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AN NOL is nothing  
to LOL about
Fortunately, a tax break is available

In Internet parlance, “LOL” is a commonly used  
abbreviation for “laughing out loud.” In tax parlance,  
an NOL — or net operating loss — occurs when a  
company’s allowable deductions for the tax year exceed 
its gross income. An NOL is obviously nothing to LOL 
about. Fortunately, the federal tax code allows a deduc-
tion for NOLs that recently has been enhanced for smaller 
companies. So it’s well worth a business owner’s time to 
learn the ins and outs of this valuable tax break.

The basics

To qualify for an NOL deduction, you must have business 
expenses in excess of your business income, though  
certain modifications apply. Generally speaking, once 
you incur a qualifying NOL, you have two routes  
available:

1. �Carry back the NOL as far as possible and then carry 
forward any remaining amount, or

2. Elect to carry forward the entire loss.

Carrying back a loss will generate a current tax  
refund, which could free up cash flow during difficult 
times like these. Carrying forward a loss will offset 
income in future years. Previously, you could carry back 
a loss only two years in most cases. But the American 
Recovery and Reinvestment Act of 2009, signed into law 
earlier this year, extended the carryback period to up to 
five years for 2008 (not 2009) for certain businesses. 
You must have a loss caused by certain circumstances 
such as a business slowdown.

This may benefit businesses that didn’t have enough net 
income in the previous two years to fully absorb their 
2008 NOL. Because you can get back, at most, the taxes 
you paid in previous years, having additional previous 
years available may especially help if you earned little  
or no income in the previous two years.

Qualified small businesses with gross receipts of  
$15 million or less over a three-year period ending  
with the tax year of the NOL in question are eligible  
for the new extended carryback period.

A carryback in action

To illustrate the NOL concept, let’s look at a fictitious 
example. Having suffered a drastic slowdown in sales, 
Company X, a qualified small business and a C corpora-
tion, shows a $50,000 NOL in the 2008 tax year. 

Now, according to the rules, it can choose a carryback 
period for its NOL of anywhere from two to five tax years 
preceding the loss (first to the earliest year) and then 
carry forward any remaining amount for up to 20 years 
after the year in which it incurred the loss. So, Company 
X could elect to carry back the entire loss first to 2003 
and, if its 2003 net income was $5,000, it could use 
$5,000 of the NOL to offset this income and receive a 
refund of the tax it previously paid on that income.

Then it would have $45,000 of remaining NOL to apply 
to the 2004 tax year, after which Company X will have 
whatever it hadn’t used in 2004 to apply to 2005 and 
beyond until it exhausts the entire $50,000 loss. 
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The carryforward alternative

Alternatively, Company X could opt to carry forward  
the full amount of its $50,000 NOL. In this case, the  
business can take up to 20 years to use it as long as the 
NOL is used to offset any net income each succeeding 
year. This could help reduce Company X’s income in 
years when it might be in a higher tax bracket.

Going back to that $50,000 NOL, using it to offset 
income in a 35%-bracket year could save the business 
$17,500, while the same loss that offsets income  
in a 15%-bracket year will save only $7,500 — a 
$10,000 difference.

Thus, if the company reported low income in the  
previous five years and consequently fell into low  
tax brackets, it might want to save the NOL for a  
carryforward to subsequent years — particularly if  
future projections appear brighter. Company X may  
also want to opt for a carryforward if its alternative  
minimum tax (AMT) liability in previous years makes the  
carryback less beneficial.

No simple matter

Carefully applied, an NOL can help save a few tax  
dollars just when you could really use some extra cash 
to work with — or provide substantial savings in a future 
year when your tax liability is high. Ask your tax advisor 
about whether you qualify for an NOL deduction and, if 
so, how it should best be used. r
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The ABCs of LTC
Long-term care policies still make sense for some

When money is tight, planning for the future seems  
all the more difficult. This holds especially true for the 
distant future — where worries such as a lengthy stay in 
a nursing home or rehab facility may pale in comparison 
with an impending job loss or the sudden diminishment  
of a retirement fund.

Yet no amount of economic travail can completely negate 
the importance of guarding against future crises. Take 
long-term care (LTC) insurance as an example. Although 
one of these policies may appear to be a nonessential 
expense at the moment, procuring such coverage may still 
be the right move for some individuals. Deciding whether 
you fit the bill entails learning some of the ABCs of LTC.

