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The Honorable J.J. Pickle

Chairman, Subcommittee on Oversight
Committee on Ways and Means

House of Representatives

Dear Mr. Chairman:

This report responds to your request for information on corporate net
operating losses (NOLs). A corporation incurs NOL when allowable
deductions exceed gross income for a tax year. Within limits, tax law
allows taxpayers to carry over (i.e., save) their NOLs to offset profits
reported in other tax years. Specifically, the carryover amount can be used
as a net operating loss deduction (NOLD) to reduce or fully offset tax
liability. Within limits, tax law also allows taxpayers to carry back NOL
amounts to claim refunds of taxes paid in prior years. Corporations are not
required to report their NOL carryovers to the Internal Revenue Service
(Irs).

As requested, our report (1) estimates the amount of corporate NOL
carryovers from past years, (2) evaluates IRS taxpayer instructions on how
to use NOL carryovers, (3) analyzes an IrS proposal to modify corporate tax
returns to include the reporting of NOL carryover amounts, and (4) analyzes
Irs’ enforcement efforts on NOL and NOLD reporting by corporations. We
also provide statistical data on such subjects as NOL carryover by industry
and the highest deduction item contributing to NOL.

No one knows the exact amount of NOL carryover that corporations have
accumulated to offset future tax liability. Knowing NOL carryover amounts
is important for evaluating the effects of proposed tax policy changes and
assisting Irs’ tax enforcement efforts. Our work suggested that the NOL
carryover amount is not only large and growing but could be larger than
existing data allowed us to identify.

Our estimate of NOL carryovers applies to over two-thirds of all
corporations. The estimated carryover of $160 billion in 1985 increased to
$246 billion in 1989—or 54 percent in current dollars. Over this time, total
receipts (i.e., the amount of gross receipts and other forms of positive
income before deductions) for the corporations covered by our estimate
grew from $0.95 trillion to $1.25 trillion (32 percent). Among specific
industries with NOL carryovers, those with the highest ratios of NOL
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carryover to receipts were mining (90.5 percent); finance, insurance, and
real estate (34.9 percent); and agriculture, forestry, and fishing
(27.7 percent).

We found that Irs instructions on the amounts that corporations should
report on the NOLD line were incomplete and confusing. For example, the
instructions did not explain that (1) NoLD should only be reported if the
taxpayer had positive taxable income and NOL carryovers from prior years
and (2) the amount of NOLD reported cannot exceed positive taxable
income. We found that three of every four of the nation’s corporations that
claimed NoLD in 1989 did just the opposite—they reported NOLD even when
they had no taxable income or reported more NOLD than taxable income.
We found that these corporations reported more NOLD than necessary
because they had mistakenly reported their NOL carryover amounts as
NOLD. Accordingly, we used these misreported amounts to estimate
corporate NOL carryover.

More specifically, the $246-billion carryover estimate for 1989 consisted of
two types of reporting errors made by about 570,000 of 761,000
corporations (75 percent) that claimed NoLDs. First, about 341,000
corporations with NOLs mistakenly reported $180 billion in carryover as
NoLDs. Because they had no taxable income in 1989, they should not have
reported any NOLD amount. Second, the remaining 229,000 corporations
reported an estimated $66 billion more NoLD than they needed to offset
taxable income.

Neither of these mistakes in NOLD reporting improperly reduced their 1989
taxable income. Regardless of the mistakes, NOLD claims can have major
tax impacts. For 1989, corporations reduced their tax liability by claiming
$39 billion in NoLDs. Specifically, many foreign and domestic corporations
paid no U.S. income taxes for 1989, in part, because of NOLD claims. Of the
estimated 1.27 million U.S.-controlled corporations that paid no income
tax, 24 percent claimed NOLDs that reduced their $6.5 billion taxable
income to zero. Of the estimated 32,135 foreign-controlled corporations
that paid no income tax, 18 percent claimed NOLDs that reduced their
$347.3 million taxable income to zero.

The $246-billion estimate is conservative primarily because it does not
include any potential carryovers among nearly one-third of all
corporations. Many of these corporations could have additional NoL
carryover. However, because these corporations correctly applied the
NOLD rules, our estimation methodology could not account for any NOL
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carryover they had. They either reported NOLD equal to taxable income or
did not report any NoLD because they had no taxable income.

IRS' Research Division recommended that corporate tax returns be
modified to report NOL carryover. We believe that the benefits of doing this
outweigh the costs. Knowing the NOL carryover amount would (1) improve
revenue estimates of proposed tax law changes, (2) improve voluntary
compliance in reporting NoLDs, and (3) allow IRs to do limited compliance
checks. Irs estimates that the added costs and burdens or reporting NOL
carryover would be minimal. Moreover, as discussed above, an estimated
570,000 corporations already reported their NOL carryovers on 1989 tax
returns even though it was not required.

Although such erroneous reporting of NOL carryover as NOLD had no tax
effect, corporations can improperly report their NoLs and NOLDs to lower
their tax liabilities. By auditing a random sample of the 1.2 million small
corporations that claimed NoLs in 1987, IrS estimated that 24 percent
actually had taxable income instead of NOLs and owed $2 billion in
additional taxes. IrRs random audits also found that another estimated
54,000 corporations improperly claimed NOLDs, including some that had no
NOL carryover to deduct.

Outside of these special random audits, Irs had little chance of detecting
either type of noncompliance because (1) corporations reporting NOLS
were much less likely to be audited according to IRs Examination officials
and (2) 1rs did not systematically track accumulated NoOL carryovers to
detect when a corporation improperly claimed NOLD.

5 Y
Background

Section 172 of the Internal Revenue Code authorizes taxpayers to carry
over NOLs and then use them as NoLDs to reduce or fully offset taxable
income. In general, taxpayers can use NOL from 1 tax year to claim tax
refunds in the 3 tax years before the NoL year and then carry over and
deduct any remaining NOL for up to 15 years after the NOL year. After the 156
years, any remaining NOL from the original tax year expires. When a future
tax year generates new NOLS, a new 15-year carryover period begins.

By authorizing NoLs and NOLDs, section 172 allows corporations with
fluctuating profits and losses over several years to even out their taxes by
offsetting loss years against profitable years. Since any accounting period
is somewhat arbitrary, the provision helps to ensure that economic income
is properly measured over a long period. In this way, the provision permits
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companies with more variation over time in their income to be treated the
same as companies with less variation in their income.!

Congress first enacted NOLD in 1919 as a temporary measure to help ease
business recovery following World War 1. NOLD was limited to the
immediate preceding and succeeding year. In the 1950s, the carryback and
carryover periods were changed to 3 and b years, respectively. In the
1970s, the carryover was extended to 7 years, and NOL usage rules were
made more flexible. Most recently, the 1981 Economic Recovery Tax Act
more than doubled the carryover period to 15 years.?

Studies of corporate NoLs and NOLDs are few. The most systematic study
occurs through 1rs’ Taxpayer Compliance Measurement Program (TCMP),
which is designed to measure taxpayer compliance by auditing a statistical
sample of returns. TCMP audits of corporations cover only small
corporations.? Irs does not have systematic data to measure larger
corporations’ compliance in reporting NOLs and NOLDs.

tcMP audits for 1980 and 1987 showed about a fivefold increase in NOL and
NOLD reporting.* For example, NOLD claims grew from about $17 billion to
$86 billion in current dollars. 1rs’ TcMP results did not explain the reasons
for such increases.

In 1992, 1rs used TCMP data to study facets of small corporate tax
compliance, including changes to NOLs and NOLDs between tax years 1980
and 1987.% Irs’ study also presented an estimate of NOL carryover among
small corporations in both 1980 and 1987.

Within the executive branch, the Department of the Treasury’s Office of
Tax Analysis prepares the official revenue estimates from proposed
changes in tax laws and the estimate of receipts under current law. Within
Congress, the Joint Committee on Taxation (JCT) prepares the official

'Barr, Lewis T., “Net Operating Losses—Sections 381, 382, and 269,” in Tax Management, Tax
Management, Inc., 1988.

“House, Senate, and conference reports provided no reason for this latest increase in the carryover
period.

YIRS defines small corporations as those reporting assets of less than $10 million or those not
submitting balance sheets. Large corporations report assets of $10 million or more.

‘For many reasons, these TCMP audits also showed that the overall compliance level of small
corporations dropped from 81 percent in 1980 to 61 percent in 1987.

%Trends in the Compliance of Small Corporations,” The IRS Research Bulletin, Publication 1500,
December 1992,
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Objectives, Scope,
and Methodology

revenue estimates from proposed tax law changes, and the Congressional
Budget Office prepares the estimate of receipts under current law.
Officials from these organizations said they attempt to account for NOL
carryovers in their estimates.

As requested, our objectives were to (1) estimate corporate NOL carryover,
(2) evaluate IRS instructions on how to use NOL carryover, (3) analyze an IRS
proposal to include the reporting of NOL carryover on corporate tax
returns, and (4) analyze 1rS’ enforcement efforts for NOL and NOLD reporting
by corporations. We also were asked to provide various statistical data on
corporate NOL carryover and NOLD reporting by industry group.

We had to estimate the NOL carryover amount because IRS did not have
such data. To estimate NOL carryover among large and small corporations
covered by our review, we relied on the methodology that Irs applied to
small corporations. Using weighted TCMP data, Irs assumed that many
small corporations had incorrectly reported their NOL carryover as NOLD for
1987 and that their reported NOLD represented their NOL carryovers. After
validating IrRS’ assumptions for all sizes of corporations, as described
below, we estimated NOL carryover for tax year 1989, To make our
estimates representative of the corporations that filed income tax returns
using Forms 1120 and 1120-A, we used weighted data from Irs’ Statistics of
Income (so1) Division on NOL and NOLD reported by corporations that filed
these returns.®

To confirm IR’ assumption that NOL carryover was reported as NOLD, we
(1) discussed 1rs’ 1987 TcMP results on small corporations with a
responsible Irs Examination official, (2) interviewed members of the
American Institute of Certified Public Accountants (aicpa), and

(3) reviewed all 76 tax returns selected for the 1987 TcMp that had reported
NoLD amounts reduced to zero by the TcMP examiner and that were
available for our analysis.” For large corporations, we also analyzed soi
data and surveyed 1Rs managers overseeing audits of six large corporations
that overreported NOLD for 1989,

To evaluate IRS’ instructions on NOLD, we reviewed the instructions and
publications on NOL, NOLD, and NOL carryovers. We discussed these

SAppendix 1 describes the reasons for excluding the specialized types of Forms 1120 from this review,
such as Forms 1120-S, 1120-PC, and 1120-L, among others.

"Appendix [ describes our selection of these 76 TCMP returns.
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documents with 1rs Tax Forms and Publications and Irs Examination
officials and with AICPA members.

We obtained information on the cost and burdens of reporting NOL
carryovers in discussions with Irs staff in the Tax Forms and Publications
Division and AlcPA members. We obtained information on the benefits of
this reporting by reviewing TCMP returns and so1 data and interviewing IRs,
JcT, and Treasury officials.

To analyze IrRS’ enforcement efforts on NOL and NOLD reporting, we met
with IRs officials responsible for IrS’ audits of corporate returns as well as
those responsible for the 1987 TcMp audits of small corporations. Further,
we analyzed IRS’ 1987 TcMP audit results and reviewed the 76 Tcmp audits
described earlier.

We also used sol data to develop various statistics. These statistics focused
on NOL carryover and NOLD reporting among corporations as well as on
corporate total receipts by type of industry and by domestic versus foreign
ownership.? We used the most recent tax year for which sor had corporate
return data available, which was 1989. We compared the 1989 statistics
with those for 1987—the first year after major changes were made to tax
laws.

Our estimates of NOL carryover and NOLD reporting are in current dollars.
Appendix I further explains our objectives, scope, and methodology. We
did our review between October 1992 and June 1993 in accordance with
generally accepted government auditing standards.

L

: Using 1rs Research’s methodology and so1 data, we estimated that
Estlmates of NOL corporations, both small and large, accumulated at least $245.7 billion in
Carry over NOL carryover by 1989. Like Irs, we found that most corporations had

erroneously reported their NOL carryover as NOLD instead of reporting the
NOLD needed to offset taxable income.

IRSi’ Methodology for By analyzing TcMp audits of small corporation returns for 1987, Irs
Estimating NOL Carryover Research estimated that 72 percent—523,945 of 731,103 small corporations
! reporting NoLb—overreported their NOLD.? They reported more NOLD than

Total receipts includes gross business receipts and other forms of positive income (e.g., interest) as
computed by SOIL.

Overreporting NOLD had no effect on corporations’ 1987 tax liability.
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needed to offset taxable income even though the NOLD amount should not
exceed taxable income after special deductions.!® These small
corporations either reported (1) NoLD when they had no taxable income
but rather had NoOL or (2) NOLD in an amount that exceeded their taxable
income.

