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Illinois Supreme Court – Amnesty 
double interest penalty upheld on tax 
liability assessed following an IRS 
audit 

June 21, 2013 

In brief 

On June 20, 2013, the Illinois Supreme Court ruled in a 4-2 decision that a taxpayer failing to pay a tax 

liability under the state’s 2003 amnesty program was subject to a 200% interest penalty even though the 

tax liability arose following the completion of a federal audit that concluded after the end of the amnesty 

reporting period. The court also found that the double interest penalty did not violate the taxpayer’s due 

process rights. [Metropolitan Life Insurance Company v. Hamer, Il. Sup. Ct. # 114243 (6/20/13)] 

 

In detail 

Illinois’ amnesty program 

Illinois offered an amnesty 
program to taxpayers that paid 
all taxes owed for any taxable 
period after June 30, 1983, and 
prior to July 1, 2002. The 
amnesty program ran from 
October 1, 2003, to November 
15, 2003. A 200% interest 
penalty was imposed on 
taxpayers that failed to pay all 
taxes due during the amnesty 
period. 

A regulation provided that a 
participant in the amnesty 
program was obligated to pay 
the entire tax liability 
irrespective of whether that 
liability was known to the 
Illinois Department of Revenue 
or to the participant. Taxpayers, 

including those under federal 
audit, unsure of the exact 
amount of their tax liability 
were to make a good faith 
estimate of the amount of the 
liability. 

Facts 

In 2004, the IRS completed a 
federal audit of Metropolitan 
Life Insurance Co. (MetLife) 
and concluded that MetLife’s 
federal taxable income for tax 
years 1998 and 1999 was more 
than what it indicated on its 
timely filed income tax returns. 
The Department determined 
that MetLife owed additional 
state taxes for those years. Since 
MetLife did not pay the 
delinquent taxes during the 
amnesty period, the Department 
assessed a 200% interest 

penalty for the additional taxes 
owed. The Department did not 
impose any regular penalties 
because the federal changes 
were timely reported. 

‘All taxes due’ includes 

amounts from an in-process 

IRS audit 

MetLife argued that its federal 
change was unknown during the 
amnesty period and it could not 
have made an educated guess as 
to its increased Illinois tax 
liability. 

The Illinois Supreme Court 
acknowledged that the meaning 
of ‘all taxes due’ was 
determinative as to whether 
MetLife was subject to the 200% 
interest penalty.  

 

http://www.illinoiscourts.gov/Opinions/SupremeCourt/2013/114234.pdf


Insights 

 
 
 

2 pwc 

 
The court referred to Illinois law 
requiring that a taxpayer must “pay 
any tax due on or before the date for 
filing a return for the tax period, 
without assessment, notice, or 
demand.” The court found that the 
legislature was aware of this ‘due date’ 
filing obligation when it drafted the 
2003 Amnesty Act and it did not 
provide for a different time frame for 
paying taxes under the amnesty. 
Accordingly, the court held that the 
phrase ‘all taxes due’ in the 2003 
Amnesty Act refers to those taxes due 
at the time the initial return is to be 
filed, rather than taxes known to be 
due. Therefore, when MetLife failed to 
pay those taxes due during the 
amnesty period, it became liable for 
the 200% amnesty interest penalty.  

Additionally, the court found 
provisions of the 2010 Amnesty Act 
instructive. In the 2010 Act, the 
legislature provided an exception to 
the 200% interest penalty for tax 
liabilities related to a federal audit 
that was ‘not final.’ The court viewed 
this as a change, rather than a 
clarification, from the 2003 Act and 
therefore concluded that the 2003 Act 
did not intend to provide an 
exemption for in-process federal 
audits. 

Double interest penalty does not 

violate due process rights 

MetLife asserted that imposition of 
the 200% interest penalty violated its 
substantive due process rights 
because the penalty applied to tax 
liabilities that were unknown to it. 
MetLife argued that the ‘good faith 
estimate’ requirement compounds the 
problem by ‘attempting to coerce’ 
MetLife into overpaying its additional 
Illinois income tax liability. 

The court acknowledged that a 
statutory penalty does not violate due 
process unless it is “so severe and 
oppressive as to be wholly 

disproportionate to the offence and 
obviously unreasonable.” The statute 
at issue need only bear a reasonable 
relationship to a legitimate state 
interest. The court found that the 
200% interest penalty was 
considerable, but the penalty was not 
so arbitrary and unreasonable as to 
violate substantive due process for the 
following reasons: 

 The 2003 Amnesty Act bears a 

reasonable relationship to the 

state’s legitimate interest in raising 

revenue. 

 The legislature gave taxpayers an 

opportunity to avoid the penalty by 

making a good-faith estimate of 

their liability and paying that 

liability during the amnesty period. 

 The court rejected MetLife’s 

assertion that it was not 

guaranteed a refund of an amnesty 

overpayment due to the one year 

limitation on refund requests. 

The takeaway 

Six months following the appellate 
court’s decision in favor of the 
taxpayer, the same appellate court 
(with a different panel of justices) in 
Marriott International, Inc. v. Hamer 
ruled in favor of the Department in a 
decision with very similar facts. Click 
here for our summary of the Marriott 
appellate court decision. The Illinois 
Supreme court resolved the conflict by 
agreeing with the Marriott decision 
and reversing Metropolitan Life’s 
appellate court decision.  

The Metropolitan Life decision 
concerns the 2003 Tax Amnesty 
Delinquency Act, which covered 
taxable periods after June 30, 1983, 
and prior to July 1, 2002. As noted 
above, the 2010 Amnesty Act 
addressed taxable periods ending after 
June 30, 2002, and prior to July 1, 
2009. Unlike the 2003 amnesty, the 

2010 Amnesty provided that 
taxpayers with an additional liability 
resulting from an IRS audit that had 
not yet commenced or become final 
until after the amnesty period were 
not subject to the double interest 
penalty. 

Prior to the Illinois Supreme Court’s 
ruling in Metropolitan Life, Marriott 
requested the court to review its 
appellate court decision. The Illinois 
Supreme Court had not taken action 
on this request. In light of the court’s 
decision in Metropolitan Life and the 
supportive reference to the Marriott 
appellate court decision, it appears 
doubtful that the Illinois Supreme 
Court will grant Marriott’s request to 
grant review. 
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For more information on the Metropolitan Life decision, please contact: 
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