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Occidental Petroleum Corp. v. Commissioner, 82 T. C. 819 (1984)

The minimum tax on tax preferences under section 56 does not apply when those
preferences do not result in any reduction of the taxpayer’s tax liability for any
taxable year, as per section 58(h).

Summary

Occidental  Petroleum  Corporation  sought  relief  from  the  minimum  tax  on  tax
preferences for 1977, arguing that their foreign tax credits eliminated any federal
tax liability regardless of tax preferences. The U. S. Tax Court held that under
section 58(h) of the Internal Revenue Code, added by the Tax Reform Act of 1976,
no minimum tax was due when tax preferences did not reduce the taxpayer’s tax
liability in any year. The court emphasized the comprehensive language of section
58(h), which focused on the final tax liability rather than the tentative tax computed
before applying credits. This decision clarified that tax preferences must produce a
tangible  tax  benefit  to  trigger  the  minimum tax,  impacting how taxpayers  and
practitioners approach the minimum tax provisions.

Facts

Occidental Petroleum Corporation and its subsidiaries filed a consolidated federal
income tax return for the taxable year ended December 31, 1977. Their taxable
income was computed by combining income from foreign sources ($777,205,730)
with a loss from domestic sources ($46,908,449). The domestic loss included a loss
from domestic operations and three tax preference items as defined in section 57(a):
excess  accelerated  depreciation  on  domestic  real  property,  excess  percentage
depletion deductions for domestic mineral properties, and a corporate capital gains
tax preference. Occidental paid foreign income taxes of $514,049,133, which they
elected to credit against their 1977 federal income tax liability, resulting in zero
federal tax liability for 1977. The excess foreign tax credits, which could have been
carried back or over to other years, expired unused.

Procedural History

The Commissioner of Internal Revenue determined deficiencies and additions to tax
against Occidental for 1976 and 1977, including a minimum tax on tax preferences
of $7,010,015 for 1977. Occidental challenged the minimum tax liability in the U. S.
Tax Court, which heard the case based on a stipulation of facts and oral arguments.
The court’s decision was to be entered under Rule 155, indicating that all issues
were resolved except for the minimum tax on tax preferences for 1977.

Issue(s)

1. Whether Occidental Petroleum Corporation is liable for the minimum tax on items
of tax preference under section 56 for the taxable year ended December 31, 1977,
when their foreign tax credits eliminated any federal income tax liability regardless
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of the tax preferences.

Holding

1. No, because under section 58(h), Occidental received no tax benefit from their
1977 tax preferences in any taxable year, and thus, they were relieved of liability for
the minimum tax on tax preferences imposed by section 56.

Court’s Reasoning

The Tax Court’s decision hinged on the interpretation of section 58(h), added by the
Tax Reform Act of 1976, which directed the Secretary to adjust tax preferences
where they did not result in a reduction of the taxpayer’s tax under subtitle A for
any taxable year. The court focused on the comprehensive language of section 58(h),
which referred to the taxpayer’s final tax liability after applying credits, not merely
the tentative tax computed before credits.  The court  rejected the government’s
argument that Occidental received a tax benefit from the preferences by using them
to compute taxable income, emphasizing that section 58(h) was concerned with the
“bottom line” tax liability. The court noted that the tax preferences did not reduce
Occidental’s tax liability for 1977 or any other year, as the excess foreign tax credits
generated by the preferences expired unused. The court also acknowledged the
absence of regulations under section 58(h) but concluded that it could not ignore the
statutory  provisions.  The  decision  was  supported  by  legislative  history  and
comparisons to other sections of the Code, such as sections 111 and 1016, which
also focused on the effect on tax liability rather than taxable income.

Practical Implications

This ruling has significant implications for tax planning and litigation involving the
minimum tax on tax preferences. Taxpayers and practitioners must now consider the
broader scope of the tax benefit rule under section 58(h) when analyzing potential
minimum tax liability. The decision clarifies that tax preferences must produce a
tangible tax benefit to trigger the minimum tax, which may affect how taxpayers
structure their  income and deductions to minimize tax liability.  The ruling also
highlights the importance of the effective date of tax law changes, as section 58(h)
applied to tax years beginning after December 31, 1975. Practitioners should be
aware of  the potential  for similar cases to challenge minimum tax assessments
based on the lack of a tax benefit. The decision may also influence future legislative
and regulatory efforts  to  clarify  the application of  the minimum tax,  given the
absence of regulations under section 58(h) at the time of the ruling.