Depreciation-related extensions 
make now a good time to buy

If net operating losses (NOLs) aren’t a big issue because 

your business is making a profit this year, and you need 

to buy some new equipment or software, now may be a 

good time to do so. As you may have heard, the American 

Recovery and Reinvestment Act of 2009 (ARRA) extended 

the higher limits for the Section 179 initial-year expensing 

election for calendar year 2009 as well as for fiscal years 

beginning in 2009.

The Sec. 179 election may allow your business to take 

a current deduction for newly acquired assets that you 

would have otherwise had to depreciate over several years. 

Bear in mind, however, that you can claim the Sec. 179 

election only to offset net income — you can’t use it to 

reduce your net income below zero and create an NOL.

ARRA increased the expensing limit from $133,000 to 

$250,000. This election begins to phase out dollar for 

dollar when total acquisitions for the tax year exceed 

$800,000, which is up from $530,000.

On a related note, ARRA also extended special first year 

“bonus” depreciation for certain property in 2009. The 

property in question includes computer software, tangible 

property with a recovery period of 20 years or less, and 

qualified leasehold improvement property. The special 

depreciation amount is equal to 50% of the property’s 

adjusted basis.



4

A: Adjust your expectations

A very simple definition of LTC insurance 
might read, “An insurance policy that 
provides benefits for a chronically ill or 
disabled person over a long period.”  
Yet many people assume these policies 
offer a sort of blanket coverage for most 
any extended medical need. In truth, LTC 
policies come in a variety of forms with 
very specific coverage provisions. So, 
when shopping for one, it’s important to 
adjust your expectations accordingly.

Some policies cover both nursing home 
care and home-based care, while others 
cover only one or the other. Similarly, 
some policies base benefits on actual 
expenses (commonly called “reimburse-
ment arrangements”), while others  
(often referred to as “per diem policies”) 
provide daily payouts regardless of  
actual expenses. (The latter are far  
less common.)

B: Beware of limitations

No matter what a given policy covers, you should expect 
it to have some limitations regarding when benefits kick 
in. Typically, being unable to adequately perform certain 
activities of daily living (ADLs) will trigger coverage, but 
each policy may define these differently. In some cases, 
you might need the sign-off of a doctor, nurse or licensed 
clinical social worker. 

Many policies also specify how long you’ll need to wait for 
benefit payouts to begin after care is initiated — known as 
an “elimination period” in insurance terminology. Common 
elimination periods include 30, 60, 90 and 120 days. 
Generally, if all else is equal, the longer the wait, the less 
expensive the coverage.

In addition, the term of coverage may be limited.  
A five-year term is fairly common. Most LTC insurers  
do offer lifetime coverage, but it’s obviously more  
expensive. Another upgrade to consider is inflation  
protection — it’s rarely included upfront but typically 
worth the extra cost. 

C: Consider the tax impact

As you might expect, LTC coverage has a tax impact.  
The most straightforward way to avoid negative tax  
consequences is to obtain a qualified LTC plan.

Under one of these, you’ll receive benefits tax free and 
be able to deduct part of your premiums as medical 
expenses. Limits on these deductions increase based on 
the insured’s age. In 2009, the limits range from $320  
if you’re 40 or younger to $3,980 if you’re over 70.  
To claim the deductions, you must itemize and your  
combined medical expenses need to be more than 7.5% 
of your adjusted gross income.

To be considered “qualified,” the plan must, among  
other things:

	 3	� Provide coverage for only qualified long-term  
care services, and

	 3	 Be guaranteed renewable.

While the definition of qualified long-term care services  
is detailed, essentially it means care provided to help 
someone who is unable to perform at least two of six 
ADLs for a period of at least 90 days, or who has a 
“severe cognitive impairment” that necessitates substantial 
supervision as protection to his or her health and safety.

A reach worth considering

An LTC policy may seem a bit of a reach at the moment, 
but it’s a reach worth considering. After all, you may 
have more to protect years down the line when, we 
hope, the economy has made a full recovery. r
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The word “bartering” may call to mind a bustling bazaar 
in some far-off port. Beautiful tapestries hang inside tents 
and steam rises from brass pots full of strange food while 
vendors, eager to make a sale, scream enthusiastically  
at passersby.

Yet, back here in the real world, as many companies’ 
cash flows dwindle, the practice of trading for goods or 
services is very real — and surging. Many businesses 
are finding it a good way to combat today’s credit-stingy 
economy.

Catching on

So how popular is bartering becoming? Just last year, 
some quarter million of North American businesses swung 
bartering deals valued in excess of $15 billion, per the 
Virginia-based International Reciprocal Trade Association 
(IRTA). Transactions involving small businesses made up 
$11 billion of that figure — up from $10 billion in 2007, 
says the IRTA.

