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UNDERSTANDING CAPITAL LOSSES AND THE TAX
ADVANTAGE

Investing in stocks,  bonds,  mutual  funds,  or  real  estate often
comes  with  the  expectation  of  profit.  However,  not  every  trade
goes as planned. When you sell a capital asset for less than you
paid for it, you incur a capital loss. The Internal Revenue Service
(IRS)  allows  you  to  use  those  losses  to  offset  capital  gains,
thereby reducing your taxable income. If your losses exceed your
gains in a given tax year, you may be able to deduct up to $3,000
(or  $1,500  if  married  filing  separately)  against  your  ordinary
income. Any remaining unused loss does not simply disappear —
it  carries  forward  to  future  years  indefinitely.  This  is  where  the
IRS Capital Loss Carryover Worksheet becomes essential.
The  worksheet,  officially  part  of  Schedule  D  (Form  1040),  helps
taxpayers  accurately  track losses from one year  to  the next.
Without  a  systematic  approach,  you  risk  losing  valuable
deductions or miscalculating your tax liability. Whether you are a
seasoned investor  or  a  beginner  who just  experienced your  first
losing trade, understanding how to complete this worksheet can

save you money and prevent costly errors.

WHAT IS THE IRS CAPITAL LOSS CARRYOVER
WORKSHEET?

The  IRS  Capital  Loss  Carryover  Worksheet  is  an  internal
worksheet found in the instructions for Schedule D. It is not filed
separately; rather, it is used to compute the amount of capital
loss you can carry into the next tax year. The worksheet ensures
that  your  net  capital  loss  from  the  current  year  is  applied
properly  against  prior  years’  carryovers  and  that  the  correct
amount flows into future years.
Think of it as a rolling ledger. For example, if you had a $10,000
net  capital  loss  in  2023  and  used  $3,000  to  offset  ordinary
income, you have $7,000 left. That $7,000 must be reported as a
long-term or  short-term carryover,  depending  on  the  original
classification.  The  worksheet  guides  you  through  separating
short-term and long-term losses because the IRS treats  them
differently when they are applied to future gains.
Key point: The worksheet is voluntary but highly recommended.
Many  tax  preparation  software  programs  automate  this
calculation, but if you do your own taxes or want to double-check,
understanding the manual process is invaluable.
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WHY YOU NEED TO TRACK CAPITAL LOSS
CARRYOVERS

Capital loss carryovers can persist for many years, and without
proper documentation, you may forget to claim them. The IRS
does not automatically remind you. Failing to include a carryover
could mean overpaying taxes. Conversely, incorrectly claiming a
carryover  you  no  longer  have  could  lead  to  an  audit.  The
worksheet brings clarity and continuity.

Common Scenarios Where
Carryovers Apply

You had a large net loss in a previous year and used only
part of it.
You sold stocks at a loss last year and had no capital gains
this year, so the loss continues forward.
You inherited securities and sold them for a loss, or you
engaged in tax-loss harvesting.

The worksheet helps you maintain a clear separation between
short-term losses (assets held one year or less) and long-term
losses  (held  more  than  one  year).  This  separation  matters
because short-term losses first offset short-term gains, and long-
term  losses  offset  long-term  gains.  Any  remaining  net  loss  can
then  offset  the  other  type,  but  the  classification  persists  in
carryovers.

HOW TO USE THE IRS CAPITAL LOSS CARRYOVER
WORKSHEET STEP BY STEP

To make the worksheet work for you, you need two pieces of
information from your previous year’s tax return: (1) your net
short-term  capital  loss  carryover  and  (2)  your  net  long-term
capital loss carryover. These numbers are found on Schedule D of
the prior year or on the carryover worksheet itself if you prepared
one.

Step 1: Gather Your Prior
Year Data
Locate your most recent Schedule D and the associated Capital
Loss  Carryover  Worksheet  (if  you  filled  one  out).  Look  at  lines
such as 14 (net short-term capital loss) and 15 (net long-term
capital loss) from that worksheet. If you did not use a worksheet,
you may have reported a carryover directly on Schedule D line 6
or 14, plus any notation in your tax records.

Step 2: Start the New
Worksheet
The  worksheet  typically  has  five  columns:  (a)  Description,  (b)
Loss  available,  (c)  Amount  used  in  current  year,  (d)  Loss
carryover  to  next  year,  and (e)  Statement  of  changes.  For  a
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simple  scenario,  you  will  list  your  short-term  and  long-term
carryovers separately.

Step 3: Enter Current Year
Capital Gains and Losses
Calculate  your  current  year  net  capital  gains  or  losses  using
Schedule D. The worksheet will tell you how much of the prior
carryover can be used this year. The general rule is that you use
carryover losses in the same order: first, short-term losses offset
short-term gains  (if  any),  then  long-term losses  offset  long-term
gains.  Any  remaining  loss  can  offset  up  to  $3,000  of  ordinary
income.

