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Georgia International Life Insurance Company v. Commissioner, 81 T. C. 166
(1983)

An operations loss carryforward for a life insurance company is absorbed by life
insurance  company  taxable  income,  including  capital  gains,  when  using  the
alternative tax method.

Summary

Georgia International Life Insurance Company reported significant long-term capital
gains and claimed an operations loss carryforward from previous years on its 1970
tax return. The company used the alternative tax method under section 802(a)(2) to
compute its tax. The issue was whether the operations loss carryforward was fully
absorbed in 1970, leaving no amount to carry over to 1971. The Tax Court held that
the operations loss was entirely absorbed in 1970, following the Supreme Court’s
decision in United States v. Foster Lumber Co. , which established that capital gains
are included in taxable income for purposes of absorbing loss carryforwards.

Facts

Georgia International Life Insurance Company (the petitioner) reported a long-term
capital gain of $35,201,814. 50 and a gain from operations of $32,132,285. 62 for
the year 1970. The company had previously sustained losses from operations from
1959 through 1965 and realized gains from 1966 through 1971.  For 1970,  the
company claimed an operations loss deduction of $2,874,842. 36, which it calculated
from losses carried forward from earlier years. The company used the alternative
tax method under section 802(a)(2) to calculate its tax liability for 1970. In 1971, the
company reported  taxable  investment  income of  $2,924,857.  60  and gain  from
operations of $670,973. 64, claiming an operations loss deduction of $1,499,421. 62
from the same prior years’ losses.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the petitioner’s
1971 income tax and disallowed the claimed operations loss deduction for that year.
The petitioner filed a petition with the United States Tax Court  to contest  the
deficiency. The Tax Court, following the precedent set by the Supreme Court in
United States v. Foster Lumber Co. , ruled that the operations loss carryforward was
fully absorbed in 1970 and could not be carried forward to 1971.

Issue(s)

1. Whether the petitioner’s operations loss carryforward was absorbed in its entirety
in 1970, when the company used the alternative tax method under section 802(a)(2),
such that no amount remained to be carried forward to offset its 1971 life insurance
company taxable income.
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Holding

1. Yes, because under the reasoning of United States v. Foster Lumber Co. , the
operations loss carryforward was absorbed by the petitioner’s 1970 life insurance
company taxable income, including capital gains, despite the use of the alternative
tax method.

Court’s Reasoning

The Tax Court applied the Supreme Court’s decision in United States v. Foster
Lumber Co. ,  which held that a net operating loss carryforward is absorbed by
taxable income, including capital gains, even when the alternative tax method is
used. The court rejected the petitioner’s argument that the language and operation
of the relevant subchapter L provisions (sections 802 and 812) were materially
different  from  sections  172  and  1201(a),  which  apply  to  non-life  insurance
companies. The court found that the statutory language, legislative history, and
policy considerations supported the conclusion that life insurance company taxable
income (LICTI)  includes capital  gains for purposes of  absorbing operations loss
carryforwards. The court emphasized that the alternative tax method is merely a
different way of computing tax and does not change the amount of LICTI. The court
concluded that the operations loss carryforward was fully absorbed in 1970, leaving
no amount to carry forward to 1971.

Practical Implications

This decision clarifies that life insurance companies must include capital gains in life
insurance company taxable income when determining the absorption of operations
loss carryforwards, even when using the alternative tax method. Attorneys and tax
professionals  representing  life  insurance  companies  should  ensure  that  clients
understand that operations loss carryforwards may be fully absorbed by capital
gains in years where the alternative tax method is used, potentially limiting the
ability to offset future income. This ruling aligns the tax treatment of life insurance
companies with that of other corporations under the Supreme Court’s precedent in
Foster Lumber Co. , ensuring consistent application of tax laws across different
types of businesses. Subsequent cases involving similar issues will likely follow this
precedent, requiring careful tax planning to maximize the benefit of operations loss
carryforwards.


