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TAXES: Using The ‘NOL’

If Your Company Had a ‘Net Operating Loss’ For
the Current Year, There Are Definite Tax
Advantages That You Should Consider

By McNeill Stokes
iaWCC/GDCI General Counsel

If your corporation expects to
realize a net operating loss for the
current year, it may use that loss
now to postpone payment of its in-
come tax liability for the past year.

Generally, if your corporation
r e a l i z e s  a  n e t  o p e r a t i n g  l o s s
(“NOL”), not only will there be no
federal income tax liability for the
loss year, but also that loss may be
carried back up to three (3) years to
obtain a refund of taxes paid on in-
come earned in those prior years.
Unused NOL can be carried for-
ward up to five (5) years to offset
income from those future years.

This benefit may be valuable but
normally, i ts dol lars and cents
realization isn’t until the future
when your refund check comes in
from IRS, which is often months
after you file your return for the
loss year.

M a n y  b u s i n e s s m e n  a r e  n o t
aware that there are provisions in
the federal income tax law that may
be used to obtain more immediate
benefit from their NOL. If your
corporation expects a NOL for the
current year, you should have the
corporation file Form 1138 with
IRS.

By filing Form 1138, you may
obtain an extention of time to pay
part or all of your income taxes for
the previous year based upon the

amount of the estimated NOL ex-
pected for the current year. The ex-
tension is generally good until the
last day of the month (including ex-
tensions) in which your federal in-
come tax return is due for the cur-
rent year.

This means that if you haven’t
paid your federal income taxes for
the past year, you need not do so
unt i l  you have determined the
exac t  amoun t  o f  you r  cu r ren t
NOL. If your current NOL is large
enough, last year’s liability may be
wiped out and you will never have
to pay it.

In this way, Form 1138 can be
used to achieve an acceleration of
the tax and cash flow benefits of a
current NOL, thereby providing an
extra source of cash that may be
vital during a loss year. The cost is
that you must pay nine percent
(9%) interest on the amount of that
previous year’s unpaid tax.

If you use Form 1138, and desire
to extend the time for payment of
your taxes for the previous profit
year beyond the due date of your
tax return for the current loss year,
then you must also file Form 1139
on or before the due date of that
loss year’s tax return.

Form 1138 is an application for a
tentative refund from a corporate
loss carryback. o
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