IRS Research assumed that the 523,945 corporations incorrectly reported
their NOL carryover instead of the NOLD needed to offset taxable income.
Another estimated 1,035,412 small corporations could have NOL carryovers,
but Irs assumed they did not because they reported higher amounts of
taxable income than NoLD. Using those two assumptions, IrS’ methodology
covered about 1.6 million small corporations for 1987. IrS’ estimated NOL
carryover totaled at least $73.4 billion for 1987,

IRS’ estimate is understated because it does not include new NOLs created
in 1987 by small corporations. Nor does the estimate account for another
705,170 small corporations that may have had NoL carryover in 1987. Irs’
methodology could not account for their NOL carryover because they did
not overreport their NOLDs.

Our Estimate of NOL
Carryover

We validated Irs’ estimation methodology and assumptions not only for
small corporations but also for all corporations that filed Forms 1120 and
1120-A for 1989. For example, the 1IRS managers we surveyed confirmed
that the six large corporations they audited had reported their NoL
carryovers as their NOLD. In reviewing 76 TCMP returns in which 1rs
examiners reduced reported NOLD amounts to zero, we identified 62 small
corporations that appeared to report NOL carryover as NOLD. For the
remaining 14 returns, the case files lacked enough information for us to
determine if the reported NOLD amounts represented the corporations’
entire NOL carryover.

Our analysis of sol data for 1985 through 1989 also showed that all sizes of
corporations reported their NOL carryovers as NOLDs. For 1989, we
estimated that 75 percent of corporations reporting NoLD (570,083 of
760,719) overreported their NOLDs by reporting NoL carryovers. Of the
570,083 corporations, we estimated that 559,493 were small corporations
and 10,590 were large. The other 25 percent (190,636) did not report more
NOLD than needed to offset taxable income.

WSpecial deductions include (1) dividends received from certain foreign corporations or domestic
corporations and (2) dividends received and paid on certain public utility preferred stock.
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Although another estimated 918,569 corporations could have NoL
carryovers, we assumed they did not, following 1rs’ methodology. These
corporations had taxable incomes for 1989 but either did not claim NOLD or
claimed less NOLD than their taxable incomes. By adding them to the
570,083 corporations, our 1989 NOL carryover estimate covers about

1.5 million corporations (about two-thirds of the corporations that sox
estimated to have filed returns for 1989).

We estimated NOL carryover by applying IRS’ assumption to the soi data.
For 1989, our estimates of corporate NOL carryover totaled $245.7 billion.
Of the 570,083 corporations that generated this estimated $245.7 billion,
$180 billion arose because 340,830 corporations reported NoLDs when they
had NoLs. The remaining $65.7 billion came from 229,253 corporations that
reported NOLD in excess of taxable income. (Table I1.1 provides details on
the estimates for 1989 as well as 1987.)

IRS’ methodology relies on NOLDs being overreported. As a result, our
estimate of 1989 NOL carryovers could not account for NOL carryovers
among an estimated 709,798 corporations. These corporations did not
overreport their NOLDs because they (1) reported NOLDs equal to their
taxable incomes or (2) did not report any NoLDs when they had reported
NOLS or zero taxable income; such corporations could have NOL carryovers.
Further, following 1rs’ methodology, our estimate did not account for NoLs
reported for 1989,

However, our estimate would be reduced to the extent that corporations
used some NOL carryover shortly after filing their tax returns for 1989. For
example, they could use the carryover amounts to claim refunds for taxes
paid in prior years or to offset Irs audit results. Also, an unknown portion
of the estimated NOL carryover may never be used because the (1) 15-year
carryover periods expired or (2) corporations ceased doing business.

By analyzing sol data, we estimated that corporations accumulated NoOL
carryover of $159.9 billion in 1985 and $202.2 billion in 1987. Thus, our
$245.7-billion estimate for 1989 represents a 54-percent increase over 1985.
For comparative purposes, total receipts for the corporations covered by
our estimates grew from $0.95 trillion to $1.25 trillion (32 percent) over the
same time.

Because corporations can save NOL carryover for up to 15 years, they
accumulated carryover equal to nearly one-fifth of their 1989 total receipts

Page 8 GAO/GGD-93-131 Corporate Net Operating Losses



B-254203

of $1.25 trillion.!! This ratio varied widely among industries that had NoL
carryover—from 8.3 percent to 90.5 percent. Three industries with the
lowest ratios were wholesale and retail trade (8.3 percent), construction
(15 percent), and manufacturing (15.8 percent). The three specific
industries with the highest ratios were mining (90.5 percent); finance,
insurance, and real estate (34.9 percent); and agriculture, forestry, and
fishing (27.7 percent).

A comparison of that ratio (estimated NOL carryover/total receipts) for
foreign versus U.S.-controlled corporations in 1989 showed little
difference.!? We estimated that foreign-controlled corporations had

$51.4 billion in NoL carryover—or 19 percent of their $270 billion in total
receipts. Similarly, we estimated that U.S.-controlled corporations had
$194.3 billion in NOL carryover—or 19.8 percent of their $983 billion in total
receipts.

The ability of corporations to carry over their NOLs for up to 15 years helps
explain why more than one in four that filed 1989 returns had a NoL
carryover. We estimated that 570,083 of the 2.2 million corporations filing
1989 returns—or 25.9 percent—had NoL carryover. The specific industry
with the lowest ratio was construction (23.6 percent). The industry with
the highest ratio was mining (37.6 percent).

NOLD claims partially explain why many foreign and domestic corporations
paid no U.S. income taxes for 1989. Of the estimated 1.27 million
U.S-controlled corporations that paid no income tax, 305,626 (24 percent)
claimed NoLDs that reduced their $6.5 billion taxable income to zero. Of the
estimated 32,135 foreign-controlled corporations that paid no income tax,
5,717 (18 percent) claimed NoLDs that reduced their $347.3 million taxable
income to zero.

Although Treasury officials noted that they already attempt to estimate the
effect of NOL carryovers and related NOLD claims on corporate receipts
under current law, they said many variables would affect estimates of the
specific tax impacts in future years. As a result, we did not attempt to
estimate such impacts. Even so, they acknowledged that future NoLD
claims could offset billions in tax revenues, depending on such variables
as the rate at which corporations use their NOL carryover in NOLD claims.

"For reasons discussed earlier, it is highly unlikely that corporations would use all of their NOL
carryovers to offset this portion of their total receipts.

“For 1989, “foreign-controlled” corporation is a U.S. corporation in which 50 percent or more of it is
foreign owned.
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NOLD Reporting
Instructions Are Not
Clear

For example, corporations lowered their 1989 tax liability by claiming an
estimated $39.2 billion in NoLps—about 16 percent of the estimated
$246 billion carryover among corporations covered by our review.

All types of corporations were included in our 1989 estimate of NOL
carryover, but finance, insurance, real estate, and manufacturing
corporations accounted for about half of the estimated carryover.
Appendix II provides more statistics on NOL carryover and NOLD claims.

As discussed earlier, in the 1987 TCMP, IrS found that a large percentage of
small corporations incorrectly reported their NOL carryover from previous
years as NOLD. After analyzing the 1987 TcMp data, IRS’ Research staff
concluded that many corporations were confused over how much NOLD to
report. We agree. Our work substantiates such confusion because of
unclear IRrS instructions on NOLD reporting.

For example, the instructions did not explain that (1) NoLD should be
reported only if the taxpayer had positive taxable income and NOL
carryovers from prior years and (2) the NOLD claimed in the current tax
year should be limited to the taxable income remaining after special
deductions. Instead, the instructions defined NOLD only as “the total of the
NOL carryovers and carrybacks that can be deducted in the tax year.”

According to AIcPA members, this definition has two confusing elements.
First, NOL cannot be carried back in the current tax year (i.e., the year that
the instructions cover). Second, the phrase “that can be deducted in the
tax year” may be interpreted as the amount that the corporation has
available to deduct if it had the income. In addition to erroneous reporting
due to the confusion, some AICPA members reported a client’s NOL
carryover as NOLD to track this carryover and inform Igrs of it.

To address the many NoLD reporting errors found in the 1987 TCMP, IRS’
Research Division submitted a suggestion to Irs’ Tax Forms and
Publications Division to clarify NOLD reporting instructions. In response to
Research’s suggestion, Tax Forms and Publications staff planned to clarify
the 1993 NoLD instructions for Forms 1120 and 1120-A and Publication 536
(Net Operating Losses).
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IrS' Research Division also suggested that all corporate taxpayers compute
and report their NOL carryover on a standardized form to be filed with the
tax return. Irs already provides a worksheet that corporations may use to
compute NOL carryovers but does not collect the completed worksheets,
Although corporations that claim NOLD are required to attach a statement
showing their NOL carryover computations, this statement is not
standardized.

Because many corporations have software programs to compute NOL, NOL
carryover, and NOLD, IrS’ Tax Forms and Publications Division staff
believed that a standardized form would have limited value. In lieu of
developing a standardized NOL carryover form, Irs decided to add space on
Schedule K, Form 1120, as well as to other types of 1120 tax returns to
report the amount of NOL carryover. As of August 1993, a draft of this
proposed change for tax year 1993 returns had been developed.

According to Tax Forms and Publications staff, the cost to add a line on
corporate tax returns to report NOL carryover is minimal. Irs has estimated
that adding a line would increase corporate burden by 14 minutes for
recordkeeping and 1 minute for preparing the form. Treating those as new
tasks, those estimates do not recognize that corporations already should
compute and track their NOL carryovers to claim NOLDs. To the extent they
do, corporations already have absorbed the additional 14 minutes for
recordkeeping. Regardless, we believe that any additional burden is small.
For the entire Form 1120, 1rs estimated that all recordkeeping and
preparation took 139 hours for tax year 1992.

IrS also would incur additional costs to transcribe the reported NOL
carryover data. In addition, if IrRS chooses to use the NOL data in
enforcement programs, it would incur some costs to set up computer
programs to store and manipulate the data.

Knowing each corporation’s NOL carryover would have multiple benefits.
Having the data would improve (1) revenue estimates on proposed
changes to corporate tax law, (2) voluntary compliance among
corporations, and (3) Irs’ checks for NOLD compliance.

Department of the Treasury and Jcr staff rely on large computer models of
the federal income tax system and the economy to estimate the revenue
yield from proposed tax law changes. For example, one data element in
the Treasury corporate tax model is the estimated NOL carryover available
to offset future taxable income. Officials from both organizations
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IRS Generally Does
Fewer Checks on NOL
and NOLD Reporting
Compliance

supported getting more accurate data on NOL carryover. They believed they
could improve their revenue estimates if corporations were required to
report NOL carryover amounts.

Corporate voluntary compliance in reporting NoLD would likely improve. If
IRS instructions clearly stated the NOLD rules and corporations annually
reported their NOL carryover amounts, NOLD reporting errors would be less
likely. Also, IrS examiners would have less difficulty in verifying
compliance with the NOLD rules according to IRS officials. NOLD reporting
errors also increase sor's workload. Specifically, to provide accurate NOLD
data, sol must invest resources to correct misreported NOLDS.

If corporations were required to report their NOL carryovers, IRS could use
the data to do computerized compliance checks. IRs could create a
computer program to track whether corporations have enough NOL
carryover to support NOLDs they claim.

In addition to unintentional errors, corporations may not comply with NOL
and NoOLD rules in two ways. First, they could report NOL when they actually
had taxable income. Second, they could improperly claim NOLD when they
had no NOL carryover.

The scope of our work did not allow us to comprehensively check how
often these two types of noncompliance occurred across all corporations
that Irs audited. However, during our review of TCMP statistical results and
audit case files on small corporations, we found evidence of both types of
noncompliance. Even so, IRS generally gives little scrutiny to corporate
returns reporting NOL or to corporate NOL carryover amounts.

IRS Audits of NOL Returns
Can Have a Tax Impact

1rS did not have available data on how often it audits corporate returns
that reported NOL compared with those that reported a profit. IRS
Examination officials said they generally audit a much smaller percentage
of corporate returns that report NOL. IRS selects corporate returns to audit
under various criteria and methods. In general, Irs attempts to audit
returns that have high revenue. As a result, IrRS would be less likely to audit
NOL returns, unless IRs believes its examiners would find enough
noncompliance to overcome NOL and generate tax revenue for the tax year
being audited.
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IRS may audit NOL returns under special audit programs. For example,
using various criteria, IRS annually selects the largest, most complex
corporations for its Coordinated Examination Program (Cep). Under CEp,
teams of revenue agents and specialists audit corporations—most of
which have assets over $250 million. These team audits cover several tax
years and take several years to complete. In April 1992, we reported that
IRs audited 77 percent of these CEP corporations in fiscal year 1991.1% 1rs
generally did not audit CEP returns that had little or no revenue potential,
such as those reporting NoLs. Irs officials said CEP may later audit an NoL
return when the corporation files a return with taxable income.,

Further, IrS randomly selects returns—including those reporting NOLs—to
be audited in TcMp. For small corporations, the most recent TcMps have
covered tax years 1980 and 1987; the 1987 Tcmp covered about 19,000 small
corporations. For 1987, an estimated 54 percent of the small corporations
(1.2 million of 2.3 million) reported NOLs—an increase from the 43 percent
that reported NoLs for 1980. Because IrS’ TcMP audits included small
corporations that reported NOLs, we were able to analyze the results of
those audits.