Other bartering organizations have seen similar jumps. 
An executive with the National Association of Trade 
Exchanges reported a 10% to 12% rise in new clients 
signing up for organized barter exchanges in 2008. And 
Georgia-based NuBarter.com saw its transactions double 
in number in late 2008 through early 2009.

As you might have guessed, bartering typically takes 
place via one of these organizations or others like them. 
Typically, you join a bartering group for a nominal  
registration fee, and the group receives a commission 
percentage on each bartering transaction.

In return, you gain access to a network of companies will-
ing to barter goods and services. Generally, you receive 
an account of “barter credits” that you can use to obtain 
goods and services. Many groups offer a line of credit up 
front — a major enticement nowadays.

Then, every time you complete a bartering transaction or, 
in some cases, simply offer a specific product or service 
for bartering, your account grows. Some organizations 
structure transactions as 100% bartering, while others do 
so on a 50% cash–50% barter basis.

Giving to get

As mentioned, perhaps the biggest enticement of barter-
ing is conserving cash flow. Say an HVAC contractor 
desperately needs to upgrade his company’s Web site. 
All he needs to do is find a Web developer shivering  
(or sweltering) in her office and a deal can soon be 
struck. Little to no cash changes hands, yet both have 
their needs met.

Bartering surges  
as cash flows dwindle

Some quarter million of North American 
businesses swung bartering deals valued in 
excess of $15 billion, per the Virginia-based 
International Reciprocal Trade Association.
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Another intriguing upside to bartering is settling past-due 
accounts with customers. For instance, a cleaning service 
might arrange for one of its late payors, an auto repair 
shop, to provide tune-ups on all its vehicles.

Naturally, bartering may not be a slam dunk for every 
business. Your goods and services must fit the needs of 
other companies in the group you join. If they don’t, your 
odds of arranging a transaction are pretty low. And even 
if a good fit is out there, you’ll likely need to invest some 
time and energy finding it.

Putting in the work

The idea of putting in some extra work for little or no 
money in return may seem counterintuitive. But, in a  
challenging financial landscape, the effort may be well 
worth it. Just be sure to get as much as you give. r

Moneylines: News Briefs for Businesses and Individuals

Stimulus act expands tax breaks for education. If you have (or know) a child 

headed off to college this fall, now is a good time to review the American Recovery 

and Reinvestment Act of 2009’s (ARRA’s) education-related provisions. For 2009 

and 2010, ARRA expands the American Opportunity education credit (previously 

called the Hope credit) to cover 100% of the first $2,000 of tuition and related 

expenses (including books) and 25% of the next $2,000 of such expenses per year 

for the first four years of postsecondary education. (Income-based phaseouts apply.) 

Also for 2009 and 2010, ARRA expands the 529 plan definition of qualified educa-

tion expenses to include computers and computer technology, which means such 

expenditures can be paid for with tax-free 529 plan withdrawals.

Many companies use furloughs to avoid or delay layoffs. A recent survey conducted by business consultancy Watson 

Wyatt revealed that some businesses are seeking to skirt staff cuts by asking employees to take furloughs, or short-term 

unpaid hiatuses. Of 245 large U.S. companies surveyed, 11% had already used furloughs to save on payroll costs and 6% 

planned to do so sometime this year. The move can be controversial, as some particularly short-term furloughs may disqualify 

employees from receiving unemployment benefits. But, in many cases, a temporary layoff is better than a permanent one.

Grappling with economic uncertainties, Americans save more. The U.S. Commerce Department reported that, in January 

of this year, the personal savings rate of American consumers rose to 5% — a 14-year high. If you helped contribute to this 

bit of sunshine among the recent economic dark clouds, give yourself a pat on the back. And, if you didn’t, start looking for 

some easy ways to boost your savings, such as making your own coffee instead of buying it and keeping up on your vehicle’s 

scheduled maintenance.

Who stole your company’s data? Quite possibly an ex-employee. Data theft can hurt a business in many ways. But who is 

likely to steal your prized information? The Ponemon Institute, a Tucson-based tech research group, sought to answer this 

question when it surveyed 945 adults who’d recently lost their jobs. Of those respondents, 60% stole company data. And 79% 

of those who stole information admitted knowing they were acting contrary to company policy.
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Debbie and Alex needed to buy a new car and they 
wanted to get as much money as they could for it. No, 
they weren’t planning on flipping the car immediately after 
completing the purchase. They were thinking about taxes.

