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pursuant to section 172(b)(2). Thus, M Cor-
poration has no 1971 minimum tax attrib-
utable to items of tax preference arising in 
1970. Of the $50,000 remaining of the 1970 net 
operating loss, $30,000 is attributable to ex-
cess tax preference. 

Example 4. In 1972, A, a calendar year tax-
payer who is a single individual, has $25,000 
of taxable income resulting from $50,000 of 
net long-term capital gains. In 1971, A had a 
net operating loss of $100,000 all of which is 
available to carryover to 1972 and $60,000 of 
which is attributable to excess tax pref-
erences. By application of section 172(b) only 
$50,000 of the 1971 net operating loss is car-
ried over to 1973. Pursuant to paragraph (c) 
of this section, $25,000 of the $40,000 portion 
of the 1971 net operating loss not attrib-
utable to excess tax preferences is considered 
to reduce taxable income in 1972. Of the 
$50,000 remaining of the 1971 net operating 
loss, $15,000 is not attributable to excess tax 
preferences and $35,000 is attributable to ex-
cess tax preferences. Thus, the $25,000 section 
1202 deduction, in effect, reduces the portion 
of the 1971 net operating loss attributable to 
excess tax preferences. Because a net oper-
ating loss carryover is reduced to the extent 
of any section 1202 deduction, section 1202 de-
ductions do not normally produce a tax ben-
efit in such circumstances and, pursuant to 
§ 1.57–4, would not be treated as items of tax 
preference. However, in this case, to the ex-
tent the portion of the 1971 net operating 
loss carryover attributable to excess tax 
preferences is reduced by reason of the sec-
tion 1202 deduction, such deduction does re-
sult in a tax benefit to the taxpayer and is, 
therefore, treated as an item of tax pref-
erence in 1971. See § 1.57–4(b)(2). 

[T.D. 7564, 43 FR 40467, Sept. 12, 1978. Redesig-
nated by T.D. 8138, 52 FR 15309, Apr. 28, 1987] 

§ 1.56A–3 Effective date. 
(a) In general. The minimum tax is ef-

fective for taxable years ending after 
December 31, 1969. 

(b) Taxable year beginning in 1969 and 
ending in 1970. In the case of a taxable 
year beginning in 1969 and ending in 
1970, the amount of the minimum tax 
shall be an amount equal to the 
amount determined under section 56 
multiplied by the following fraction: 

Number of days in the taxable year 
ending after December 31, 
1969÷Number of days in the entire 
taxable year. 

Where, by reason of section 56(b) and § 1.56A– 
2, tax initially imposed in a 1969–70 fiscal 
year is deferred until a subsequent taxable 
year or years, the amount of such tax liabil-
ity in any subsequent taxable year is deter-

mined by application of the above fraction. 
Section 21, relating to computation of tax in 
years where there is a change in rates, is not 
applicable to the initial imposition of the 
minimum tax for tax preferences. The appli-
cations of this paragraph may be illustrated 
by the following example: 

Example. The taxpayer uses a June 30 fiscal 
year. For fiscal 1969–1970 the taxpayer has 
$180,000 of items of tax preference and a 
$50,000 net operating loss. In fiscal year 1970– 
1971, the taxpayer uses the full net operating 
loss carryover from 1969–1970 to reduce his 
taxable income by $50,000. Thus, without re-
gard to the proration rules applicable under 
this section, the taxpayer’s minimum tax li-
ability for items of tax preference arising in 
1969–1970 is $15,000, i.e., 10 per-
cent×($180,000¥$30,000), of which $5,000, i.e., 10 
percent×$50,000, is deferred until 1970–1971 
under the principles of section 56(b) and sec-
tion 1.56A–2. By application of the above for-
mula the taxpayer’s actual minimum tax li-
ability is $4,958.90 in 1969–1970 and $2,479.45 in 
1970–1971 determined as follows: 

1969–1970: 181/365×$10,000 
1970–1971: 181/365×$5,000 

[T.D. 7564, 43 FR 40468, Sept. 12, 1978. Redesig-
nated and amended by T.D. 8138, 52 FR 15309, 
Apr. 28, 1987] 

§ 1.56A–4 Certain taxpayers. 

For application of the minimum tax 
in the case of estates and trusts, elect-
ing small business corporations, com-
mon trust funds, regulated investment 
companies, real estate investment 
trusts, and partnerships, see §§ 1.58–2 
through 1.58–6. 

[T.D. 7564, 43 FR 40468, Sept. 12, 1978. Redesig-
nated by T.D. 8138, 52 FR 15309, Apr. 28, 1987] 

§ 1.56A–5 Tax carryovers. 

(a) In general. Section 56(c) provides a 
7–year carryover of the excess of the 
taxes described in paragraph (1) of such 
section imposed during the taxable 
year over the items of tax preference 
described in paragraph (2) of such sec-
tion for such taxable year for the pur-
pose of reducing the amount subject to 
tax under section 56(a) in subsequent 
taxable years. 

(b) Computation of amount of carry-
over. The amount of tax carryover de-
scribed in section 56(c) is the excess (if 
any) of— 

(1) The taxes imposed for the taxable 
year under chapter 1 other than taxes 
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