810-3-35.1-.01 Carryforward of Net Operating Losses for Corporations -
General.

(1) In addition to the deductions allowed to corporations by §40-18-35,
a deduction is also allowed for net operating losses carried forward from any year
which began after December 31, 1983.

(2) The term "net operating loss" means the excess of deductions
(other than the net operating loss carryforward) allowed by Chapter 18, Title 40,
Code of Alabama 1975, over the gross income.

(3)(a) For any tax year that begins after December 31, 1983, but before
January 1, 1985, the loss may be carried forward for a maximum of five (5) years
or until exhausted. For all tax years beginning after December 31, 1984, losses
may be carried forward for a maximum of fifteen (15) years or until exhausted. A
loss must be carried first to the earliest year in which the corporation has net
income (determined without taking into account the loss carryforward). The
excess, if any, may then be carried forward to the next earliest year, in
succession, in which the corporation has net income. Any years in which the
corporation had elected to be an Alabama S corporation are included within the
maximum carryforward limitation of five or fifteen years, as well as any "year" of
less than twelve months (as outlined in subparagraph (b) below).

(b)  The term "year" includes a period of less than twelve months
(short-year) resulting from a change in accounting period pursuant to 840-18-30.
Thus, a short-year loss may be carried to a succeeding full year, or a full year
loss may be utilized in a short-year.

(4)  The loss for any year is to be computed under the law applicable to
that year.

(5) In computing the amount of a net operating loss available for
carryforward, certain adjustments must be taken into account.

(@) Due to the limitation on the charitable contributions deduction of
840-18-35(10), contributions may not form part of a net operating loss
carryforward. For tax years beginning on or after January 1, 1985, excess
contributions may be carried forward for a maximum of five years. See Rule 810-
3-35-.01(3)()).

(b) The net operating loss will be increased by the amount of any
federal income tax accrued (or reduced by the amount of any refund) attributed
to the corporation for the loss year.

(© The amount available for carryforward must be reduced by the
amount of any loss deduction which was available for use, even if not actually



used. No adjustment will be required under this subparagraph for years in which
the corporation had in effect an election to be an Alabama S corporation.

(6) (a) For tax years beginning before January 1, 1990, the maximum
amount of net operating loss carryforward which may be utilized in any year is
$600,000. The excess, if any, may continue to be carried forward not to exceed
the time limitations in paragraph (3) above. The net operating loss deduction
utilized cannot create a net operating loss - that is, the result, after subtracting
the net operating loss carryforward cannot be less than zero.

(b) For tax years beginning after December 31, 1989, the $600,000
limitation for subparagraph (a) no longer applies.

(7) EXAMPLE:

Income 1,000,000 4,000,000 3,500,000
Expenses (except

contributions) 2,400,400 2,000,000 2,400,000
Contributions 100,000 100,000 100,000
Totals (1,500,000) 1,900,000 1,000,000
Contributions

adjustment 100,000 -0- -0-
Income before Federal

Tax Deduction (1,400,000) 1,900,000 1,000,000
Federal Tax

(Deduction/

Refund) 400,000 (500,000) (300,000)
Taxable Income/Net

Operating Loss) (1,000,000) 1,400,000 700,000
Net Operating Loss

Carryforward 1,000,000 (600,000) (400,000)
Net Taxable

Income -0- 800,000 300,000

(8) A net operating loss carryforward deduction may only be utilized by
the corporation which incurred the loss. A corporation, resulting from a
reorganization will be considered to have incurred the losses not utilized by the
parties to a reorganization in a transaction described in sections 1., 2., 5. and 6.
of Rule 810-3-80-.04(1)(a). The limitations on the maximum carryforward period



and the ordering rules for multiple losses in paragraph (3) above, will be applied
to the carryforwards after the reorganization as if the reorganization had not
taken place. The limitation on the maximum amount of net operating losses
which may be deducted in a taxable year in paragraph (6) above will be applied
to the total of all carryforwards resulting from a reorganization.

(9) In the case of an acquiring corporation subject to the rules of 26 U.S.C.
8381, or in the case of a new loss corporation within the meaning of 26 U.S.C.
8382, or in the case of the recognized built-in gains of a gain corporation within
the meaning of U.S.C. 8384, only such net operating losses as are allowable in
accordance with said U.S.C. 88381, 382, and 384 shall be allowed as a
deduction under this section. This paragraph shall be applied before the
limitations in this preceding example are applied.

(10) A net operating loss from any year in which the corporation had
elected to be an Alabama S corporation may not be carried forward. See Rule
810-3-168-.01.
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