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The Alternative Minimum Tax

(reprinted from Smart Money magazine)

REMEMBER BACK when
you were young and poor
and nothing made you mad-
der than tales of rich people
who paid nothing in income
taxes? Well, you weren't
alone, and that anger led to
the creation of something
called the alternative mini-
mum tax, which was de-
signed to keep the rich from
living tax-free.

Fast-forward a few years.
You're a bit older, somewhat
better off and paying far
more in taxes than you ever
thought possible. So what's
the last thing you expect to
see when you fill out your
tax return? That you owe the
alternative minimum tax.
You can take some solace in
the fact that thousands of
taxpayers just like you have
been snagged by this nasty
bit of tax law in recent years.
While only 19,000 people
owed the AMT in 1970, 2.6
million are paying it now,
according to the IRS.

WHAT HAPPENED? In-
flation, mostly. While the
"regular"” tax brackets, ex-
emptions and standard de-
ductions are adjusted annu-
ally for inflation, the AMT
brackets and exemptions are
not, so many people whose
income has grown with the
economy enter the dreaded
AMT zone each year. Espe-
cially vulnerable are people
with income over $75,000
and some large deductions,
but not the exotic ones that
were originally targeted by
the AMT's creators. Most
vulnerable are taxpayers
with several children, inter-
est deductions from second
mortgages, capital gains,
high state and local taxes,
and incentive stock options.

HOW THE TAX WORKS
The best way to understand

the AMT is to view it as a
separate tax system. It has its
own set of rates and its own
rules for deductions, which
usually are less generous than
the regular rules. Because of
these confusing rules, the only
ways you can tell if you owe
the tax are by filling out the
forms (essentially doing your
taxes a second time) or by
being audited by the Internal
Revenue Service. If it turns
out you should have paid the
AMT but didn't, you will owe
the back taxes plus any inter-
est or penalty that the IRS
decides to dole out.

You should definitely run the
numbers if your
gross income is
above $75,000
and you have

home-equity loan interest, if
the loan proceeds are not
used for home improvements.

The AMT also ignores some
itemized deductions, such as
investment expenses and em-
ployee business expenses,
and some medical and dental
expenses. It also counts as
income the interest from pri-
vate-activity bonds, a type of
tax-exempt bond issued by
governments, usually to fi-
nance sports stadiums and the
like. Finally, AMT rules force
you to pay taxes on the
"spread" between the market
price and the exercise price of
incentive stock options
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taxes and home-
equity loan inter-
est. Ditto if you
exercised incentive stock op-
tions during the year, or if you
own a business, rental proper-
ties, partnership interests or S
corporation stock. If you earn
more than $100,000, run the
numbers for that reason alone.

That means filling out Form
6251. In effect, you are simply
adding back some tax deduc-
tions and income exclusions to
your regular taxable income to
arrive at your alternative mini-
mum taxable income. Here is
where the middle class gets
soaked. First you have to add
back your personal- and de-
pendent-exemption deductions
($3,100 each in 2004, $3,050
each in 2003), then your stan-
dard deduction if you don't
itemize ($9,700 for joint filers
in 2004 and $9,500 for joint
filers in 2003; $4,850 for sin-
gles in 2004 and $4,750 for
singles in 2003). You also lose
your state, local, foreign-
income and property-tax
write-offs, as well as your
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granted by your employer.
For example, if you exercised
an option to buy 100 shares
of stock for $3 a share and
the stock was trading at $10,
the spread would be $7 a
share, or $700. Under the
regular rules, you wouldn't
pay current taxes on that
amount, but under the AMT,
it's considered income.

DON'T GIVE UP HOPE.
You do get a few small
breaks under AMT rules that
you wouldn't see under the
regular tax rules. For exam-
ple, while you can't deduct
state, local and foreign taxes
under AMT rules, you can
deduct the refunds, which
would be considered income
under the regular tax rules.
And because you're taxed on
the spread on your incentive
stock options, your tax basis
for the shares you bought is
higher under the AMT, mean-
ing your tax bill will be lower
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when you sell the shares.

The AMT form has quite a few other
pluses and minuses, but you can probably
ignore them unless you own a business,
rental properties or interests in partnerships
or S corporations.