Our review of Tcmp data for 1987 showed that auditing small corporations
that reported NOLs can have a tax impact. IrS estimated that audits of
507,000 of the 1.2 million small corporations reporting NoLs for 1987—as
well as the returns of individuals associated with the corporations (e.g.,
officers)—would have generated tax revenues.

If 1rs had done these audits, Irs estimated that it would have erased the
NOLS reported by about 300,000 small corporations and generated $2 billion
in additional taxes—about 29 percent of all additional taxes from the TcmMp
audits of small corporations. The increase in taxes per return would have
averaged an estimated $6,739. By erasing $5 billion in reported NoLs and
boosting taxable income by $8 billion, these audits would have kept the
NOL carryover from being improperly inflated.

The TcMP audits also addressed improper NOLD claims. Of the estimated
731,103 small corporations claiming NOLD, Irs estimated that audits would
have reduced NOLD to zero for about 54,000. IrS’ estimates did not include
how many of these 54,000 small corporations claimed NOLDs without
having any NOL carryover.

"ax Administration: IRS’ Efforts to Improve Corporate Compliance (GAO/GGD-92-81BR, Apr. 17,
1992).
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Some Corporations
Claimed NOLD Without
Having NOL Carryover

We reviewed TCMP audit results for tax year 1987 in which the examiner
disallowed the small corporation’s entire NOLD. Of the 76 TcMP audits that
met this criterion and that were available for our review (see app. I), we
found 4 audits in which the TcMP examiner denied NoLD because the small
corporation had already used up its NOL carryover. In these cases, the NOLD
claims ranged from about $2200 to about $5300.

In two of the four audits, the audit workpapers did not disclose whether
the small corporations had simply erred or had intended to improperly
claim NoLD. These two audits involved an architectural and engineering
corporation and a corporation for which the industry was not recorded.
However, in the two other audits, the workpapers showed that Irs
assessed a negligence penalty against the small corporation due, in part, to
disregard of NOLD rules. These audits involved a service corporation and an
electrical service corporation.

Among these 76 TcMP audits, we identified another 15 small corporations
that may have improperly claimed NOLD. For five corporations, the TcMP
examiners denied the NOLD because the corporation did not provide
enough evidence to support the claim. For 10 other corporations, the TCMP
audit files did not explain why the examiner denied NOLD. Because of the
lack of information, we could not determine how many, if any, of these 15
small corporations claimed NoLD when they had no NOL carryover.

@
Conclusions

Hundreds of thousands of corporations, both large and small, have been
incorrectly reporting NOLD. We believe that these corporations have
mistakenly reported their entire NOL carryover as their NOLD instead of
reporting the amount needed or available to offset taxable income. We
believe that unclear instructions on NOLD reporting have contributed to
taxpayer confusion over how much NOLD to report. IrS officials agreed and
plan to clarify the NOLD reporting instructions for the 1993 tax year.

Regardless of the motives or frequency of improper NOLD claims, IRS does
not automatically track the NoOL carryover accumulated by corporations.
Doing this tracking from year to year would help Irs identify corporations
that claim NoLDs but have no NoOL carryover. However, IRS cannot easily do
this tracking because corporations are not required to annually report
their NOL carryover.

According to IRS officials, reporting NOL carryover would create only
minimal burdens for corporations. Corporations already must compute
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Recommendations

Agency Comments

NOL carryovers to claim NOLD. Also, we believe that Irs costs to collect and
store the carryover data would be minimal.

On the other hand, requiring corporations to annually report their NoL
carryovers would clarify how many billions of NOLD carryover dollars
corporations have available to offset taxable income for up to 15 tax years
in the future. Knowing the carryover amount could lead to (1) more
reliable revenue estimates for proposed tax legislation, (2) increased
voluntary compliance among corporations, and (3) new IRS compliance
checks of NOLD claims.

We recommend that the Commissioner of Internal Revenue

revise IRS’ instructions on reporting NOLD to clarify amounts that can be
deducted and to clearly define NoL carryover, and

require corporations to annually report their NOL carryovers and use the
reported amounts to track corporate NOLD claims,

We discussed our recommendations with responsible officials at 1rRS and
Treasury and have incorporated their comments where appropriate. The
officials agreed with our recommendations.

As agreed with the Subcommittee, unless you publicly announce its
contents earlier, we plan no further distribution of this report for 30 days.
At that time, we will provide copies to the Secretary of the Treasury, the
Commissioner of Internal Revenue, the Director of the Office of
Management and Budget, and other interested parties. We will also make
copies available to others upon request.
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The major contributors to this report are listed in appendix III. If you have
any questions about this report, please call me at (202) 512-5407.

Sp‘ cerely yours, / ;

Jennie S. Stathis
Director, Tax Policy and
Administration Issues
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Objectives, Scope, and Methodology

Our objectives were to address the following questions:

+ How large is the corporate NOL carryover from past years?

+ How adequate are the instructions to corporations for reporting NOLD?

« Would knowing the NOL carryover (1) improve revenue estimates,
(2) increase voluntary compliance, and (3) enable Irs to check NOLD
compliance?

« How does IRrs attempt to enforce corporate compliance in NOL and NOLD
reporting?

In addition, we were asked to provide statistical data on corporations’
total receipts, ownership (domestic versus foreign), cost of sales and
operations, tax deductions, taxable income before NOLD and special
deductions, income subject to tax, and total tax before and after tax
credits. As requested, we also developed various statistics on NOL
carryover and NOLD claims for corporations that reported profits or losses
in each type of industry.

To estimate NOL carryovers that corporations accumulated as of 1989, we
expanded on a methodology used by IRS’ Research Division. Research
developed this methodology by analyzing 1rs’ 1987 Tcmp audits of small
corporations and used it to estimate the amount of NOL carryover that
small corporations accumulated as of 1987.

The methodology assumed that many small corporations overreported
their NoLDs for 1987 because they had incorrectly reported NOL carryover
as NoLD. IrS found two conditions under which corporations overreported
NoLDs. First, corporations reported NOLD when they should not have
reported any because they had NoLs. Second, corporations reported NOLD
that exceeded their positive taxable income. To estimate NOL carryover,
the Research Division assumed that both groups of corporations had
incorrectly reported their entire NOL carryover as NOLD. Also, Research
assumed that small corporations had no NOL carryover if they reported
positive taxable income and either (1) a lower NOLD amount or (2) no NOLD
amount.

To estimate NOL carryover among small and large corporations, we applied
RS’ methodology to all corporations that filed Forms 1120 and 1120-A. In
tax years 1985 through 1989, 99 percent of all corporations (excluding
Subchapter S) filed one of these two tax forms according to sor's
estimates. The remainder filed more specialized types of Form 1120, such
as 1120-L or 1120-PC. We excludéd Subchapter S corporations because
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they cannot claim NOLDs to reduce taxable income. We identified these
corporations by using IRs’ so1 samples for tax years 1985 through 1989.

Research did not develop a methodology for estimating the NoL carryover
of those small corporations that (1) claimed NOLD equal to taxable income
or (2) claimed no NOLD when they reported NoL. As a result, both Irs’ and
our estimates of NOL carryover may be understated because such
corporations would have an unknown amount of NOL carryover. Also,
neither estimate includes new NOLs that were accumulated in the related
tax years (i.e., tax years 1987 for 1rs and 1989 for us).

Both Irs’ and our estimates may be overstated to the extent that an
unknown portion of the NOL carryover may have been claimed as NOL
carrybacks or as a result of 1rS audit adjustments. In the future, some of
the NOL carryover may not be used because the 15-year carryover period
expired or corporations ceased doing business.

To confirm Research’s methodology and assumptions on small
corporations reporting NOL carryover as NOLD, we interviewed AICPA
officials and an 1rRs Examination official who helped monitor the 1987 Tcmp
audits. We also reviewed returns and related workpapers for TcMp audits
of 76 small corporations in which TcMP examiners reduced the reported
NOLD amounts to zero. We had requested all 135 TcMP returns from small
corporations that met this criterion. However, we could not use 59 returns
because (1) Irs was unable to provide audit files for 32 returns and (2) the
files for 27 returns lacked enough information to enable us to confirm that
the NOLD was disallowed.

We also confirmed Irs’ assumption for large corporations. In addition to
our AICPA interviews, we did this by reviewing so1 data and by sending a
questionnaire to IRS CEP case managers with audit oversight responsibility
for the six large corporations that overreported NOLD in 1989. Three
corporations reported NOLD unnecessarily because they reported NoL, and
three corporations reported NOLD that exceeded their reported taxable
income.

To evaluate Irs instructions on how corporations should use NOL
carryover, we reviewed IRS’ instructions and publications governing NOLs,
NOLDs, and NoOL carryovers. We also discussed these materials with officials
from the 1rs Tax Forms and Publications and Examination divisions and
AlcpA officials.
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We obtained information on the cost of having corporations report NOL
carryovers through discussions with officials from 1rs’ Tax Forms and
Publications Division. We asked for an estimate of the costs for obtaining
NOL carryover data by either (1) adding a line to corporate tax returns or
(2) using a standardized form.

To develop information on the benefits of requiring corporations to report
their NOL carryover, we interviewed officials from Irs’ Tax Forms and
Publications and so1 divisions, the Department of the Treasury, and JcT. In
the Treasury interview, we asked about the pros and cons of requiring
corporate taxpayers to report their NOL carryover amounts.

To analyze IRS’ enforcement for NOL and NOLD reporting, we met with IRS
officials responsible for audits of corporate tax returns as well as those
involved in tax year 1987 TcMp audits of small corporations. Further, we
analyzed aggregated results on the TcMP audits and reviewed the 76 TcMp
audit files described earlier.

To develop other statistical information, such as corporate receipts,
ownership (domestic versus foreign), cost of sales and operations,
deductions, and NOLD claims for corporations in each type of industry, we
relied on samples of corporation income tax returns for tax years 1987 and
1989 that so1 selected and weighted. To be consistent, we limited our
statistical analyses to corporations filing Forms 1120 or 1120-A.

Because the data are based on a sample, they are subject to sampling
error. Sampling error may vary widely from one estimate to another.
Estimates appearing in appendix II tables are descriptive only. Differences
between groups or years presented in the tables have not been analyzed
for statistical significance.
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Statistics on NOL Carryover and Related

Data

Estimated NOL Our analysis of 1989 tax data in IrRs’ soI database indicated that

corporations (excluding Subchapter S corporations) accumulated an
Carryover by Industry estimated $245.7 billion in NoL carryover. Compared to 1987 sor data, this

Type (1987 and 1989) amognt fepresent.s about a 22-percent inc.rease in NoL carryover. (For
detailed information on NOL carryover by industry type for years 1987 and

1989, see table I1.1.)

