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Metro One Telecommunications, Inc. v. Commissioner of Internal Revenue,
135 T. C. 573, 2010 U. S. Tax Ct. LEXIS 46, 135 T. C. No. 28 (U. S. Tax Court,
2010)

The U.  S.  Tax Court  ruled that  Metro One Telecommunications,  Inc.  could not
deduct a 2004 alternative tax net operating loss (ATNOL) to offset all of its 2002
alternative minimum taxable income (AMTI), as the 2004 loss was considered a
carryback, not a carryover, under the relevant tax code provisions. This decision
clarifies the distinction between carrybacks and carryovers for ATNOLs, impacting
how  corporations  can  utilize  such  losses  against  AMTI  and  emphasizing  the
importance of precise statutory interpretation in tax law.

Parties

Metro One Telecommunications, Inc. , as the Petitioner, sought a redetermination of
a  $630,159  deficiency  in  its  2002  Federal  income  tax  determined  by  the
Commissioner of Internal Revenue, the Respondent, in the U. S. Tax Court.

Facts

Metro One Telecommunications,  Inc.  ,  an Oregon corporation,  reported a 2002
alternative minimum taxable income (AMTI) of $37,540,893 before any alternative
tax net  operating loss deduction (ATNOLD).  In 2003,  the company incurred an
ATNOL of $37,670,950, which it applied as a carryback to offset its 2001 and 2002
AMTI. Additionally, in 2004, Metro One incurred another ATNOL of $29,427,241,
which it sought to apply as a carryback to 2002 to offset its remaining AMTI of
$14,332,806 after other deductions. The Commissioner of Internal Revenue asserted
that this carryback was subject to a 90% limitation on the ATNOLD, leading to a
deficiency in Metro One’s 2002 alternative minimum tax (AMT).

Procedural History

The case was submitted fully stipulated to the U. S. Tax Court under Rule 122 of the
Tax Court Rules of Practice and Procedure. The court was tasked with determining
whether the carryback of the 2004 ATNOL to 2002 was subject to the 90% limitation
under  section  56(d)(1)(A)(i)(II)  of  the  Internal  Revenue  Code.  The  Tax  Court
reviewed the matter de novo, considering the statutory text and legislative history.

Issue(s)

Whether the carryback of an alternative tax net operating loss (ATNOL) from 2004
to 2002 is considered a “carryover” within the meaning of section 56(d)(1)(A)(ii)(I) of
the Internal Revenue Code, thereby allowing Metro One Telecommunications, Inc. to
deduct the ATNOL without regard to the 90% limitation on alternative minimum
taxable income (AMTI)?

Rule(s) of Law
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Section  56(d)(1)  of  the  Internal  Revenue Code defines  the  “alternative  tax  net
operating loss deduction” (ATNOLD) for purposes of the alternative minimum tax
(AMT). The statute limits the ATNOLD to 90% of AMTI, with exceptions for certain
carrybacks  and  carryovers.  Specifically,  section  56(d)(1)(A)(ii)(I)  allows  for  the
deduction of ATNOLs attributable to carrybacks from taxable years ending during
2001 or 2002 and carryovers to those years without regard to the 90% limitation.
Section 172(a) and (b)(1)(A) of the Code define “carrybacks” and “carryovers” of net
operating losses (NOLs) for regular income tax purposes, with carrybacks applying
to the two preceding years and carryovers to the twenty following years.

Holding

The U. S. Tax Court held that the carryback of the 2004 ATNOL to 2002 is not a
“carryover” within the meaning of section 56(d)(1)(A)(ii)(I). Consequently, the court
ruled that section 56(d)(1)(A)(i)(II) precludes Metro One Telecommunications, Inc.
from deducting the ATNOL to offset all of its 2002 AMTI, subjecting the carryback to
the 90% limitation.

Reasoning

The court’s reasoning focused on statutory interpretation, emphasizing the clear
distinction between “carrybacks” and “carryovers” as defined in section 172 of the
Internal  Revenue  Code.  The  court  noted  that  section  56(d)(1)  cross-references
section 172 for determining the ATNOLD, and thus, the definitions of carrybacks
and carryovers in section 172 must guide the interpretation of section 56(d)(1). The
court rejected Metro One’s argument that the 2004 ATNOL could be considered a
“carryover” to 2002, stating that a carryover cannot apply to a prior period under
the statutory framework. The court also considered legislative history, noting that
amendments  to  section  56(d)(1)(A)  were  described  as  “clerical”  and  did  not
substantively  change  the  meaning  of  “carryover”  to  include  carrybacks.
Furthermore,  the court  observed that  Congress had considered but  declined to
enact legislation that would have allowed carrybacks from 2003, 2004, and 2005 to
offset 100% of AMTI, indicating an intent to maintain the 90% limitation for such
carrybacks.

Disposition

The U. S. Tax Court entered a decision for the Commissioner of Internal Revenue,
affirming the deficiency determination against Metro One Telecommunications, Inc.
for the 2002 tax year.

Significance/Impact

The  Metro  One  Telecommunications  decision  clarifies  the  application  of  the
alternative tax net operating loss (ATNOL) provisions under the Internal Revenue
Code, particularly the distinction between carrybacks and carryovers. It reinforces
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the  importance  of  precise  statutory  interpretation  in  tax  law  and  affects  how
corporations  can  utilize  ATNOLs  to  offset  alternative  minimum taxable  income
(AMTI).  The  ruling  may  influence  future  tax  planning  strategies  and  litigation
concerning  the  application  of  ATNOLs,  emphasizing  the  need  for  careful
consideration  of  the  timing  and  classification  of  losses  under  the  tax  code.
Subsequent cases and tax guidance have followed this interpretation, impacting the
tax treatment of corporate losses in the context of the alternative minimum tax.


