How to Use Capital Losses
Many investors have “carry over” losses from the stock market losses in early years of this century.  What does that mean?
Capital losses result from selling investments (usually stocks, bonds, and/or mutual funds) at a lower price than the purchase price.  In the process of calculating taxes each year, capital gains (profits) are tallied against capital losses, and the result is carried onto the tax form.  If losses exceed gains, then up to $3000 in capital losses can then be deducted against ordinary income.  It doesn’t matter whether the gains and losses are short term or long term (long term implies the assets are held one year or more) in making these calculations and deductions.  Although taxpayers must keep track of which capital loss carryovers are long vs. short term, either may be used to offset ordinary income if there are not enough capital gains.