Table Il.1: Estimated Net Operating Loss Carryover of Corporations by Industry, Tax Years 1987 and 1989

Dollars in millions

Net operating loss carryover for returns claiming a net operating loss deduction

1987 1989
In excess of In excess of

industry division/major industry With negative taxable With negative taxable

name Income Income Total income income Total
Agriculture, forestry, and fishing $2,170 $1,543 $3,713 $2,069 $1,696 $3,765
AgriQulture. forestry, and fishing 2,170 1,543 3,718 2,069 1,696 3,765
Mining $13,882 $4,210 $18,092 $14,329 $6,473 $20,802
Metal mining 1,075 187 1,262 906 708 1,614
Coal mining 670 823 1,493 649 396 1,045
Oil and gas extraction 11,938 2,973 14,911 12,5624 5,299 17,823
Nonmetallic minerals, except fuels 199 227 426 250 708 320
Construction $4,544 $2,455 $6,999 $5,208 $3,971 $9,179
General building contractors 2,269 1,317 3,586 2,936 1,211 4,147
Heavy construction contractors 882 462 1,344 1,093 1,959 3,052
Special trade contractors 1,393 676 2,069 1,179 801 1,980
Manufacturing $34,237 $18,611 $52,848 $39,469 $17,362 $56,831
Foocj and kindred products 1,784 426 2,210 2,530 389 2,919
Tobacco manufactures 0 0 0 b 0 62
Texlifle mill products 1,938 192 2,130 595 175 770
Appérel and other textile products 627 510 1,137 1,264 608 1,872
Lumber and wood products 752 423 1,175 512 291 803
Furniture and fixtures 339 82 421 427 181 608
Papeér and allied products 319 550 869 282 429 711
Print_ﬁng and publishing 1,969 535 2,504 3,306 640 3,946
Chefical and allied products 2,851 1,362 4,213 2,979 1,039 4018
Petrcf)leum and coal products 1,897 1,643 3,540 1,696 1,053 2,749
Rubber and misc. plastics products 368 852 1,220 501 747 1,248
Leather and leather products 1532 20 173 3g2e b 383
Stong, clay, and glass products 502 370 872 1,451 449 1,990
Prirr{ary metal industries 1,326 4,239 5,565 1,238 3,077 4315

t
i
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Data

Dollars in millions

Net operating loss carryover for returns claiming a net operating loss deduction

1987 1989
In excess of In excess of

Industry division/major industry With negative taxable With negative taxable
name income income Total income income Total
Fabricated metal products 2,602 1,595 4,197 3,186 1,523 4,709
Machinery, except electrical 4,712 1,921 6,633 3,903 2,749 6,652
Electrical and electronic equipment 5,399 1,418 6,817 8,044 1,977 10,021
Motor vehicles and equipment 1,651 33 1,584 2,144 174 2,318
Transportation equipment, except 1,216 1,194 2,410 474 501 975
motor vehicles
Instruments and related products 1,290 499 1,789 1,759 608 2,367
Misc. manufacturing and not allocable 2,642 747 3,389 2,790 751 3,514
Transportation and public utilities $14,573 $6,014 $20,587 $21,465 $3,819 $25,284
Transportation 8,215 2,236 10,451 10,553 2,320 12,873
Communication 3,317 708 4,025 7,054 358 7,412
Electric, gas, and sanitary services 3,041 3,070 6,111 3,858 1,141 4,999
Wholesale and retall trade $19,349 $8,759 $28,108 $22,548 $9,410 $31,958
Groceries and related products 338 317 655 531 368 899
Machinery, equipment, and supplies 2,075 775 2,850 2,509 750 3,259
Miscellaneous wholesale trade 9,197 3,782 12,979 9,804 4,490 14,294
Building materials, garden supplies, 646 175 821 636 388 1,024
and mobile home dealers
General merchandise stores 864 232 1,096 731 210 941
Food stores 339 176 515 866 274 1,140
Auto dealers and service stations 995 759 1,754 1,207 300 1,507
Appargl and accessory stores 627 177 804 890 229 1,119
Furniture and home furnishing stores 116 191 307 526 143 669
Eating and drinking places 2,368 836 3,204 2,189 1,224 3,413
Misc. rétail stores 1,675 826 2,501 2,595 1,027 3,622
Not ailnf;cabte 109 513 622 642 b 718
Finange, insurance, and real estate $33,204 $14,352 $47,556 $49,934 $15,515 $65,449
Banking 3,329 1,313 4,642 5,432 1,715 7,147
Credit Bgencies other than banks 10,797 6,712 17,509 18,919 4,969 23,888
Security, commodity brokers, and 998 233 1,231 1,094 418 1,512
services
Insurance 1,739 132 1,871 112 140 252
lnsuyarﬁce agents, brokers, and 787 930 1,717 813 223 1,036
servicas

11,204 3,718 14,922 15,650 5,445 21,095

Real estate
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Dollars in millions

Net operating loss carryover for returns claiming a net operating loss deduction

1987 1989

in excess of In excess of
industry division/major industry With negative taxable With negative taxable
name Income Income Total income income Total
Holding and other investment 4,350 1,314 5,664 7,914 2,605 10,519
companies except bank holding
companies
Services $16,919 $5,625 $22,544 $24,899 $7,335 $32,234
Hotels and other lodging places 1,196 277 1,473 1,695 549 2,244
Personal services 311 118 429 445 370 815
Business services 9,634 2,392 12,026 11,250 3,808 15,058
Auto repair and misc. repair services 571 599 1,170 932 325 1,257
Amusement and recreation services 1,531 736 2,267 3,380 859 4,239
Other services 3,676 1,603 5,179 7,197 1,424 8,621
Not allocable $1,689 $43 $1,732 $51° $106° $157
Total $140,567 $61,612 $202,179 $179,972 $65,687 $245,659

:_
NOL Carryover by
Industry Compared to

Tatal Receipts

Note: Figures were obtained from weighted estimates based on samples. The weights were

provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another, Data limitations are discussed in SOl publication, 1889 Corporation

Income Tax Returns.

8ln accordance with SOI criteria, these estimates are based on fewer than 10 returns and shou
be considered statistically unreliable.

bn accordance with SOI criteria, these estimates are based on two or fewer returns and have
been deleted to avoid disclosure of information about specific corporations.

Source: IRS.

Id

To provide a better perspective on our NOL carryover estimate, we

this analysis.
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Statistics on NOL Carryover and Related

Data

Table I1.2: Estimated Net Operating Loss Carryover of Corporations by Industry Compared to Total Receipts, Tax Year 1989

Dollars in millions

All corporations

Corporations with net operating loss carryover

Percentage of

Number of Number of NOL carryover to
Industry division returns  Total recelpts returns Total receipts NOL carryover total receipts
Agriculture, forestry, and 70,592 $59,876.1 17,514 $13,597.8 $3,764.6 27.7%
fishing
Mining 25,891 91,208.0 9,732 22,986.5 20,802.9 90.5
Construction 253,506 373,115.5 59,841 61,173.9 9,178.2 15.0
Manufacturing 197,339 3,254,905.1 50,696 360,669.6 56,834.2 15.8
Transportation and 94,178 852,874.3 27,036 97,223.6 25,284.0 26.0
public utilities
Wholesale and retail 631,656 2,454,138.2 154,089 386,878.8 31,957.7 8.3
trade
Finance, insurance, and 356,489 1,201,467.9 97,735 187,608.8 65,448.4 34.9
real estate
Services 556,574 557,998.5 152,181 122,175.8 32,234.0 26.4
Not allocable 12,225 1,975.4 1,259 366.5 157.2 42.9
Total 2,198,450 $8,847,559.0 570,083 $1,252,681.3 $245,661.2 19.6
Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOl publication, 1988 Corporation
Income Tax Returns.
Source: IRS.

: We compared the NOL carryover accumulated by both U.S.- and
EStlmated NOL foreign-controlled corporations to each group’s total receipts for 1989.
C&I’I'YOVEI' of U.S.-and  Table I1.3 shows the results of this analysis.

Foreign-Controlled
Corporations
Compared to Total

Recpipts
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Table 11.3: Estimated Net Operating
Loss Carryover of U.S.- and
Foreign-Controlled Corporations
Compared to Total Recelpts, Tax Year
1989

Dollars in billions

Percentage of

Estimated NOL NOL. carryover to
Corporation group carryover Total receipts total receipts
U.S.-controlied $194.3 $982.9 19.8%
Foreign-controlled 51.4 269.7 19.0
Total $245.7 $1,252.6 19.6

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOI publication, 1989 Corporation
Income Tax Returns.

Source: IRS.

Receipts for
Corporations With Net
Incomes and Net
Losses

Between 1987 and 1989, total receipts increased from $6.2 trillion to $6.9
trillion (11 percent) for corporations reporting net incomes.! Seven
industry divisions increased their receipts; the services division and the
not-allocable division did not. The mining and manufacturing divisions
experienced the largest increases in total receipts (61 and 20 percent,
respectively).

Within the mining division, oil and gas extraction corporations had the
largest increase. Within the manufacturing division, motor vehicles and
equipment corporations had the largest increase.

For corporations reporting NOLs, total receipts increased from $1.87 trillion
to $1.91 trillion (2 percent). The two divisions experiencing the largest
increase in receipts were wholesale and retail trade (28 percent) and
transportation and public utilities (21 percent). Within wholesale and retail
trade, general merchandise stores were responsible for the largest
increase. Within transportation and public utilities, transportation
corporations were responsible for the largest increase.

Despite the overall increase in total receipts among corporations reporting
NOLs, seven industries in the mining and manufacturing divisions and eight
industries in the other divisions had decreases in receipts. (For detailed
information on total receipts by industry type for corporations with net
incomes and net losses for years 1987 and 1989, see table 11.4.)

"Total receipts include gross business receipts and all other forms of positive income, such as interest
and dividends as computed by SOl
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Data

Table 11.4: Corporation Recelpts by Industry, Tax Years 1987 and 1989

Total receipts for returns with net income

Total receipts for returns with net loss

Industry divislon/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Agriculture, forestry, and fishing $41,345.1 $44,864.1 8.5% $14,274.4 $15,012.0 5.2%
Agriculture, forestry, and fishing 41,3451 44,864.1 85 14,2744 15,012.0 5.2
Mining $42,642.1 $68,644.9 61.0 $46,203.5 $22,563.0 -51.2
Metal mining 3,865.3 6,001.0 55.3 5,170.5 1,991.7 -61.5
Coal mining 11,914.0 11,1991 -6.0 4,871.7 8,950.0 83.7
Oil and gas extraction 18,017.2 44,453.0 146.7 35,091.8 10,091.2 -71.2
Nonmetallic minerals, except fuels 8,845.6 6,991.8 -21.0 1,069.5 1,530.1 431
Construction $265,669.6  $268,001.6 09  $90,818.7  $105,029.1 15.6
General building contractors 121,357.7 114,808.7 ~5.4 47,0759 48,765.7 3.6
Heavy construction contractors 39,700.8 46,314.9 16.7 12,8215 16,660.4 29.9
Special trade contractors 104,611.1 106,878.0 2.2 30,921.3 39,603.0 28.1
Manufacturing $2,294,504.4 $2,744,364.8 19.6  $666,590.7  $510,146.1 -23.5
Food and kindred products 261,548.6 280,606.5 7.3 53,576.2 56,290.0 5.1
Tobacco manufactures 51,403.9 59,924.4 16.6 a 15,370.3° 4123
Textile mill products 36,391.3 29,751.1 -18.2 8,194.6 10,789.9 31.7
Apparel and other textile products 35,792.5 35,641.5 ~-0.4 11,859.1 12,134.3 2.3
Lumber and wood products 63,831.9 56,436.4 -11.6 10,402.5 11,7761 13.2
Furniture and fixtures 24,338.0 24,360.8 0.1 7,455.2 9,103.7 22.1
Paper and allied products 88,931.8 99,562.6 12.0 5,083.4 15,742.6 209.7
Printing and publishing 99,079.9 106,303.2 7.3 23,973.6 32,006.5 335
Chemical and allied products 270,674.8 318,428.1 17.6 28,2531 34,396.9 21.7
Petrol?um and coal products 311,146.8 418,767.5 34.6 82,426.7 35,452.4 ~57.0
Rubbér and misc. plastics products 51,908.4 44,667.4 -13.9 7,847.0 17,632.8 124.7
Leamér and leather products 11,671.2 13,699.9 17.4 1,310.7 1,648.0 257
Stone, clay, and glass products 47,639.7 40,4721 -15.0 11,491.7 22,586.8 96.5
F’rimaﬁy metal industries 82,168.5 122,873.9 49.5 30,273.2 18,318.0 ~-39.5
Fabricated metal products 118,045.0 113,425.5 -3.9 29,838.0 29,766.0 -0.2
Machihery, except electrical 183,902.0 220,085.4 19.7 46,369.9 59,764.2 28.9
Electrical and electronic equipment 205,961.1 233,632.5 13.4 46,264.6 59,124.2 27.8
Motor:\/ehicles and equipment 138,862.3 276,751.7 99.3 218,536.0 26,057.8 -88.1
Trans;f;ortation equipment, except 119,557.9 136,778.3 14.4 14,639.7 14,810.3 1.2
motor vehicles
Instruments and related products 55,136.3 69,963.5 26.9 10,291.8 12,598.6 22.4
i 36,5125 42,2325 15.7 15,503.3 14,776.7 Y

Misc. nanufacturing and not atlocable
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Dollars in millions

Total receipts for returns with net Income

Total receipts for returns with net loss

Industry division/major Industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Transportation and public utilities $608,041.2 $683,323.9 124 $140,573.2 $169,445.3 20.5
Transportation 205,709.2 213,630.4 39 60,277.8 85,520.3 419
Communication 176,588.9 221,926.6 25,7 22,894.8 25,471.2 11.3
Electric, gas, and sanitary services 225,743.1 247,766.9 9.8 57,400.6 58,453.8 18
Wholesale and retall trade $1,769,753.8  $1,798,626.5 1.6 $511,832.6 $655,237.0 28.0
Groceries and related products 141,992.8 155,318.4 9.4 24,077.9 33,897.8 40.8
Machinery, equipment, and supplies 92,835.3 85,405.4 -8.0 21,1671 25,151.6 18.8
Miscéllaneous wholesale trade 643,627.6 680,539.8 57 212,913.0 244,917.3 15.0
Building materials, garden supplies, 51,288.9 46,118.8 -10.1 12,563.7 19,816.9 57.7
and mobile home dealers