Finally, you get to deduct the AMT ex-
emption — $58,000 for joint filers in
2004; $40,250 for unmarried persons;
$29,000 for those married filing separately.
However, this exemption is reduced by 25
cents for each dollar of AMT taxable in-
come above $150,000 for couples
($112,500 for singles and $75,000 for mar-

ried filing separate status), and it's not ad-
justed for inflation, which is one reason why
more people owe the AMT every year.

After the exemption (if any) has been de-
ducted, the result is subject to AMT rates —
26% on the first $175,000 ($87,500 for mar-
ried couples filing separately) and 28% on
the excess. Again, the AMT brackets are not
adjusted for inflation, which causes much
greater exposure to the tax as the years go
by. If the AMT exceeds your regular tax,
you have to pay the greater amount. Techni-
cally, the AMT is just the liability over and
above the regular tax, and this figure is en-
tered on line 42 on page 2 of Form 1040.

Keeping Records of Deductions

Sorry, you're not finished yet. People get
pushed into the AMT zone for different rea-
sons, and some are actually better than oth-
ers. That's because you could be eligible for
the so-called minimum tax credit, which
allows you to claim a credit on your tax re-
turn in future years for some of the extra
taxes you paid under AMT rules. So you
have to fill out another document, Form
8801, to determine if you are eligible. For
whatever reason, the tax rules say that exer-
cising incentive stock options is one of the
few things that qualifies you for the credit,
so if that's the reason you ended up paying
the AMT, pay special attention to this form.

The Economic Growth and Tax Relief Recon-

In an effort to help simplify record keeping
requirements for expenses incurred while
traveling away from home on business, the
IRS allows substantiation of certain expenses
without receipts.

For individual expenses of $75.00 or less,
you will satisfy the substantiation rules by
keeping a record of : 1) The amount of the
expense, 2) The date when and location
where the expense was incurred, and 3) The
business purpose of travel.

Any individual expenses over $75.00 and all
hotel costs, regardless of the amount, should
be supported with a receipt. You may

substantiate expenses greater then $75.00 for

a particular category for the year without
keeping receipts.

For example, if you hire a cab on 10 different
layovers during the year and your cost is
$20.00 each time, you may claim the
$200.00 deduction for the year without
receipts, provided you can substantiate the
expenses with a log of the date, location,
amount of the expense and your business
purpose for traveling away from home. If
your cab ride on one layover was $90.00,
then you should also have a receipt to
support that deduction.

Clients often ask us what an ‘average’
deduction for an item is, or the amount they

can claim without a receipt.

While the IRS does not allow a ’standard’
business expense deduction, other than the
Standard Meal Allowance for travel away
from home, the table below lists deduction
ranges that crewmembers have claimed for
various items.

The amounts listed are ranges for
crewmembers who claim a deduction in a
particular category. Not all crewmembers
claim deductions in all categories. The
figures are not reflective of a true average

whereby zero amounts in are included in the
ranges. The IRS rules of substantiation apply
to these deductions.

Deduction Amount
Layover accessories/supplies | $240-480
Alarm Clock 8-35
Alterations/repair of uniform 50-280
ATM fees on layovers 5-24
Batteries 5-25
Bid Service fees 130-435
Cab/parking for short calls 180-1060
Calls home from layovers 60-960
Cell phone 120-720
Cockpit keys 5-28
Cockpit supplies, equip. 25-200
CompuServe/ISP fees 120-600
Currency converter 20-65
Currency exchange 125-480

Deduction Amount
Earpiece (pilots) 45-175
FAA Medical certificate 60-320
Flashlight 5-28
Galley supplies 5-50
Hair dryer 12-35
ID replacement 25-75
Iron 12-35
Logbook $5-25
Luggage/flight bags 18-355
Manuals 15-75
Name tags/Wings 5-25
Pager 148-437
Professional organizations 50-150
Shipping/mail costs 12-140

Deduction Amount
Shoe shine/repair 72-185
Sunglasses (pilots) 25-250
Temporary assignment 300-2505
Telephone 40-240
Training costs 50-158
Transportation on lay- 180-1110
overs
Trip trading service 95-1065
Uniform Cleaning, repair 260-830
Uniform Laundry 75-125
Uniform purchase 45-840
Van driver tips 72-360
Voltage converter 15-48
Work related education 50-510
Work related publications 20-85








































«n 8879 IRS e-file Signature Authorization PR AR

P> Do not send to the IRS. Keep this form for your records.
Department of the Treasury . .
Internal Revenue Service P> See instructions.

