after the NOL year. of taxable income it can offset byHowever, there are rules for figuring the If the corporation does not file Form 1139, NOL carryforwards arising before the date ofNOL that either limit what it can deduct, or per- it must file Form 1120X within 3 years of the the ownership change. This limit applies to anymit deductions not ordinarily allowed. These due date, plus extensions, for filing the return year ending after the change of ownership.rules are: for the year in which it has the NOL.
1) A corporation cannot deduct any NOL See sections 381, 382, 383, 384, and 269 of

carrybacks or carryovers from other the Internal Revenue Code and the relatedFor a carryforward. If a corporation carries
years, regulations for more information about the lim-forward its NOL, it enters the carryover on

its on corporate NOL carryovers and corpo-Schedule K (Form 1120), line 15. It also enters2) A corporation can take the deduction for
rate ownership changes.the deduction for the carryover (but not moredividends received, explained later, with-

than the corporation’s taxable income afterout regard to the aggregate limits (based
Worksheet for aon taxable income) that normally apply, special deductions) on line 29(a) of Form 1120

and or line 25(a) of Form 1120–A. Corporation’s Carryforward  
A corporation can use the worksheet in Table3) A corporation can figure the deduction for
2 to figure how much of its NOL is used up in adividends paid on certain preferred stock Carryback expected.  If a corporation ex-
carryback or carryforward year and how muchof public utilities without limiting it to its pects to have an NOL in its current year, it may

taxable income for the year. to carry over to the next year.automatically extend the time for payment of
On line A, Part I, enter the carryback or car-all or part of its income tax for the immediately

ryforward year from which the NOL is beingpreceding year. It does this by filing FormDividends-received deduction.  The amount
carried. For example, if the worksheet is used1138, Extension Of Time For Payment ofof a corporation’s deduction for dividends re-
to figure the carryover from 1996 to 1997,Taxes By A Corporation Expecting A Net Op-ceived from domestic corporations is gener-
enter 1996. On line B, enter the NOL yearerating Loss Carryback. It must explain on theally subject to an aggregate limit of 70% or
whose carryover must be figured.80% of taxable income. However, if a corpora- form why it expects the loss.

tion sustains an NOL for a tax year, the limit on The extension applies to previously deter-
this deduction based on taxable income does More than one NOL. If more than one NOL ismined unpaid tax that must be paid after filing
not apply. In determining if a corporation has available for the carryback or carryforwardForm 1138. This amount cannot exceed the
an NOL, the corporation figures the dividends- year (year A), complete the worksheet only fortax overpayment in the carryback years due to
received deduction without regard to the 70% one loss year (year B). To determine whichthe NOL carryback.
or 80% of taxable income limit. year, start with the earliest NOL and subtractPeriod of extension. The extension is in

See Publication 542 for more information each NOL separately from the corporation’seffect until the end of the month in which the
on the dividends-received deduction. taxable income figured without the NOL de-return for the NOL year is due, including

duction. Complete the worksheet for the earli-extensions.Example. A corporation had $500,000
est NOL that reduces the corporation’s taxa-If the corporation files Form 1139 beforegross income from business operations and
ble income below zero. The earlier NOLs arethis date, the extension will continue until the$625,000 of allowable business expenses. It
completely used up in year A. The later NOLsdate the IRS notifies the corporation that itsalso received $150,000 in dividends from a do-
are carried over in full.mestic corporation for which it can take an Form 1139 is disallowed in whole or in part.
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Table 2. Worksheet for Figuring a Corporation’s NOL Carryover
See the instructions under Corporations.

PART I

A. Carryback or carryforward year—Enter the year from which the NOL is being carried . . . . . . . . . . . . . . . . . . .

B. NOL year—Enter the year in which the NOL occurred (the loss year). If the corporation has more
than one NOL, see the instructions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

C. NOL amount—Enter the amount of year B’s NOL that was carried to year A . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

D. If more than one NOL was carried to year A, enter the total of all—
1. Carryovers of NOLs that preceded both years A and B . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
2. Carrybacks of NOLs that preceded year B. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

PART II

1. Taxable income for year A before the NOL deduction and special deductions:
a. Enter the amount from line 28, Form 1120 (line 24, Form 1120-A). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
b. If year A is a carryforward year, enter the amount from line 19, Form 1120 or Form 1120-A.

Otherwise, enter zero . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
c. Subtract line 1b from line 1a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

2. Enter the amount from line D1 of Part I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3. Subtract line 2 from line 1c. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4. If year A is a carryforward year, enter the deduction for charitable contributions figured by using the
amount on line 3 as taxable income. Otherwise, enter zero . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

5. Enter the amount from line D2 of PART I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

6. Dividends received deduction:
a. Subtract line 4 from line 1c . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
b. Dividends received deduction figured by using the amount on line 6a as taxable income .. . . . . . . . . . .

7. Add lines 4, 5, and 6b . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

8. Modified taxable income—Subtract line 7 from line 3. (If line 7 is more than line 3, enter zero.). . . . . . . . .

9. Carryover—Subtract line 8 from line C, PART I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

address. Your local library or post office also Tax Questions. You can call the IRS with your
may have the items you need. tax questions. Check your income tax packageHow To Get More

For a list of free tax publications, order or telephone book for the local number or you
Information Publication 910, Guide to Free Tax Services. It can call 1–800–829–1040.

also contains an index of tax topics and re-
lated publications and describes other free tax Telephone help for hearing-impaired per-
information services available from IRS, in- sons. If you have access to TDD equipment,
c luding tax educat ion and assistance you can call 1–800–829–4059 to ask tax ques-
programs. tions or to order forms and publications. See

You can get help from the IRS in several ways. If you have access to a personal computer your income tax package for the hours of
and a modem, you can also get many forms operation.

Free publications and forms. To order free and publications electronically. See Quick and
publications and forms, call 1–800–TAX– Easy Access to Tax Help and Forms in your in-
FORM (1–800–829–3676). You can also write come tax package for details.
to the IRS Forms Distribution Center nearest
you. Check your income tax package for the
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