General merchandise stores 211,168.2 221,062.0 4.7 14,272.3 32,791.0 129.8
Food stores 183,931.3 192,528.7 4.7 56,7141 86,390.6 52.3
Auto dealers and service stations 170,871.2 139,691.1 -18.2 72,189.3 88,3091 22.3
Apparel and accessory stores 44.834.6 55,068.3 22.8 15,812.8 14,9196 -5.6
Furniture and home furnishing stores 31,795.4 30,469.4 ~-4.2 6,609.8 12,725.7 92.5
Eating and drinking places 64,918.0 60,936.2 -6.1 24,992.8 35,394.6 41.6
Misc. retail stores 127,906.3 129,492.8 1.2 49,274.5 60,198.4 22.2
Not allocable 4,584.2 1,995.6 -56.5 1,245.3 724 .4 ~-41.8
Finance, insurance, and real estate $784,645.9 $890,741.8 13.5 $227,938.2 $241,320.3 5.9
Banking 297,332.0 387,397.8 30.3 54,489.5 62,031.7 13.8
Credit agencies other than banks 169,824 .1 169,436.0 -0.2 37,566.6 66,5191 771
Secqrity, commodity brokers, and 30,718.8 52,753.0 71.7 27,697.7 18,1109 ~-34.6
services

Insurance 125,715.7 173,704.9 38.2 32,943.3 29,320.5 ~-11.0
Insutance agents, brokers, and 22,229.7 18,561.3 -16.5 5,593.4 5,176.3 -7.5
servﬁces

Real estate 51,385.0 49,4249 -3.8 33,4779 39,510.3 18.0
Hold:ir\g and other investment 87,440.6 39,463.9 -54.9 36,169.8 20,6515 -42.9
companies except bank hotding

companies

Ser\#lcas $382,090.8 $366,464.3 -4.1 $170,945.7 $191,097.0 11.8
Hotals and other lodging places 18,580.7 16,226.3 -12.7 8,043.0 13,750.7 71.0
Pers‘bnal services 15,505.3 17,698.0 14.1 4,708.5 5,273.9 12.0
Business services 131,350.7 148,832.6 13.3 59,083.1 74,756.6 26.5
Auta repair and misc. repair services 30,283.2 37,133.8 22.6 11,965.4 15,697.5 30.4
Amusement and recreation services 35,205.8 46,022.0 30.7 20,405.6 21,337.6 4.6
Othér services 151,165.1 100,551.6 -33.5 66,740.1 60,380.7 -9.5

T
'
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Data
Dollars in millions
Total receipts for returns with net income Total receipts for returns with net loss
industry division/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Not allocable $2,794.7 $1,178.9 ~57.8 $1,309.7 $784.0 -40.1
Total $6,191,487.6 $6,866,210.8 10.9 $1,870,486.7 $1,910,633.8 2.1

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOI publication, 19839 Corporation
Income Tax Returns. —

8n accordance with SOI criteria, these estimates are based on two or fewer returns and were
deleted to avoid disclosure of information about specific corporations.

bn accordance with SOI criteria, these estimates are based on fewer than 10 returns and should
be considered statistically unreliable.

Source: IRS.

Cost of sales and operations, the largest identifiable deduction, rose from
Cost Of: Sales and $3.5 trillion in 1987 to $3.9 trillion (11 percent) in 1989 for corporations
Operatlons for reporting net incomes. For corporations reporting NOLs, cost of sales and

COI’pOI‘&tiOHS With Net operations decreased from $1.18 trillion to $1.15 trillion (3 percent). (For
detailed information on 1987 and 1989 cost of operations by industry type
Incomes and Net for corporations with net incomes and net losses, see table 11.5.)

Losses
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Data

L
Table il.5: Corporation Cost of Operations by Industry, Tax Years 1987 and 1989

Dollars in millions

Cost of operations for returns with net

income Cost of operations for returns with net loss
Industry division/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Agriculture, forestry, and fishing $26,119.3 $28,787.5 10.2% $9,342.7 $10,666.8 14.2%
Agriculture, forestry, and fishing 26,119.3 28,787.5 10.2 9,342.7 10,666.8 14.2
Mining $21,687.5 $36,903.1 70.2 $31,066.1 $13,752.2 —55.7
Metal mining 1,734.2 3,106.6 79.1 3,5625.4 1,034.2 -70.7
Coal mining 7,531.2 7,297.5 -3.1 3,424.0 6,839.8 99.8
Oit and gas extraction 7,827.3 22,650.2 189.4 23,435.4 4,858.1 -79.3
Nonmetallic minerals, except fuels 4,594.8 3,848.8 -16.2 681.3 1,020.1 49.7
Construction $196,957.4  $202,645.0 29  $72,997.8  $80,688.8 10.5
General building contractors 95,993.6 93,140.9 -3.0 39,633.0 38,519.7 -2.8
Heavy construction contractors 28,566.9 35,3919 239 10,5121 12,9431 231
Special trade contractors 72,396.9 74,112.2 2.4 22,852.7 29,226.0 279
Manufacturing $1,418,062.5 $1,714,831.7 20.9 $491,561.4 $349,621.7 -28.9
Food and kindred products 171,977.3 183,447.8 6.7 39,033.3 40,659.7 4.2
Tobacco manufactures 24,9440 27,970.0 12.1 a 5,218.7° 278.2
Textile mill products 26,562.0 21,8541 -17.7 6,135.3 8,130.7 325
Apparel and other textile products 24,778.8 24,039.4 -3.0 8,701.4 8,729.1 0.3
Lumber and wood products 44,295.5 39,551.2 -10.7 7,317.4 8,500.1 16.2
Furniture and fixtures 16,322.0 16,259.7 -0.4 5,217.3 6,538.6 25.3
Paper and allied products 55,900.1 62,028.4 11.0 3,971.1 10,9911 176.8
Printing and publishing 43,999.5 46,351.0 5.3 14,060.5 15,815.9 12.5
Chemical and allied products 147,686.3 178,279.1 20.7 © 18,007 .4 20,380.1 13.2
Petroleum and coal products 206,992.9 289,360.6 39.8 61,322.7 29,750.0 -51.5
Hubber and misc. plastics products 33,582.6 29,083.2 ~-13.4 5,850.3 12,798.0 118.8
Lealiher and leather products 7,592.9 8,895.9 17.2 1,068.5 1,288.2 20.6
Stone, clay, and glass products 29,188.4 24,581.2 ~-15.8 7,726.6 15,073.6 95.1
Prirﬁary metal industries 60,495.9 89,602.6 48.1 23,873.6 14,377.3 -39.8
Fabr;icated metal products 76,796.9 76,131.4 -0.9 21,981.2 22,103.7 0.6
Maofhinery. except electrical 97,596.4 121,746.7 24.7 30,589.6 36,7415 20.1
Electrical and electronic equipment 121,805.4 133,754.4 9.8 32,2919 41,796.2 29.4
Motor vehicles and equipment 91,705.2 183,709.1 100.3 175,426.0 21,201.6 -87.9
Transportation equipment, except 83,872.6 95,423.9 13.8 11,411.6 11,900.9 43
motor vehicles .
Instruments and related products 29,875.5 37,556.6 25.7 6,127.4 7,985.4 30.3
Mis¢. manufacturing and not aliocable 22,092.3 25,205.4 141 10,068.4 9,641.3 -4.2
o (continued)
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Dollars in millions

Cost of operations for returns with net

income Cost of operations for returns with net loss

Industry divislon/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Transportation and public utilities $250,901.0 $293,653.8 17.0 $70,202.2 $80,448.2 14.6
Transportation 81,681.1 81,280.3 -0.5 28,471.6 40,1951 41.2
Communication 61,653.1 95,9119 55.6 4,561.8 5,901.2 29.4
Electric, gas, and sanitary services 107,566.8 116,461.6 8.3 37,168.8 34,351.9 -7.6
Wholesale and retail trade $1,317,450.3 $1,338,113.0 1.6 $389,345.6 $491,904.3 26.3
Groceries and related products 121,272.8 132,968.6 9.6 20,536.5 29,044.5 41.4
Machinery, equipment, and supplies 68,189.2 62,701.7 -8.0 15,188.3 18,134.0 19.4
Miscellaneous wholesale trade 522,884.9 559,376.8 7.0 176,058.6 197,487.5 12.2
Building materials, garden supplies, 35,869.5 31,882.4 -11.1 8,847.5 13,907.3 57.2
and mobile home dealers
General merchandise stores 129,796.6 133,413.8 2.8 73729 19,662.3 166.7
Food stores 139,199.8 145,274.3 4.4 41,779.5 64,767.2 55.0
Auto dealers and service stations 140,752.5 113,273.0 -19.5 60,407 4 74,256.4 22.9
Apparel and accessory stores 25,971.3 31,813.2 22,5 9,415.6 8,939.8 -5.1
Furniture and home furnishing stores 19,354.8 18,350.3 -6.2 4,230.2 7,996.1 89.0
Eating and drinking places 26,327.5 23,554.5 -10.5 11,720.4 16,850.9 44.6
Misc. retail stores 84,295.1 83,911.6 -0.5 32,840.6 40,237.7 22.5
Not allocable 3,636.3 1,692.8 -55.0 948.1 6520.6 -45.1
Finance, insurance, and real estate $166,653.5 $167,236.7 0.3 $59,574.5 $48,098.8 -19.3
Banking 607.1 484.2 -20.2 160.4 135.5 -15.5
Credit agencies other than banks 46,785.8 35,805.6 -23.5 2,031.3 3,088.6 52.1
Security, commodity brokers, and 6,035.2 4,314.2 -28.5 3,989.7 1,012.1 -74.6
services
Insurange 62,283.1 91,868.2 47.5 25,174.2 20,487 .1 -18.6
Insu.ranﬁz:e agents, brokers, and 3,136 2,181.4 -29.9 1,021.6 562.9 -44.9
services
Real eslate 15,997.0 13,541.2 -15.4 10,234.4 12,179.7 19.0
Holdingé and other investment 31,8317 19,041.9 -40.2 16,962.9 10,632.9 -37.3
companies except bank holding
comparies
Services $127,768.8 $139,690.7 9.3 $53,207.9 $72,901.1 37.0
Hotels :sind other lodging places 9,398.4 7,010.4 -254 2,854.4 6,661.9 133.4
Personafl services 5,826.1 6,642.8 14.0 1,575.0 2,111.7 34.1
Business services 59,485.5 64,123.3 7.8 23,495.3 33,954.2 44.5
Auto reéair and misc. repair services 14,152.5 15,862.0 12.1 4,874.3 6,668.9 36.8
Amuserhent and recreation services 11,465.6 15,443.8 347 8,601.0 6,401.1 -25.6

27,440.7 30,608.4 11.5 11,807.9 17,103.3 448

Other sérvices

Page 32

(continued)

GAO/GGD-93-131 Corporate Net Operating Losses



Appendix II
Statisties on NOL Carryover and Related

Data

Dollars in millions

Cost of operations for returns with net

Cost of operations for returns with net loss

Income
Industry division/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Not allocable $1,773.0 $812.6 -54.2 $786.5 $571.3 -27.4
Total $3,527,373.3  $3,922,674.1 11.2  $1,178,084.7 $1,148,653.2 -2.5

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOl publication, 1989 Corporation

Income Tax Returns.

In accordance with SOI criteria, these estimates are based on two or fewer returns and were
deleted to avoid disclosure of information about specific corporations.

bIn accordance with SOI criteria, these estimates are based on fewer than 10 returns and should
be considered statistically unreliable.

Source: IRS.

Deductions for
Corporations With Net
Incomes and Net
Losses

Total deductions claimed by corporations with net incomes rose from $2.3
trillion in 1987 to $2.6 trillion (12 percent) in 1989. For corporations
reporting net losses, deductions rose from $788 billion to $878 billion (11
percent) during this same period.