Declaration Control Number (DCN) }

Taxpayer’s name Social security number
Spouse’s name Spouse’s social security number
Tax Return Information—Tax Year Ending December 31, 2003 (Whole Dollars Only)
1 Adjusted gross income (Form 1040, line 35; Form 1040A, line 22; Form 1040EZ, line 4) . 1
2 Total tax (Form 1040, line 60; Form 1040A, line 38; Form 1040EZ, line 10) . 2
3 Federal income tax withheld (Form 1040, line 61; Form 1040A, line 39; Form 1040EZ, I|ne 7) 3
4 Refund (Form 1040, line 70a; Form 1040A, line 45a; Form 1040EZ, line 11a). . . . . . . . . | 4
Amount you owe (Form 1040, line 72; Form 1040A, line 47; Form 1040EZ, line 12) . . . 5
Taxpayer Declaration and Sighature Authorization (Be sure you get and keep a copy of your return)

Under penaltles of perjury, | declare that | have examined a copy of my electronic individual income tax return and accompanying
schedules and statements for the tax year ending December 31, 2003, and to the best of my knowledge and belief, it is true,
correct, and complete. | further declare that the amounts in Part | above are the amounts shown on the copy of my electronic
income tax return. | consent to allow my intermediate service provider, transmitter, or electronic return originator (ERO) to send my
return to the IRS and to receive from the IRS (a) an acknowledgement of receipt or reason for rejection of the transmission, (b) an
indication of any refund offset, (c) the reason for any delay in processing the return or refund, and (d) the date of any refund. If
applicable, | acknowledge that | have read the Electronic Funds Withdrawal Consent included on the copy of my electronic income
tax return and | agree to the provisions contained therein. | have selected a personal identification number (PIN) as my signature
for my electronic income tax return and, if applicable, my Electronic Funds Withdrawal Consent.

Taxpayer’s PIN: check one box only

[O] | authorize to enter my PIN as my signature
~ ERO firm name do not enter all zeros
on my tax year 2003 electronically filed income tax return.

L] 1 will enter my PIN as my signature on my tax year 2003 electronically filed income tax return. Check this box only if you
are entering your own PIN and your return is filed using the Practitioner PIN method. The ERO must complete Part IlI
below.

Your signature » Date »

Spouse’s PIN: check one box only

L] 1authorize to enter my PIN as my signature
ERO firm name do not enter all zeros

on my tax year 2003 electronically filed income tax return.

L] 1 will enter my PIN as my signature on my tax year 2003 electronically filed income tax return. Check this box only if you
are entering your own PIN and your return is filed using the Practitioner PIN method. The ERO must complete Part IlI

below.
Spouse’s signature » Date »
Practitioner PIN Method Returns Only—continue below
Certification and Authentication—Practitioner PIN Method Only

ERO’s EFIN/PIN. Enter your six-digit EFIN followed by your five-digit self-selected PIN.

do not enter all zeros

| certify that the above numeric entry is my PIN, which is my signature for the tax year 2003 electronically filed income tax return
for the taxpayer(s) indicated above. | confirm that | am submitting this return in accordance with the requirements of the Practitioner
PIN method and Publication 1345, Handbook for Authorized e-file Providers.

ERO’s signature P Date »

ERO Must Retain This Form — See Instructions
Do Not Submit This Form to the IRS Unless Requested To Do So

For Privacy Act and Paperwork Reduction Act Notice, see back of form. Cat. No. 32778X Form 8879 (2003)



Tax Crew

The World’s Best Rates on Per Diem
Calculations and Income Tax Preparation.

Visit us online!
WWww.mytaxcrew.com

Ez Down the Street or Around the World

T X [: rew We’re your Income Tax and Per Diem Resource
Working with us is easy. Because we specialize in airline industry tax re-

10 Santa Clara turns and meal calculations, we provide fast, efficient, accurate service at
San Clemente CA 92672 the world’s best rates. We are the only full service tax preparation firm that

also provides Per Diem Reports with complete documentation for 100% IRS
Phone: 888.TAXCREW (829,2739)

Fax: 949.481.1679 approval of your maximum layover meal expense deduction. For informa-
Email: info@mytaxcrew.com tion and personal service, call, write or email us. Or visit us online.
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