Step 4: Determine
Remaining Carryover
After  applying the carryover  to  the current  year,  the leftover
amount  becomes  the  new  carryover  for  the  next  year.  This
amount must be recorded on your tax records and transferred to
next  year’s  worksheet.  The worksheet  automatically  does the
math for you if you follow the IRS instructions.

Step 5: Double-Check
Classification
Remember, if you used a short-term loss this year, the remaining
short-term loss is still short-term for next year. Likewise for long-
term. The worksheet prevents mixing them.

EXAMPLE SCENARIO: PUTTING THE WORKSHEET INTO
PRACTICE

Let’s walk through a concrete example to see how the worksheet
works.
Background: Last year, Alex had a net short-term capital loss of
$5,000  and  a  net  long-term capital  loss  of  $3,000.  He  used
$3,000  to  offset  ordinary  income,  applying  the  loss  in  the  most
tax-efficient  way  (the  IRS  allows  you  to  use  the  $3,000  against
the overall net loss, but the worksheet assumes short-term losses
are  used  first).  So  his  short-term  carryover  into  this  year  is
$5,000  minus  $3,000  =  $2,000  (short-term).  His  long-term
carryover remains $3,000.
Current year (2024): Alex has short-term gains of $1,000 and
long-term gains of $2,000. He also has new short-term losses of
$500 and long-term losses of $1,000.
He  first  nets  his  current  year:  Short-term  net  =  $1,000  gain  -
$500 loss = $500 gain. Long-term net = $2,000 gain - $1,000
loss = $1,000 gain.



4

4 Irs Capital Loss Carryover Worksheet 2025-04-02

Now he applies carryovers: He has a $2,000 short-term carryover
loss. That offsets the $500 short-term gain, leaving $1,500 short-
term loss carryover still unused (but now applied against ordinary
income). Next, his $3,000 long-term carryover offsets the $1,000
long-term gain, leaving $2,000 long-term loss. He can now use up
to $3,000 of the remaining total loss ($1,500 short + $2,000 long
= $3,500) against ordinary income. Since the limit is $3,000, he
applies $3,000. The worksheet likely applies the short-term loss
first:  $1,500  short-term  loss  used,  reducing  it  to  $0,  and  then
$1,500 of the long-term loss used, leaving $500 long-term loss
carryover to next year.
Alex’s  final  carryover  to  next  year  =  $0  short-term,  $500  long-
term.  This  matches  what  the  IRS  Capital  Loss  Carryover
Worksheet would compute.

COMMON MISTAKES TO AVOID WHEN USING THE
WORKSHEET

Even  experienced  investors  can  stumble.  Here  are  pitfalls  to
watch for:

Forgetting to include carryovers from prior years.
Always keep a copy of prior year worksheets and tax
returns.
Mixing short-term and long-term classifications.
Always track them separately; the worksheet depends on
accurate classification.
Using the $3,000 deduction incorrectly. The $3,000
limit applies to the net loss after considering all gains, not
to each type separately.

Overlooking state tax implications. Some states do not
allow capital loss carryovers or have different rules. The
worksheet is for federal tax only.
Not updating the worksheet when you have new
capital gains. The carryover is reduced each year if you
have gains. Without updating, you may double-claim
losses.

BENEFITS OF DILIGENTLY USING THE CAPITAL LOSS
CARRYOVER WORKSHEET

Proper use of the worksheet offers tangible financial advantages:

Tax Savings: By accurately carrying forward losses, you1.
reduce future taxable income, potentially saving thousands
over time.
Audit Protection: A well-documented worksheet provides2.
a clear trail for the IRS if your return is questioned.
Strategic Planning: Knowing your carryover amounts3.
helps you decide when to realize gains or losses, especially
toward year-end for tax-loss harvesting.
Peace of Mind: You avoid the stress of scrambling for old4.
records or making math errors that could trigger an IRS
notice.

WHERE TO FIND THE WORKSHEET AND ADDITIONAL
RESOURCES

The  IRS  Capital  Loss  Carryover  Worksheet  is  included  in  the
instructions for Schedule D (Form 1040). You can download the
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current year’s instructions from IRS.gov.  Look for the section
titled “Instructions for Schedule D – Capital Gains and Losses.”
The  worksheet  is  usually  on  or  near  page  D-10  or  D-11,
depending on the year. You may also find fillable PDF versions on
various tax preparation websites, but be sure they correspond to
the official IRS version.
For complex situations — such as wash sales, collectibles gains,
or trust carryovers — consider consulting a tax professional. The
worksheet  handles  basic  carryovers,  but  the  IRS  rules  can
become intricate.

CONCLUSION

The IRS Capital Loss Carryover Worksheet  is a simple yet
powerful tool that ensures you never leave money on the table.
By systematically tracking your capital losses from year to year,
you maximize deductions,  comply with tax law,  and maintain
clear records. Whether you have a single losing year or a portfolio
that  seesaws  annually,  mastering  this  worksheet  is  a  smart
financial habit. Take a few minutes each tax season to complete
it — your future self (and your wallet) will thank you.