Interest expense, the largest identifiable deduction item in 1989 aside from
cost of sales and operations (see table 11.5), rose $139.1 billion (36
percent) to $528.6 billion for corporations reporting net incomes. The
finance, insurance, and real estate industry division accounted for $87.9
billion of this increase (63 percent). For corporations reporting NOLs,
interest expense rose $59.9 billion (42 percent) to $201.9 billion in 1989.
The finance, insurance, and real estate industry division accounted for
$35.8 billion (60 percent) of the increase. (For detailed information on
deduction items for corporations by industry type with net incomes and
net losses, see table 11.6.)
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|
Table 11.6: Corporation Deductions by Industry, Tax Years 1987 and 1989

Doliars in thousands

Deduction amounts for returns with net

income Deduction amounts for returns with net loss
Percentage Percentage
industrial division/deduction 1087 1989 change 1987 1989 change
Total for all industries $2,284,464,095 $2,550,558,372 11.6% $788,007,263 $878,025,848 11.4%
Compensation of officers 120,415,616 100,586,450 -16.5 43,952,086 40,648,296 -7.5
Salaries and wages 457,430,007 497,952,260 89 150,240,692 170,300,877 13.4
Repairs 68,114,808 68,596,191 0.7 12,788,868 13,218,003 3.4
Bad debts 31,571,586 37,737,123 19.5 19,550,791 25,283,174 29.3
Rents 95,418,878 98,424,577 3.2 36,824,220 42,735,020 16.1
Taxes 145,124,278 158,723,772 94 39,629,733 40,512,555 22
Interest 389,491,117 528,637,125 35.7 141,989,905 201,929,899 42.2
Contributions 4,801,573 4,707,847 -2.0 66,261 80,222 211
Depreciation 220,437,859 236,840,313 7.4 71,494,608 66,854,888 -6.5
Depletion 5,998,971 7,478,629 24.7 2,228,840 1,466,669 ~-34.2
Advertising 75,970,965 82,121,238 8.1 19,512,296 25,804,060 32.2
Pension, profit sharing, etc., plans 33,713,234 31,112,036 -7.7 7,864,621 6,401,141 -18.6
Employee benefit programs 60,033,871 80,621,867 34.3 18,172,544 18,989,852 45
Other deductions 575,941,332 617,018,944 7.1 223,691,708 223,801,192 0.0
Finance, insurance, and real estate $522,063,761 $650,634,002 24.6 $190,365,323 $219,900,259 15.5
Compensation of officers 19,836,003 20,643,175 4.1 6,859,510 5,691,289 -17.0
Salaries and wages 64,102,707 76,759,049 19.7 25,733,519 22,430,649 -12.8
Repairs 3,495,586 4,042,994 15.7 1,477,916 1,573,264 6.5
Bad debts 17,345,181 20,854,664 20.2 12,778,961 15,134,692 18.4
Rents 11,370,272 13,208,122 16.2 5,432,841 5,334,670 ~-1.8
Taxes; 14,657,741 15,964,365 8.9 4,890,140 5,097,755 42
lntere“st 244,954,083 332,889,793 35.9 72,582,198 108,362,033 49.3
Contributions 641,299 691,111 78 4,676 3,590 -23.2
Deprdciation 18,385,040 22,282,266 21.2 8,525,286 7,305,525 -14.3
Deple&ion 102,473 87,730 ~14.4 44,147 53,013 201
Advertising 5,562,571 6,348,055 14.1 1,794,411 1,656,943 -7.7
Pension, profit sharing, etc., plans 3,284,089 3,475,723 58 765,468 599,866 -21.6
Emplcgpyee benefit programs 5,777,332 7,915,737 37.0 1,964,728 2,073,757 5.5
Other.deductions 112,549,384 125,471,218 11.5 47,511,522 44,583,213 -6.2
Agrlcjulture, forestry, and fishing $12,118,153 $13,145,670 8.5 $6,073,187 $5,677,374 -6.5
Compensation of officets 960,527 1,116,345 16.2 265,388 328,925 23.9
Salaries and wages 1,935,427 2,346,352 21.2 856,806 765,882 -10.6
1 (continued)
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Dollars in thousands

Deduction amounts for returns with net

income Deduction amounts for returns with net loss

Percentage Percentage

Industrial division/deduction 1987 1989 change 1987 1989 change
Repairs 619,208 591,953 -4.4 256,934 235,714 -8.3
Bad debts 47,157 38,598 -18.2 23,253 57,563 147.6
Rents 793,336 865,941 9.2 337,751 431,012 27.6
Taxes 844,714 893,667 58 310,436 331,302 6.7
Interest 1,013,148 1,098,324 84 600,478 750,927 25.1
Contributions 25,515 25,934 1.6 40 104 160.0
Depreciation 1,545,320 1,622,725 -1.5 811,642 802,820 -1.1
Depletion 58,894 31,257 -46.9 261 3,778 1347.5
Advertising 118,500 165,243 394 57,964 40,901 ~29.4
Pension, profit sharing, etc., plans 104,629 94,233 -9.9 13,480 21,259 57.7
Employee benetit programs 158,365 217,929 37.6 82,285 55,252 -32.9
Other deductions 3,893,413 4,137,169 6.3 2,456,469 1,851,935 -24.6
Mining $16,116,762 $24,703,464 53.3 $19,343,902 $12,917,802 -33.2
Compensation of officers 567,794 733,333 29.2 490,023 328,751 -32.9
Salaries and wages 1,918,322 3,145,558 64.0 2,357,068 1,250,056 -47.0
Repairs 578,378 470,344 -18.7 274,652 229,871 -16.3
Bad debts 134,840 100,362 -25.6 321,126 1,523,276 3744
Rents 552,213 759,460 375 718,791 317,422 -55.8
Taxes 1,378,245 2,087,388 515 1,157,125 739,325 -36.1
Interest 1,824,633 4,380,343 140.1 3,345,149 1,830,673 -45.3
Contributions 29,200 44,454 52.2 134 21 -84.3
Depreciation 2,484,113 3,425,607 379 2,870,017 1,499,244 -47.8
Depletion 1,216,090 1,880,509 54.6 720,299 770,659 7.0
Advértising 72,008 67,918 -5.7 65,065 22,522 -65.4
Pension, profit sharing, etc., plans 167,964 239,873 519 135,751 66,517 -51.0
Employee benefit programs 388,215 507,464 30.7 435,376 169,409 -61.1
Other deductions 4,814,747 6,860,851 42.5 6,453,326 4,170,056 -35.4
Construction $58,355,543 $55,757,241 -4.5 $22,104,519 $29,659,590 34.2
Compensation of officers 9,840,594 9,619,855 -2.2 3,173,460 3,724,680 17.4
Sala@ries and wages 10,531,240 10,814,127 2.7 4,223,089 4,969,209 17.7
Rep}airs 1,215,177 1,064,721 -12.4 419,030 565,138 349
Bad debts 538,996 661,582 22.7 429,081 449,480 48
Renis 1,986,945 2,275,877 14.6 870,280 1,121,618 28.9
Taxes 5,439,743 5,261,070 -3.3 1,777,627 2,162,812 21.7
Interest 3,744,479 3,077,055 -17.8 1,666,892 2,914,704 749
" (continued)
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Dollars in thousands

Deduction amounts for returns with net

income Deduction amounts for returns with net loss

Percentage Percentage

Industrial division/deduction 1987 1989 change 1987 1989 change
Contributions 121,845 142,524 17.0 1,519 10,317 579.2
Depreciation 4,645,040 4,772,292 27 1,874,256 2,193,794 17.0
Depletion 59,919 36,688 -38.8 13,484 25,350 88.0
Advertising 718,025 693,128 ~-35 266,785 339,007 271
Pension, profit sharing, etc., plans 1,206,881 1,066,707 -11.6 207,120 339,409 63.9
Employee benefit programs 1,395,679 1,607,069 156.1 392,467 618,976 57.7
Other deductions 16,911,980 14,664,546 -13.3 6,789,529 10,225,096 50.6
Manufacturing $729,115,383  $853,808,032 17.1  $199,053,460 $191,470,933 -3.8
Compensation of officers 19,248,401 20,345,315 5.7 5,788,228 6,497,744 123
Salaries and wages 141,753,975 157,233,181 10.9 31,457,143 37,998,773 20.8
Repairs 23,470,219 27,252,719 16.1 4,211,097 3,133,122 -25.6
Bad debts 4,670,287 6,280,351 345 2,279,350 2,778,062 219
Rents 23,634,260 25,224,911 6.7 6,597,650 6,475,455 -1.9
Taxes 56,820,179 67,121,129 18.1 14,180,771 10,727,483 -24.4
Interest 70,925,945 107,858,717 52.1 27,804,747 35,538,258 27.8
Contributions 2,487,317 2,299,112 -7.6 43,146 43,313 04
Depreciation 89,733,030 99,031,954 10.4 27,268,026 18,146,887 -33.4
Depletion 3,860,240 4,927,028 27.6 1,186,148 464,078 60.9
Advertising 40,251,727 44,159,200 97 6,611,117 9,215,395 39.4
Pension, profit sharing, etc., plans 13,051,555 14,344,701 9.9 2,864,592 2,120,225 -26.0
Employee benefit programs 30,617,156 43,071,057 40.7 9,477,752 7,430,946 21.6
Other deductions 208,591,092 234,658,657 12.5 59,283,693 50,901,192 -14.1
Transportation and public utilities  $307,791,210  $334,620,764 8.7 $80,703,216 $101,247,447 25.5
Compénsation of officers 3,891,354 4,208,599 8.2 1,493,264 1,913,682 28.2
Salarie$ and wages 45,984,045 57,096,549 24.2 13,891,033 18,977,783 36.6
Repairs 29,472,652 25,702,053 -12.8 2,661,290 3,225,604 21.2
Bad deJ:bts 3,082,595 3,509,274 13.8 812,693 1,030,230 26.8
Rents 15,914,262 15,681,276 -15 4,929,086 6,854,489 39.1
Taxes 29,286,342 30,679,296 48 4,560,836 6,430,219 41.0
Interest 33,927,767 38,166,902 125 12,303,749 17,257,682 40.3
Contributions 566,867 569,786 0.5 1,884 247 -86.9
Depreciation 62,449,215 65,183,549 4.4 12,369,596 14,966,722 21.0
Depletion 530,320 461,332 -13.0 190,736 123,160 -35.4
Advertising 3,886,674 3,497,723 -10.0 1,070,998 1,235,340 15.3
Pension, profit sharing, etc., plans 4,756,732 4,807,597 1.1 677,236 861,815 27.3
(continued)
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Dollars in thousands

Deduction amounts for returns with net

income Deduction amounts for returns with net loss

Percentage Percentage

Industrial division/deduction 1987 1989 change 1987 1989 change
Employee benefit programs 9,617,353 12,999,908 35.2 1,580,502 2,575,255 629
Other deductions 64,425,032 72,056,920 11.8 24,160,313 25,795,219 6.8
Wholesale and retall trade $404,223,518  $412,509,216 2.0 $138,661,891 $183,173,155 3241
Compensation of officers 24,272,347 24,043,599 -0.9 7,762,577 9,231,442 18.9
Salaries and wages 129,275,384 133,220,475 3.1 37,515,260 50,116,544 336
Repairs 6,391,240 6,731,167 53 1,990,321 2,713,446 36.3
Bad debts 3,945,272 4,259,640 8.0 1,641,912 2,241,275 36.5
Rents 27,817,264 29,269,550 5.2 10,073,048 13,232,225 314
Taxes 24,874,460 25,404,912 2.1 7,208,735 9,252,938 28.4
interest 22,884,891 29,963,911 309 16,492,667 23,574,227 42.9
Contributions 633,590 702,787 109 9,658 10,393 7.6
Depreciation 24,903,042 24,566,567 -1.4 8,478,001 10,487,114 23.7
Depletion 158,052 51,180 -67.6 58,615 23,162 -60.5
Advertising 20,951,058 21,419,239 2.2 7,103,320 10,045,373 41.4
Pension, profit sharing, etc., plans 5,510,255 4,366,341 -20.8 846,089 980,575 15.9
Employee benefit programs 7,987,265 9,429,804 18.1 2,130,595 3,482,942 63.5
Other deductions 104,619,398 99,080,044 -5.3 37,351,093 47,781,499 279
Services $233,812,987  $205,071,262 -12.3 $130,977,752 $133,681,455 2.1
Compensation of officers 41,628,067 19,857,054 -52.3 18,061,960 12,887,685 ~-28.6
Salaries and wages 61,729,087 57,285,132 -7.2 34,088,904 33,750,013 -1.0
Repairs 2,849,376 2,730,833 -4.2 1,490,131 1,638,372 32
Bad ti!ebts 1,805,494 2,030,054 12.4 1,241,751 2,067,336 66.5
Rents 13,308,439 11,123,141 16.4 7,820,191 8,954,497 14.5
Taxes 11,782,976 11,285,546 -4.2 5,514,670 5,762,992 45
Interast 10,173,451 11,191,193 10.0 7,155,831 11,677,099 63.2
Contributions 295,507 231,407 -21.7 5,202 12,219 134.9
Depreciation 16,225,299 16,031,944 -1.2 9,236,790 11,407,010 23.5
Depletion 12,582 2,905 -76.9 14,523 3,404 ~-76.6
Advehising 4,402,058 5,761,458 309 2,530,964 3,247,412 28.3
Pensi:on. profit sharing, etc., plans 5,625,055 2,716,861 -51.7 2,353,521 1,411,420 -40.0
Emplbyee benefit programs 4,086,052 4,864,859 19.1 2,105,520 2,682,656 227
Othef deductions 59,889,544 59,958,875 0.1 39,357,794 38,379,340 -2.5
Not allocable $866,778 $308,721 -64.4 $724,013 $297,833 ~58.9
Compensation of officers 170,529 19,175 -88.8 57,676 44,098 -23.5
Salarles and wages 199,820 51,837 -74.1 117,870 41,968 -64.4
: (continued)
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Dollars in thousands

Deduction amounts for returns with net

income Deduction amounts for returns with net loss

Percentage Percentage

Industrial division/deduction 1987 1989 change 1987 1989 change
Repairs 22,972 9,407 ~-59.1 7,497 3,472 -53.7
Bad debts 1,764 2,598 47.3 22,664 1,260 -94.4
Rents 42,887 16,299 ~-62.0 44,582 13,632 -69.4
Taxes 39,878 26,399 -33.8 29,493 7,729 -738
Interest 42,720 10,887 ~74.5 38,194 24,296 ~-36.4
Contributions 433 732 69.1 2 18 800.0
Depreclation 67,760 23,409 -65.5 61,084 45,772 -25.1
Depletion 401 0 -100.0 627 65 -89.6
Advertising 8,344 9,274 1.1 11,672 1,167 -90.0
Pension, profit sharing, etc., plans 16,074 0 -100.0 1,364 55 -96.0
Employee benefit programs 6,454 8,040 246 3,319 659 -80.1
Other deductions 246,742 130,664 -47.0 327,969 113,642 -65.3

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOI publication, 1989 Corporation
Income Tax Returns. :

Source: IRS.

