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State Farm Mutual Automobile Insurance Co. v. Commissioner, 140 T. C. No.
11 (2013)

The U. S. Tax Court ruled that life-nonlife consolidated groups must calculate their
Adjusted  Current  Earnings  (ACE)  adjustment  on  a  consolidated  basis,  not  by
subgroup.  This  decision  impacts  how  such  groups  compute  their  Alternative
Minimum Tax (AMT), ensuring that the same preadjustment Alternative Minimum
Taxable Income (AMTI) is used for both calculating ACE and determining the ACE
adjustment. The ruling clarifies the application of loss limitation rules under the
AMT  regime,  affecting  tax  calculations  for  insurance  companies  and  other
corporations  filing  consolidated  returns.

Parties

State Farm Mutual Automobile Insurance Co. , the petitioner, is an Illinois mutual
property and casualty insurance company and the common parent of an affiliated
group  of  corporations  that  included  life  and  nonlife  insurance  companies.  The
Commissioner of Internal Revenue, the respondent, determined deficiencies in State
Farm’s federal income taxes for the years 1996 through 1999.

Facts

State Farm Mutual Automobile Insurance Co. is an Illinois mutual property and
casualty insurance company taxed as a corporation. During the years 1996 through
2002, State Farm was the common parent of an affiliated group of corporations that
included two domestic life insurance companies and a varying number of domestic
nonlife insurance companies and other corporations. The consolidated group filed
life-nonlife consolidated federal income tax returns for 1984 and subsequent years.
State Farm timely filed its returns for 1996 through 2002, which included both life
and nonlife subgroups. The returns reflected liabilities for regular income tax and
AMT, with State Farm making AMT calculations on Form 4626. The calculations
involved supporting schedules reflecting figures for the separate companies and the
life and nonlife subgroups. State Farm disputed certain deficiencies determined by
the Commissioner for 1996 through 1999 and claimed overpayments for those years.

Procedural History

The Commissioner audited State Farm’s returns for 1996 through 1999 and issued a
notice of  deficiency on December 22,  2004,  which did not  contain adjustments
regarding the AMT issue. State Farm timely filed a petition on March 21, 2005,
challenging  the  deficiencies  and  claiming  overpayments.  The  case  was  fully
stipulated under Rule 122, with the parties agreeing on the facts and exhibits. The
Tax  Court  addressed  the  AMT  issue,  specifically  the  calculation  of  the  ACE
adjustment for life-nonlife consolidated groups. The Court’s decision was based on
statutory interpretation, regulatory guidance, and prior case law.
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Issue(s)

Whether a life-nonlife consolidated group must calculate its ACE adjustment under
section 56(g) on a consolidated basis, rather than on a subgroup basis?

Whether a life-nonlife consolidated group, when calculating its ACE adjustment,
must use the same preadjustment AMTI for both calculating ACE under section
56(g)(3) and comparing preadjustment AMTI with ACE under section 56(g)(1)?

Rule(s) of Law

Section  56(g)  governs  the  ACE  adjustment  to  AMTI.  Preadjustment  AMTI  is
determined under section 55(b)(2) but before adjustments for ACE, alternative tax
net operating loss (ATNOL), or the alternative energy deduction. Section 56(g)(1)
provides that the AMTI of any corporation for the taxable year shall be increased by
75 percent of the excess of the corporation’s ACE over its preadjustment AMTI.
Section 56(g)(2) allows a negative ACE adjustment if a taxpayer’s AMTI exceeds its
ACE, but only to the extent of the excess of aggregate positive ACE adjustments
over aggregate negative ACE adjustments for prior years. Section 1503(c) limits the
ability of consolidated groups to use losses from the nonlife subgroup to offset the
income of the life subgroup. Section 1. 1502-47, Income Tax Regs. , generally adopts
a “subgroup method” for determining consolidated taxable income (CTI) of  life-
nonlife consolidated groups.

Holding

The Tax Court held that a life-nonlife consolidated group is entitled to and must
calculate its ACE adjustment on a consolidated basis. Additionally, the Court held
that a life-nonlife consolidated group must use the same preadjustment AMTI for
both calculating ACE under section 56(g)(3) and comparing preadjustment AMTI
with ACE under section 56(g)(1).

Reasoning

The Court’s reasoning was based on statutory interpretation, regulatory guidance,
and prior case law. The Court found that the general rule for consolidated groups
under the ACE regulations is to calculate the ACE adjustment on a consolidated
basis, as indicated by section 1. 56(g)-1(n)(1), Income Tax Regs. , which refers to
“consolidated adjusted current earnings. ” The Court rejected the argument that the
life-nonlife regulations under section 1. 1502-47, Income Tax Regs. , preempted this
general rule, as there was no specific reference to the ACE adjustment in those
regulations. The Court also relied on the legislative history of section 56(g), which
indicated  that  Congress  intended  for  consolidated  groups  to  make  a  single
consolidated  ACE  adjustment.  The  Court  found  the  decision  in  State  Farm  I
persuasive,  where  a  similar  issue  regarding  the  book  income  adjustment  was
addressed, and the Court held that a consolidated approach was appropriate. The
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Court concluded that using a consistent preadjustment AMTI for both calculating
ACE and comparing it with ACE was necessary to ensure accurate tax calculations
and to respect the loss limitation rules under section 1503(c).

Disposition

The Tax Court ordered that State Farm must calculate its ACE and ACE adjustment
on  a  consolidated  basis  for  its  entire  consolidated  group,  using  a  consistent
preadjustment AMTI that applies the loss limitation rules when calculating its ACE,
ACE adjustment, and post-ACE adjustment AMTI.

Significance/Impact

The decision is significant for life-nonlife consolidated groups, as it clarifies the
method for calculating the ACE adjustment under the AMT regime. It ensures that
such groups use a consolidated approach, which may affect their tax liabilities and
refunds. The ruling also reinforces the application of loss limitation rules, ensuring
that the same preadjustment AMTI is used for both calculating ACE and determining
the  ACE  adjustment.  This  decision  provides  clarity  and  consistency  for  tax
practitioners  and  taxpayers  in  calculating  the  AMT for  life-nonlife  consolidated
groups, potentially affecting future tax planning and compliance strategies.


