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State  Farm Mutual  Automobile  Insurance  Company  and  Subsidiaries  v.
Commissioner of Internal Revenue, 119 T. C. 342 (2002)

In State Farm Mut. Auto. Ins. Co. v. Comm’r, the U. S. Tax Court ruled that the
alternative minimum tax (AMT) book income adjustment for life-nonlife consolidated
groups  must  be  computed  on  a  consolidated  basis.  This  decision,  pivotal  for
insurance companies, clarified that a single adjustment should be applied across the
entire  group  rather  than  separately  for  life  and  nonlife  subgroups.  The  ruling
underscores  the  importance  of  statutory  and regulatory  language over  broader
legislative intent, impacting how such groups calculate their AMT liabilities.

Parties

State Farm Mutual Automobile Insurance Company and Subsidiaries (Petitioner)
filed  a  consolidated  Federal  income  tax  return.  The  Commissioner  of  Internal
Revenue (Respondent) challenged the method used by State Farm to calculate its
AMT liability.

Facts

State  Farm Mutual  Automobile  Insurance  Company,  the  common parent  of  an
affiliated group, filed a consolidated Federal income tax return for the years 1986
through 1990. The group included both life and nonlife insurance companies. For
the taxable year 1987, State Farm initially was not subject to the AMT but became
liable due to a nonlife subgroup net operating loss (NOL) carryback from 1989,
triggered by events like Hurricane Hugo.  State Farm calculated the AMT book
income adjustment on a consolidated basis, whereas the Commissioner argued for a
subgroup approach, applying separate adjustments to the life and nonlife subgroups.

Procedural History

State Farm challenged the Commissioner’s determination of a Federal income tax
deficiency  for  the  1987  taxable  year.  The  Commissioner  responded  with  an
increased deficiency  claim.  The case  proceeded to  the  U.  S.  Tax  Court,  which
reviewed  the  dispute  de  novo,  focusing  on  the  interpretation  of  the  relevant
statutory and regulatory provisions concerning the AMT book income adjustment.

Issue(s)

Whether, in the context of a life-nonlife consolidated return, the AMT book income
adjustment should be computed on a consolidated basis, with a single adjustment for
the entire group, or on a subgroup basis, with separate adjustments for the life and
nonlife subgroups?

Rule(s) of Law

The Internal Revenue Code Section 56(f) and its accompanying regulations govern
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the computation of the AMT book income adjustment. Section 56(f)(2)(C)(i) states
that for consolidated returns, “adjusted net book income” shall take into account
items on the taxpayer’s applicable financial statement which are properly allocable
to members of such group included on such return. The regulations under Section 1.
56-1(a)(3)  of  the  Income  Tax  Regulations  emphasize  that  the  book  income
adjustment for a consolidated group is calculated as 50 percent of the excess of
consolidated adjusted net book income over consolidated pre-adjustment alternative
minimum taxable income.

Holding

The U. S. Tax Court held that the AMT book income adjustment for a life-nonlife
consolidated group should be computed on a consolidated basis, applying a single
adjustment for the entire group rather than separate adjustments for the life and
nonlife  subgroups.  This  ruling  was  grounded  in  the  explicit  language  of  the
applicable statutes and regulations, which consistently referred to the adjustment in
terms of the consolidated group.

Reasoning

The court’s reasoning was anchored in the plain language of Section 56(f) and the
accompanying  regulations,  which  repeatedly  used  singular  references  to  the
taxpayer and consolidated group. The court noted that the legislative history, while
indicating that  the loss  limitations under Section 1503(c)  should apply  to  AMT
calculations, did not specify a methodology for doing so. The court found that the
life-nonlife  consolidated  return  regulations  under  Section  1.  1502-47  did  not
preempt the AMT regulations under Section 1. 56-1, as the preemption was limited
to other regulations under Section 1502. The court rejected the Commissioner’s
argument for a subgroup approach, which would override the explicit consolidated
approach mandated by the AMT regulations, and emphasized that allocation of the
consolidated adjustment could accommodate the Section 1503(c) loss limits without
necessitating separate subgroup adjustments.

The court also drew analogies to other cases, such as United Dominion Indus. , Inc.
v. United States and Honeywell Inc. v. Commissioner, where the explicit language of
regulations was upheld over broader policy concepts. The court concluded that,
given the absence of any clear statutory or regulatory directive to deviate from the
consolidated  approach  and  the  availability  of  allocation  methods  to  address
subgroup-specific issues, the consolidated method was appropriate.

Disposition

The court’s decision was entered under Rule 155 of the Tax Court Rules of Practice
and  Procedure,  affirming  the  consolidated  approach  to  the  AMT  book  income
adjustment for life-nonlife groups.



© 2025 SCOTUSreports.com. All rights reserved. | 3

Significance/Impact

The decision in State Farm Mut. Auto. Ins. Co. v. Comm’r is significant for life-
nonlife consolidated groups, as it clarifies the method for computing the AMT book
income adjustment.  The ruling  prioritizes  the  explicit  language of  statutes  and
regulations over broader policy considerations, setting a precedent for how such
adjustments  are  to  be  calculated.  This  decision  has  practical  implications  for
insurance companies and other consolidated groups, ensuring uniformity in AMT
calculations and potentially affecting their tax liabilities. It also underscores the
importance  of  regulatory  clarity  and  the  potential  need  for  the  IRS  to  amend
regulations to address specific subgroup issues within consolidated groups.