L )

\ Between 1987 and 1989, taxable income before NOLD and special
Tax@ble Income deductions increased about 7 percent to $404.3 billion for corporations
Before NOLD and reporting net incomes. Likewise, it increased about 24 percent to
Spe ial Deductions $130.5 billion for corporations reporting net losses. (For detailed

' information for corporations by industry type with net incomes and net

for ! orporations With losses, see table 11.7.)
Net Incomes and Net
Losses
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Data

Table i1.7: Corporate Taxabie income Before NOLD and Special Deductions by Industry, Tax Years 1987 and 1989

Dollars in millions

Taxable Income before NOLD and special
deductions for returns with net income

Taxable income before NOLD and special
deductions for returns with net loss

Industry division/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Agriculture, forestry, and fishing $2,925.8 $2,917.5 ~0.3% $1,201.4 $1,387.6 15.5%
Agriculture, forestry, and fishing 2,925.8 2,917.5 -0.3 1,201.4 1,387.6 15.5
Mining $4,897.9 $7,226.1 47.5 $5,180.4 $4,320.0 ~16.6
Metal mining 822.2 773.4 -5.9 350.4 382.0 9.0
Coal mining 643.5 768.4 19.4 312.6 472.3 51.1
Oil and gas extraction 2,486.9 5,042.4 102.8 4,387.9 3,291.7 -25.0
Nonmetallic minerals, except fuels 945.3 641.9 -32.1 129.5 174.0 34.4
Construction $10,276.3 $9,513.4 ~7.4 $4,949.2 $5,483.8 10.8
General building contractors 4,395.9 3,609.6 -17.9 2,620.2 2,433.1 -7
Heavy construction contractors 1,940.9 1,993.1 2.7 693.2 739.3 6.7
Special trade contractors 3,939.5 3,910.7 -0.7 1,635.8 2,311.4 41.3
Manufacturing $161,510.3 $200,822.4 24.3 $24,329.6 $31,645.2 30.1
Food and kindred products 14,238.8 17,934.4 26.0 1,729.6 2,029.0 17.3
Tobacco manufactures 4,357.0 7,967.1 82.9 a 1,440.7° 1,778.4
Textile mill products 1,965.3 1,488.2 -24.3 471.9 707.2 49.9
Apparel and other textile products 1,641.7 2,203.5 342 766.6 940.5 22.7
Lumber and wood products 4,088.0 3,400.1 -16.8 568.4 4925 -13.4
Furniture and fixtures 1,681.8 1,352.3 -19.6 350.7 539.9 53.9
Papeljf and allied products 6.026.6 8,440.7 40.1 212.4 767.3 261.3
Printing and publishing 8,754.4 9,652.7 10.3 1,412.4 2,133.8 51.1
Cherﬁical and allied products 28,943.5 33,538.9 15.9 1,485.3 3,004.1 102.3
Petro‘:eum and coal products 22,133.5 30,024.7 35.7 2,079.8 714.7 -65.6
Rubbbr and misc. plastics products 3,389.8 2,626.9 -22.5 459.8 777.6 69.1
Leather and leather products 490.4 582.3 18.7 88.6 149.1 68.3
Stone, clay, and glass products 3,792.1 3,059.5 -19.3 540.8 1,211.2 124.0
Primary metal industries 3,866.0 7,808.5 102.0 826.5 1,216.8 47.2
Fabrif:ated metal products 7,745.4 6,662.5 -14.0 1,783.6 1,704.2 -4.5
Mach:inery, except electrical 14,979.6 19,363.2 29.3 2,964.6 3,856.8 30.1
Electtical and electronic equipment 11,777.6 17,125.0 45.4 3,425.3 4,908.7 43.2
Moto«;* vehicles and equipment 7,018.6 11,635.7 65.8 1,991.8 1,513.4 -24.0
Trangportation equipment, except 7,672.8 7,656.8 -0.2 779.1 929.3 19.3
motor vehicles
Instru:ments and related products 4,275.8 4,960.6 16.0 967.4 1,294.7 33.8
Misc.; manufacturing and not allocable 26716 3,338.8 25.0 1,348.3 1,315.7 -2.4
| (continued)
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Dollars in millions

Taxable income before NOLD and special
deductions for returns with net income

Taxable income before NOLD and special
deductions for returns with net loss

Industry division/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Transportation and public utllities $48,317.0 $54,058.5 11.9 $10,807.3 $14,765.3 36.6
Transportation 10,471.9 10,905.2 41 4,016.6 5,084.7 26.6
Communication 17,0411 20,387.7 19.6 3,195.4 4,839.6 51.5
Electric, gas, and sanitary services 20,804.0 22,765.6 9.4 3,595.3 4,841.0 346
Whole:sale and retail trade $47,625.1 $47,670.1 0.1 $16,714.3 $20,701.9 23.9
Groceties and related products 1,828.0 2,009.0 9.9 457.2 569.1 245
Machinery, equipment, and supplies 2,9345 2,719.0 -7.3 1,261.1 1,335.7 5.9
Miscellaneous wholesale trade 16,726.8 16,191.7 -3.2 6,956.1 7,425.7 6.8
Building materials, garden supplies, 1,686.9 1,722.7 2.1 651.8 729.2 11.9
and mobile home dealers

General merchandise stores 7,922.2 7,987.4 0.8 435.9 1,767.0 305.4
Food stores 3,511.7 3,502.3 -0.3 958.6 1,486.7 55.1
Auto dealers and service stations 2,337.7 1,926.4 -17.6 1,101.6 1,456.3 32.2
Apparel and accessory stores 2,228.6 2,813.6 26.2 854.5 1,008.2 18.0
Furniture and home furnishing stores 1,391.8 1,311.6 -56.8 391.7 585.8 49.6
Eatingiand drinking places 2,476.2 2,735.5 10.5 1,368.0 1,713.3 252
Misc. retail stores 4,487.8 4,713.6 50 2,2185 2,591.3 16.8
Not allocable 92.9 37.3 -59.8 59.3 336 -43.3
Finance, insurance, and real estate $83,450.5 $60,156.1 -27.9 $28,536.3 $36,133.5 26.6
Banking 18,677.8 24,838.2 33.0 5,486.9 7,478.7 36.3
Creditiagencies other than banks 11,135.6 10,4725 -6.0 9,548.5 13,629.0 42.7
Security, commodity brokers, and 2,527.0 2,602.5 3.0 1,428.4 1,854.5 29.8
services

lnsurabce 8,800.2 8,355.1 -5.1 2,389.7 970.1 -59.4
Insurance agents, brokers, and 2,131.9 1,535.8 -28.0 480.4 484.7 0.9
servichs

Real eista!e 6,214.9 6,480.4 4.3 6,317.4 8,670.4 37.2
Holding and other investment 33,9631 5,871.6 -82.7 2,885.0 3,046.1 56
companies except bank holding

compéanies

Servi#es $20,309.6 $21,832.7 75 $13,625.2 $15,963.1 17.2
Hoteld and other lodging places 1,219.0 1,186.5 -2.7 730.2 1,384.3 89.6
Persohal services 851.5 1,214.9 427 3423 341.2 -03
Businéss services 7,041.9 7,976.1 13.3 5,864.4 6,463.7 10.2
Auto repair and misc, répair services 1,254.8 1,381.6 10.1 770.6 898.6 16.6
Amusement and recreation services 2,208.8 5,233.3 136.9 1,936.2 2,314.2 19.5
Other\services 7,733.6 4,840.3 -37.4 3,981.5 4,561.1 14.6

|
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Dollars in millions

Taxable income before NOLD and special  Taxable income before NOLD and special

deductions for returns with net income deductions for returns with net loss
industry division/major industry Percentage Percentage
name 1987 1989 change 1987 1989 change
Not allocable $153.5 $57.5 -62.5 $239.0 $85.1 —64.4
Total $379,466.0 $404,254.3 6.5 $105,582.7 $130,485.5 23.6

NOLDS Used by

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOI publication, 1989 Corporation
Income Tax Returns.

2In accordance with SO criteria, these estimates are based on two or fewer returns and were
deleted to avoid disclosure of information about specific corporations.

®In accordance with SOI criteria, these estimates are based on fewer than 10 returns and should
be considered statistically unreliable.

Source: IRS,

From 1987 through 1989, corporations lowered their income tax liability
by claiming about $130 billion in NOLDs, potentially reducing tax revenues

Corporations With Net by up to $44.2 billion based on a 34 percent tax rate.?

Incomes

NOLD claims decreased from $43.5 billion in 1987 to $39.2 billion in 1989.
Despite this overall decrease, four of the nine industry divisions had
increased NOLD claims: mining, manufacturing, transportation and public
utilities, and wholesale and retail trade. Of these, the mining division
experienced the largest increase (51 percent). However, of the four major
industries within mining, only the oil and gas extraction industry
experienced an increase (127 percent). The other three major
industries—metal mining, coal, and nonmetallic minerals except
fuels—experienced decreases in the use of NOLDs. (For detailed
information on the use of NOLDs, see table 11.8.)

“This total reflects NOLDs correctly limited to taxable income after special deductions for tax years
1987 through 1989. NOLD amounts reported incorrectly were adjusted by SOL
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Table il.8: Corporation Net Operating
Loss Deductions by Industry, Tax
Years 1987 and 1989

Dollars in millions

Net operating loss deductions

Percentage
Industry division/major industry name 1987 1989 change
Agriculture, forestry, and fishing $1,116.0 $735.5 ~34.1%
Agriculture, forestry, and fishing 1,116.0 735.5 -34.1
Mining $1,677.6 $2,536.7 51.2
Metal mining 308.9 1231 -60.1
Coal mining 3256 230.2 -29.3
QOil and gas extraction 938.8 2,128.2 126.7
Nonmetallic minerals, except fuels 104.3 55.2 -47 1
Construction $2,412.4 $1,770.7 -26.6
General building contractors 1,369.8 796.4 -41.9
Heavy construction contractors 335.5 254.3 -24.2
Special trade contractors 7071 720.0 1.8
Manufacturing $11,564.4 $12,069.5 4.4
Food and kindred products 805.1 566.1 -29.7
Tobacco manufactures 0.9 25 177.8
Textile mill products 212.8 146.6 -31.1
Apparel and other textile products 215.0 175.3 -18.5
Lumber and wood products 714.7 197.4 -72.4
Furniture and fixtures 51.6 104.8 103.1
Paper and allied products 293.6 3155 7.5
Printing and publishing 432.9 507.5 17.2
Chemical and allied products 869.7 822.3 -5.5
Petroleum and coal products 309.6 1,731.8 459.4
Rubber and misc. plastics products 259.6 217.8 -16.1
Leather and leather products 65.5 199.1 204.0
Stone, clay, and glass products 398.4 2455 -38.4
Primary metal industries 1,690.6 2,589.3 62.8
Fabricated metal products 878.2 676.5 -23.0
Machinery, except electrical 971.8 1,081.5 11.3
Electrical and electronic equipment 1,099.9 920.0 -16.4
Motor vehicles and equipment 790.0 392.2 -50.4
Transportation equipment, except motor 981.9 425.7 -56.6
vehicles
Instruments and related products 160.3 316.6 97.5
Misc. manufacturing and not allocable 462.3 435.5 -58
Transportation and public utilities $3,955.7 $4,504.4 13.9

(continued)
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Dollars in millions

