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This advisory is published by Alston & Bird LLP to provide a summary of significant developments to our clients and friends.  It is intended 
to be informational and does not constitute legal advice regarding any specific situation. This material may also be considered attorney 
advertising under court rules of certain jurisdictions.
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State-Sponsored Liability Limitation Funds

LTR 202024002 allows a corporation to write off Section 197 intangible contributions it makes to a state fund 
that appears to “insure” it and similarly situated corporations from liability for some “event.” The “event” may 
have been a catastrophe or an environmental problem caused by the corporations; the ruling does not say. 

The state will also make contributions to the “fund,” and the participating corporations will make contributions 
to the fund. If the corporation satisfies certain requirements, it will be certified to receive payments from 
the fund on account of its liabilities. The fund is operated by some sort of state commission that regulates 
the corporations. The state statute regulating such corporations authorizes the creation of such fund. 
Participation in the fund entitles the corporation to a liability cap under state law.

The ruling treated the corporation as receiving intangible rights upon its original contribution to the fund. 
Additional payments into the fund are required.

The ruling found the rights received by the corporation to be a Section 197 intangible. The corporation 
could amortize the original payment over 15 years and could amortize any later additional payments over 
the remaining term of the 15 years. Key to the ruling were the facts that there was no term limit on the fund 
and the IRS did not view the rights as a right granted by a governmental unit or an agency or instrumentality 
thereof. The latter finding was not explained. 

Although 15-year (or less) amortization might not seem like an advantageous treatment, the alternative 
may have been capitalization into the business that caused the damages. 

For more information, please contact Jack Cummings at 919.862.2302.
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You can subscribe to future Federal Tax advisories and other Alston & Bird publications by completing our 
publications subscription form. 

Click here for Alston & Bird’s Tax Blog. 
Stay engaged with the aftereffects of the Tax Cuts and Jobs Act with our resource page. 

If you have any questions or would like additional information, please contact your Alston & Bird attorney or any of the following:
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