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In brief 
Enacted on May 29, 2014, House Bill 1050 replaces the state’s existing net economic loss deduction with 
a new deduction for net losses, effective for tax years beginning on or after January 1, 2015. In addition, 
the legislation amends the state’s addback provisions related to §179 expenses and bonus depreciation. 

 
In detail 

New deduction for net losses 
H.B. 1050 provides the 
following regarding the state’s 
new deduction for net losses: 

• a taxpayer’s state net loss for 
the taxable year is the 
amount by which allowable 
deductions for the year 
(other than prior year losses) 
exceed gross income under 
the IRC, as modified by the 
state’s adjustments to federal 
taxable income 

• corporations with income in 
North Carolina and other 
states must apportion the 
loss  

• the Department of Revenue 
must apply regulations 
adopted under IRC §§381 
and 382 in determining the 
extent by which a loss 
survives a merger or 
acquisition.   

The legislation provides the 
following regarding 
carryforward rules:  

• net losses may be carried 
forward for up to 15 taxable 
years 

• any loss carried forward 
must be applied to the next 
succeeding taxable year 
before any of it can be 
carried forward and applied 
to a subsequent tax year 

• carry forward provisions 
apply to any unused net 
economic loss, as originally 
determined under the prior 
law that is carried forward to 
taxable years beginning on or 
after January 1, 2015 

• the Department or a taxpayer 
has the right to determine a 
loss incurred in a closed tax 
year for purposes of 
determining the amount that 
can be carried forward to an 
open tax year.    

Section 179 expenses  
For the 2013 tax year, a 
taxpayer’s investment limitation 
for purposes of the IRC §179 
expense addback is increased to 
$200,000 from $125,000.  

Bonus depreciation 
Under certain circumstances, 
when an asset has been 
disposed of or has no remaining 
useful life on the books of the 
transferee, any remaining bonus 
depreciation deduction (i.e., 
resulting from the North 
Carolina requirement to add 
back the federal bonus 
depreciation) may be allowed on 
the transferee’s 2013 tax return.  

For tax years beginning on or 
after January 1, 2013, for 
corporate income tax purposes, 
federal taxable income must be 
adjusted to account for any 
difference in the amount of 
depreciation, amortization, or 
gains or losses applicable to 
property that has been 
depreciated or amortized by use 
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of a different basis or rate for state 
purposes than used for federal tax 
purposes. 

The takeaway 
This change should be a welcome 
relief for many North Carolina 
taxpayers as the state moves away 
from its complex net economic loss 
calculations to a loss regimen that 
more closely aligns with federal net 
operating loss provisions.  

North Carolina’s net economic loss 
(NEL) is unique among states and is 
the cause for a considerable amount of 
confusion for taxpayers.  The NEL is 
generally calculated as the amount by 

which allowable deductions exceed 
income from all sources including 
nontaxable income. In other words, 
an NEL is generally offset by items of 
nontaxable income (e.g., dividends 
subject to DRDs, US government 
interest, municipal interest) and 
nontaxable gains (e.g., from a 332 
liquidation). However, the new net 
loss provisions starting in the 2015 tax 
year do not require such an offset 
against nontaxable income and gains, 
resulting in a more straightforward 
calculation. 

The transition from NEL to net loss is 
not free from confusion, and many 
unanswered questions exist.  How will 

taxpayers apply NEL carryforwards 
with their embedded limitations to 
post-2014 income consistent with the 
net loss rules?  How will the new 
provisions operate in the context of 
mergers?  Must Section 382 
limitations be apportioned and, if so, 
how? 

It should be noted that as originally 
introduced, the bill called for a further 
increase in the weight of the state’s 
sales factor, from being double 
weighted to quadruple weighted. This 
provision was stripped from the bill 
before being presented to the 
governor. 

 
 

 
 

Let’s talk   

If you have any questions regarding H.B. 1050, please contact: 

State and Local Tax Services 

Scott King 
Partner, Charlotte 
+1 (704) 344-7648 
scott.king@us.pwc.com 

Stu Lockerbie 
Director, Charlotte 
+1 (704) 344-4133 
stu.lockerbie@us.pwc.com 
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SOLICITATION 

This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 
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