Net operating loss deductions

Percentage
Industry division/major industry name 1987 1989 change
Transportation 2,100.7 1,847.4 -12.1
Communication 543.7 828.5 52.4
Electric, gas, and sanitary services 1,311.3 1,828.5 39.4
Wholesale and retail trade $5,018.2 $5,180.0 3.2
Groceries and related products 1319 1715 30.0
Machinery, equipment, and supplies 3945 375.3 -4.9
Miscellaneous wholesale trade 2,114.7 2,098.1 -0.8
Building materials, garden supplies, and 262.7 452.3 72.2
mobile home dealers
General merchandise stores 278.2 125.6 ~54.9
Food stores 308.8 2375 -23.1
Auto dealers and service stations 380.6 350.7 -7.9
Apparsel and accessory stores 109.3 181.9 66.4
Furniture and home furnishing stores 136.7 1255 -8.2
Eating and drinking places 349.2 431.1 235
Misc. retail stores 528.7 628.2 18.8
Not allocable 22.9 2.3 -90.0
Finance, insurance, and real estate $13,869.4 $8,771.4 -36.8
Banking 2,595.7 1,941.8 -25.2
Credit agencies other than banks 2,994.6 1,773.5 -40.8
Secgrity. commodity brokers, and 131.2 363.7 177.2
services
Insurance 5,214.9 1,749.0 -66.5
Insurance agents, brokers, and services 246.0 131.7 -46.5
Real estate 1,912.3 2,153.6 12.6
Holding and other investment 774.7 658.1 -15.1
companies, except bank holding
companies
Services $3,852.4 $3,599.6 6.6
Hotels and other lodging places 255.9 221.6 -13.4
Personal services 102.7 202.5 97.2
Business services 1,361.2 1,544.0 13.4
Auto repair and misc. repair services 349.9 3229 ~7.7
Amusement and recreation services 466.3 289.8 -37.9
Other services 1,316.4 1,018.8 -22.6
Not allocable $67.7 $19.0 -71.9
Total $43,533.8 $39,186.8 -10.0
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1989 NOLD Claims
Ranked by Industry

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOl publication, 1989 Corporation

Income Tax Returns.

Source: IRS.

In 1989, manufacturing corporations were the largest users of NOLDs.
Specifically, manufacturing corporations used $12.1 billion (31 percent) of
the $39.2 billion in NoLDs. Within manufacturing, primary metal industries
claimed $2.6 billion, while petroleum and coal industries and machinery
industries (except electrical) accounted for $1.7 billion and $1.1 billion of
the total, respectively. (For information on industry groups ranked

according to use of NOLDs in 1989, see table 11.9.)

Table 11.9: Corporation Net Operating
Loss Deductions, Ranked by Industry,
Tax Year 1989

Dollars in millions

Industry division/major industry name

Net operating loss
deduction amount

Manufacturing $12,069
Primary metal industries 2,589
Petroleum and coal products 1,732
Machinery, except electrical 1,081
Electrical and electronic equipment 920
Chemical and allied products 822
Fabricated metal products 677
Food and kindred products 566
Printing and publishing 508
Misc. manufacturing and not allocable 435
Transportation equipment, except motor vehicles 426
Motor vehicles and equipment 392
Instruments and related products 317
Paper and allied products 316
Stone, clay, and glass products 245
Rubber and misc. plastics products 218
Leather and leather products 199
Lumber and wood products 197
Apparel and other textile products 175
Textile mill products 147
Furniture and fixtures 105
Tobacco manufactures 2

(continued)
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Dollars in millions

Industry division/major Industry name

Net operating loss
deduction amount

Finance, insurance, and real estate $8,773
Real estate 2,154
Banking 1,942
Credit agencies other than banks 1,774
Insurance $1,749
Holding and other investment companies, except bank 658
holding companies
Security, commodity brokers, and services 364
Insurance agents, brokers, and services 132
Wholesale and retail trade $5,179
Miscellaneous wholesale trade 2,098
Miscellaneous retail stores 628
Building materials, garden supplies, and mobile home dealers 452
Eating and drinking places 431
Machinery, equipment, and supplies 375
Auto dealers and service stations 351
Food stores 237
Apparel and accessory stores 182
Groceries and related products 172
General merchandise stores 126
Furniture and home furnishing stores 125
Not allocable 2
Transportation and public utilities $4,503
Transportation 1,847
Electric, gas, and sanitary services 1,828
Communication 828
Services $3,601
Business services 1,544
Other services 1,019
Auto repair and misc. repair services 323
Amusement and recreation services 290
Hotels and other lodging places 222
Personal services 203
Mining $2,536
Oil and gas extraction 2,128
Coal mining 230
Metal mining 123
(continued)
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NOLD Return
Statistics

Dollars in millions

Industry division/major industry name

Net operating loss
deduction amount

Nonmetallic minerals, except fuels 55
Construction $1,770
General building contractors 796
Special trade contractors 720
Heavy construction contractors 254
Agriculture, forestry, and fishing $736
Agriculture, forestry, and fishing 736
Not allocable $19
Total $39,186

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOI publication, 1989 Corporation

Income Tax Returns.

Source: IRS.

In 1989, 419,394 corporations claimed $39.2 billion in NOLD, reducing
taxable income before special deductions from $154 billion to
$114.8 billion (25-percent decrease). Of these 419,394 corporations,

283,662 paid no tax, while 135,832 paid tax.

Of the 283,562 corporations, 265,538 claimed NOLD equal to their taxable
income before NOLD and special deductions and, therefore, incurred no tax
liability. The remaining 18,024 corporations incurred no tax lability as a
result of combined NOLD and special deductions and/or tax credits.

The remaining 135,832 corporations used NOLD of $31.8 billion and paid
taxes totaling $27.5 billion. For these corporations, income subject to tax
totaled $109.3 billion. Total tax before credits equaled $38.8 billion. (For
detailed information by industry division on the extent to which

corporations using NOLD paid taxes, see table 11.10.)
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Table 11.10: Corporation Net Operating Loss Deduction Return Statistics, Tax Years 1987 and 1989

Dollars in millions

Paid tax Did not pay tax
Percentage Percentage

industry division/return statistics 1987 1989 change 1987 1989 change
Agriculture, forestry, and fishing
Number of returns with NOLD 4,159 4,299 3.4% 13,880 11,584 -16.5%
Amount of NOLD claimed $499.8 $350.1 -30.0 $616.2 $385.4 -37.5
Income subject to tax $213.9 $265.3 24.0 $21.8 $13.1 -39.9
Total tax before credits $69.6 $85.0 221 $3.3 $2.0 -39.4
Total tax after credits $49.4 $73.9 49.6 $0.0 $0.0 0.0
Mining
Number of returns with NOLD 994 1,938 95.0 4,268 4,601 7.8
Amount of NOLD claimed $1,314.4 $2,364.0 79.9 $363.2 $172.8 -52.4
Income subject to tax $329.5 $1,379.3 318.6 $3.7 $3.4 -8.1
Total tax before credits $354.9 $622.8 75.5 $0.6 $0.5 -16.7
Total tax after credits $265.4 $443.0 66.9 $0.0 $0.0 0.0
Construction
Number of returns with NOLD 20,277 18,674 -7.9 34,913 35,275 1.0
Amount of NOLD claimed $1,201.6 $886.6 -26.2 $1,210.7 $884.2 -27.0
Income subject to tax $1,0147 $826.3 -18.6 $41.7 $13.8 -66.9
Total tax before credits $363.3 $249.6 -31.3 $7.4 $2.4 -67.6
Total tax after credits $314.8 $216.7 -31.2 $0.0 $0.0 0.0
Manufacturing
Number of returns with NOLD 17,003 13,694 -19.5 27,944 27,611 -12
Amount of NOLD claimed $9,742.0 $11,066.4 13.6 $1,822.4 $1,003.0 -45.0
Income subject to tax $39,082.4 $64,345.9 64.6 $114.6 $39.9 -65.2
Total t‘px before credits $16,929.1 $22,700.0 34.1 $33.0 $9.9 ~70.0
Totat tbx after credits $10,623.8 $14,107.0 32.8 $0.0 $0.0 0.0
Transportation & public utilities
Numb;r of returns with NOLD 4,426 6,830 54.3 15,433 12,203 -20.9
Amoutht of NOLD claimed $3,403.1 $4,168.3 22.5 $552.6 $336.0 -39.2
Incomje subject to tax $5,417.5 $13,466.1 148.6 $28.7 $13.8 -51.9
Total tax before credits $3,178.9 $4,885.6 53.7 $5.0 $2.2 -56.0
Total tax after credits $2,399.1 $4,421.8 84.3 $0.0 $0.0 0.0
Wholdsale & retail trade
Numbér of returns with NOLD 34,002 34,552 1.6 86,098 75,742 -12.0
Amount of NOLD claimed $2,939.8 $3,391.8 15.4 $2,078.5 $1,788.3 -14.0
Incomfe subject to tax $5,378.0 $10,234.0 90.3 $64.4 $31.2 -51.6

: (continued)
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le_!ﬁ;?m_in millions
o Pald tax Did not pay tax

Percentage Percentage
Industry division/return statistics 1987 1989 change 1987 1989 change
Total tax before credits $2,310.8 $3,526.5 52.6 $10.8 $5.7 -47.2
Total tax after credits $1,918.1 $3,103.2 61.8 $0.0 $0.0 0.0
ﬁ;ance, insurance, & real estate
Number of returns with NOLD 19,752 21,763 10.2 44,557 41,686 -6.4
Amount of NOLD claimed $10,334.5 $7,398.0 -28.4 $3,534.9 $1,373.3 -61.2
Income subiject to tax $10,394.4 $12,006.6 165 $26.6 $15.1 -43.2
Total tax before credits $5,317.5 $4,424.8 -16.8 $4.8 $2.7 -43.7
Total lax after credits $3,490.5 $3,281.1 -6.0 $0.0 $0.0 0.0
Services
Number of returns with NOLD 45,066 33,967 -24.6 90,945 73,994 -18.6
Amount of NOLD claimed $2,132.5 $2,154.9 11 $1,720.0 $1,4447 -16.0
Income subject to tax $2,705.3 $6,764.8 150.1 $130.3 $29.4 ~77.4
Total tax before credits $1,053.9 $2,334.1 121.5 $21.0 $5.5 ~73.8
Total tax after credits $781.9 $1,881.4 140.6 $0.0 $0.0 0.0
ﬁai—;iibcable
Number of returns with NOLD 5342 1152 ~78.5 1,000 866° ~13.4
Amount of NOLD claimed $43.02 $11.32 -73.7 $24.7 $7.88 ~68.4
income subject to tax $16.2° $0.48 -97.5 $0.0 $0.0 0.0
Total tax before credits $5.32 $0.32 -94.3 $0.0 $0.0 0.0
Total tax after credits $5.0° $0.32 -94.0 $0.0 $0.0 0.0
Total - all Industries
Number of returns with NOLD 146,213 135,832 71 319,038 283,562° -11.1
Amoynt of NOLD claimed $31,610.7 $31,791.4° 0.6 $11,923.2 $7,395.5¢ -38.0
Income subject to tax $64,551.9 $109,288.7 69.3 $431.8 $159.7 -63.0
Total\‘tax before credits $29,583.3 $38,828.7 313 $85.9 $30.9 -64.0
Total tax after credits $19,8480  $27,528.4 38.7 $0.0 $0.0 0.0

Y

Page 48

(Table notes on next page)

GAO/GGD-93-131 Corporate Net Operating Losses



Appendix II
Statistics on NOL Carryover and Related
Data

Note: Figures were obtained from weighted estimates based on samples. The weights were
provided by IRS, and the estimates are subject to sampling error. Sampling error may vary widely
from one estimate to another. Data limitations are discussed in SOI publication, 1989 Corporation
Income Tax Returns.

*In accordance with SOI criteria, these estimates are based on fewer than 10 returns and should
be considered statistically unreliable.

bThese returns consist of (1) 265,538 corporations that claimed NOLD equal to their taxable
income before NOLD and special deductions and, therefore, incurred no tax liability; and
(2) 18,024 corporations that incurred no tax liability through a combination of NOLD, special
deductions, and/for tax credits.

°The amount of NOLD claimed by corporations that paid tax and corporations that did not pay tax
equaled $39.2 billion.

Source: iRS.
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Appendix III

Major Contributors to This Report

Alan M. Stapleton, Assistant Director, Tax Policy and
General Govemment Administration Issues
Division, Washington,  Tom Short, Assignment Manager
D.C. Patricia McGuire, Computer Specialist

: . : Alan Bennett, Regional Management Representative
Phlladelp hia Reglonal John D. Heere, Evaluator-in-Charge

Office Nancy D. Wagner, Senior Evaluator
Donald R. White, Evaluator
Thomas N. Bloom, Technical Advisor
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