Earlier in the year, they’d read about the vehicle-related 
provisions of the American Recovery and Reinvestment 
Act of 2009 (ARRA), and they wanted to put one of its 
new tax deductions to good use. To discuss this and  
other vehicle-related tax breaks, they gave their financial 
advisor a call.

Their advisor began by asking whether the couple really 
needed a new car. After all, no one should buy a vehicle 
only (or even primarily) for a tax break. The couple 
explained that, yes, the purchase was necessary —  
Alex had just found a new job that involved a certain 
amount of travel, so they needed two cars.

Grabbing the new deduction

With that clarified, the advisor got into the nitty-gritty of 
ARRA’s new sales and excise tax deduction for vehicle 
purchases. For starters, though Debbie and Alex do  
itemize, that’s not a requirement for this tax break.

To qualify for it, they must buy a vehicle on or after  
Feb. 17, 2009, and no later than Dec. 31, 2009. The 
deduction may be limited based on modified adjusted 
gross income (MAGI), which is equal to adjusted gross 
income (AGI) subject to certain add-backs. Debbie and 
Alex aren’t subject to the add-backs so, to take full 
advantage of the deduction, their AGI as a married 
couple filing jointly can’t exceed $250,000. With an 
AGI between $250,000 and $260,000, their deduction 
will be limited. (For other filers, the AGI phaseout range 
is $125,000 to $135,000.)

Further, if the value of the vehicle they purchase exceeds 
$49,500, they won’t be able to deduct taxes attributable 
to the value in excess of that amount. The deduction, in 
other words, can only be taken on the tax paid on the 
first $49,500 of the vehicle price.

Although they could instead take an itemized deduction 
for all of their state and local sales tax liability, including 
the sales tax on the vehicle purchase, that would preclude 
them from taking an itemized deduction for state and 
local income taxes. 

Their advisor also noted that an above-the-line deduction 
is usually better than an itemized deduction because it 
reduces AGI, which could enhance the couple’s ability to 
qualify for other tax breaks. 

Other tax savings

Their advisor went on to say that there are other tax  
savings for Debbie and Alex to consider as well. 

For instance, if the couple wishes to make an  
environmentally friendly choice, certain tax breaks  
first introduced in 2005 remain active for many  
hybrid vehicles. Plus, ARRA brought forth a credit  
of up to $7,500 for “plug-in” hybrids. 

An opportunity for buyers

Although a new vehicle purchase would obviously  
cost Debbie and Alex some money, it could also be  
an opportunity to save some tax dollars. They were  
glad they called their financial advisor and got all the 
pertinent info. r

PRACTICAL PERSPECTIVES: KEY FINANCIAL ISSUES FOR YOU AND YOUR FAMILY

Couple revs up some tax  
advice for vehicle purchase

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional  
advice or opinions on specific facts or matters, and accordingly assume no liability whatsoever in connection with its use. ©2009   TREjj09



Rosen Seymour Shapss Martin & Company LLP (“RSSM”), listed as  
one of the Top 100 Accounting and Consulting firms in the United States 
and Top 25 in the New York Metropolitan area, is a full service Certified 
Public Accounting firm. RSSM offers services on both a national and 
international level through our membership in Polaris International, a 
worldwide association of independent accounting firms.

In addition to the traditional services of accounting, auditing, tax planning 
& preparation, RSSM offers consulting services including:

Bankruptcy Support
Business Valuations

Due Diligence
Employee Benefits, Human Resources, Executive Compensation,  

Executive Search & Retirement Planning
Estate Planning

Forensic Accounting & Litigation Support
International Accounting & Taxation

Management Information Systems
Mergers & Acquisitions

Outsourcing
Personal Financial Planning/Elder Care Consulting

SEC Filings & Compliance

Our clients are widely diversified and include: real estate, manufacturing, 
construction, wholesalers, wine & beverage, importers & distributors, 
apparel, modeling agencies, publishing & printing, insurance, broker deal-
ers, hedge funds/investment partnerships, non-for-profit organizations, 
retail, service & trade contractors, as well as attorneys, physicians and 
other professionals, including high net worth individuals.

The firm’s extensive and practical experience offers clients a two-fold 
advantage: we help our clients operate and expand successfully, while  
helping to minimize taxes so as to retain profits. In other words, we help  
our clients make money and keep it!

Our extensive and practical experience assists our clients to operate and 
expand successfully, while minimizing taxes and retaining more of their 
profits.

Vision and Solutions that Foster Growth and Preserve Wealth

757 Third Avenue

New York, NY  10017
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