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Holden v. Commissioner, 98 T. C. 160 (1992)

A net operating loss carryback must be included in the calculation of alternative
minimum tax (AMT) liability for the year to which it is carried.

Summary

In  Holden v.  Commissioner,  the  U.  S.  Tax  Court  ruled  that  the  Holdens  were
required to include a 1983 net operating loss (NOL) carryback when recalculating
their 1980 AMT. The Holdens had originally filed their 1980 return without AMT
liability, but after applying the NOL, their AMT exceeded their regular tax. The
court found that despite the absence of specific statutory language, the NOL must
be considered a deduction under the AMT provisions. The decision underscores the
court’s commitment to tax equity, emphasizing that the AMT aims to ensure wealthy
taxpayers  pay a  minimum amount  of  tax,  even if  it  impacts  capital  investment
incentives.

Facts

Leonard J. and Sadie Holden filed their 1980 tax return without any alternative
minimum tax (AMT) liability. Their taxable income for 1980 included a capital gains
deduction under section 1202, which was a tax preference item but did not trigger
AMT because their regular tax exceeded the AMT calculation. In 1983, the Holdens
incurred a net operating loss (NOL) of $1,409,820, which they carried back to 1980.
They did not recalculate their 1980 AMT to account for this NOL carryback. The
Commissioner determined a deficiency for 1980, asserting that after applying the
NOL carryback, the Holdens’ AMT exceeded their regular tax, resulting in an AMT
liability.

Procedural History

The Commissioner issued a statutory notice of deficiency to the Holdens on June 8,
1989,  assessing a  deficiency of  $706,133 for  1980.  The Holdens timely  filed a
petition for redetermination on August 28, 1989. The case was submitted to the U.
S. Tax Court on a fully stipulated basis,  with the sole issue being whether the
Holdens were required to recompute their AMT for 1980 to account for the 1983
NOL carryback.

Issue(s)

1. Whether the Holdens must include the 1983 net operating loss carryback in their
calculation of the alternative minimum tax for the year 1980.

Holding

1. Yes, because the court found that the phrase “sum of the deductions allowed” in
section 55(b)(1) includes a section 172 NOL deduction, and thus the NOL carryback
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must be considered in recomputing the AMT for 1980.

Court’s Reasoning

The U. S. Tax Court, led by Chief Judge Nims, interpreted section 55 of the Internal
Revenue Code, which defines the calculation of AMT. The court found that the
statutory language of section 55(b)(1) requires gross income to be reduced by “the
sum of  the  deductions  allowed  for  the  taxable  year,”  which  includes  an  NOL
deduction under section 172. The court rejected the Holdens’ argument that the
legislative history indicated NOLs should be excluded from AMT calculations, noting
that the cited Senate report referred to a version of the bill that was not enacted.
The court emphasized that the AMT’s purpose is to ensure tax equity by requiring
wealthy taxpayers to pay a minimum amount of tax, not solely to encourage capital
investment. The court’s interpretation aligns with the overarching goal of the AMT
to prevent tax avoidance through deductions and preferences.

Practical Implications

This decision clarifies that NOL carrybacks must be considered in AMT calculations,
even if the statutory language does not explicitly mention NOLs. Taxpayers and
practitioners  must  now  ensure  that  any  NOL  carrybacks  are  included  when
recalculating AMT for prior years, which may increase AMT liability and affect tax
planning strategies. The ruling underscores the importance of legislative intent and
statutory interpretation in tax law, particularly in the context of tax equity and the
AMT’s role in preventing tax avoidance by wealthy taxpayers. Subsequent cases,
such as Okin v. Commissioner, have reaffirmed this principle, emphasizing the need
for comprehensive tax planning that accounts for the AMT’s impact on NOLs.


