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GOLDBERG, Special Trial Judge: This case was heard pursuant

to the provisions of section 7463 of the Internal Revenue Code in

effect at the tinme the petition was filed. The decision to be

entered i s not reviewabl e by any other court, and this opinion

shoul d not be cited as authority. Unless otherw se indicated,

subsequent section references are to the Internal Revenue Code in

effect for the year in issue.



Respondent determ ned a deficiency in petitioners’ Federal
income tax for 1998 of $4,315. The issues for decision are: (1)
Whet her petitioners are entitled to a student |oan interest
deduction, and (2) whether petitioners are subject to the
alternative mninmumtax. At the tine the petition was fil ed,
petitioners lived in Boyds, Maryland. Petitioners are husband
and wife.

Al cnene Haloftis (Ms. Haloftis) is a chem cal engineer with
the U S. Departnent of Labor, Ofice of General Industry
Compl i ance. She hol ds a bachel or of science degree in chem cal
engi neering fromthe University of Maryland, College Park, and a
mast er of science degree in environnmental engineering from George
Washi ngton University. At the tinme of trial, Ms. Haloftis had
wor ked for the Department of Labor for approximately 12 years,
including the year in issue. M. Haloftis, an electrical
engi neer, worked for MA Bioservices, Inc., in Rockville,

Maryl and, during the year in issue.

In 1998, petitioners paid $2,257.77 in student |oan interest
to the Student Loan Marketing Association. The underlying
student |oan was incurred for petitioners’ continued education.
The parties do not dispute the nature of this |l oan or the anobunt
of interest paid during 1998.

In their tinely filed 1998 joint Federal inconme tax return,

petitioners clained on their Schedule A, Item zed Deductions, a



- 3 -

deduction of $2,257.77 for student |oan interest paid during
1998. Petitioners did not file Form 6251, Alternative M ninmum
Tax--Individuals, with their 1998 Federal income tax return.

In a notice of deficiency, respondent determ ned that
petitioners were not entitled to the student | oan interest
deducti on because they were not eligible for the deduction under
section 221(b). Respondent further determ ned that petitioners
were subject to the alternative mninumtax for 1998.

A deduction is allowed on interest paid by a taxpayer on any
“qualified education |loan” in the year paid. Sec. 221(a). A
“qual i fied education | oan” neans any indebtedness incurred to pay
qual i fi ed higher education expenses which are incurred by the
t axpayer or the taxpayer’s spouse, paid or incurred within a
reasonabl e period of tinme before or after the indebtedness was
incurred, and attributable to education during a period the
reci pient was an eligible student. Sec. 221(e)(1). Married
taxpayers nmust file joint returns in order to qualify for the
deduction. Sec. 221(f)(2). The maxi mum deduction all owed for
tax year 1998 was $1,000. Sec. 221(b)(1).

For a noderate-inconme taxpayer the deduction for qualified
education loan interest is phased out according to the taxpayer’s
nodi fi ed adjusted gross incone (nodified AG). Sec. 221(b)(2).
The phaseout begins at a nodified AG |evel of over $60, 000 for

joint return filers. Sec. 221(b)(2)(B)(i)(ll1). The deduction is



conpl etely phased out at a nodified Ad |evel of $75,000 for
joint return filers. Sec. 221(b)(2)(B)

Petitioners contend that respondent inproperly disallowed
their education | oan interest deduction because the “IRS treated
the interest as a new | oan and not a loan in the repaynent
stage”. W are unsure why petitioners nmake a di stinction between
a new loan and a loan in “repaynent stage”, but the distinction
isirrelevant. The l[imtations of section 221(b), entitled
“Maxi mum Deduction”, apply to all education |oan interest
deductions so long as the education loan is qualified and with
respect to the first 60 nonths of repaynent. Sec. 221(d).
Respondent does not contest that the | oan paynents were within
t he 60-nonth peri od.

Petitioners’ next argunment is that they are not subject to
any limtation on the education |oan interest deduction because
“line 28 of * * * [Schedule A] states that if line 34 is over
$124, 500, your deduction is not limted.” Petitioners are
m sguided in this assertion. Line 28 refers to the item zed
deducti on phaseout anpunt! and has no bearing on petitioners’

entitlenment to the education | oan i nterest deduction. Section

! Sec. 68 establishes an overall limtation on item zed
deductions. For 1998, the phaseout begins at adjusted gross
i ncone of $124,500 for joint return filers. Petitioners
correctly assert, and respondent does not contest, that
petitioners are not subject to the sec. 68 limtation on item zed
deduct i ons.



221(b) sets the deduction limt specifically on qualified
education loan interest paid in 1998 at $1,000. Therefore,
assum ng all other requirenents of section 221 are net, for
petitioners’ student |oan interest of $2,257.77, they would be
entitled to deduct only $1,000 as their education |oan interest
deduction. Sec. 221(b).

Respondent contends that petitioners are not entitled to the
deduction because their nodified AG exceeds the phaseout anount
of section 221(b)(2). W agree. For tax year 1998, petitioners
reported an adjusted gross incone of $99,213.90. Petitioners’
nmodi fied AG equals the adjusted gross incone determ ned w thout
regard to the deduction for the education |oan interest. Sec.
221(b)(2)(C. For tax year 1998, petitioners’ nodified A was
$101, 471.67.% Because petitioners’ nodified A for 1998 is nore
t han $75, 000, we hold that interest paid on petitioners’
qgual i fied education | oan is not deductible under section 221(b).
Respondent is sustained on this issue.

Section 55(a) inposes an alternative mninmumtax on
noncor porate taxpayers equal to the excess of the “tentative

m ni mum tax” over the “regular tax”.® The alternative m ninum

2 $99, 213. 90 (adjusted gross incone) plus $2,257.77
(student loan interest) = $101, 471. 67.

3 For petitioners, the term*“regular tax” neans “the
regular tax liability for the taxable year (as defined in sec.
(continued. . .)
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tax is the amount in excess of, and in addition to, any regular
tax owed.

The tentative mnimumtax for noncorporate taxpayers is
equal to 26 percent of so nmuch of the taxable excess as does not
exceed $175,000. Sec. 55(b)(1)(A(i). The taxable excess is
t hat anount by which the alternative m ninumtaxable incone
(AMTI) exceeds the exenption amount. Sec. 55(b)(1)(A)(ii). The
exenption anmount for married couples filing a joint return is
$45,000. Sec. 55(d)(1)(A).

AMTI equal s the taxpayer’s taxable incone for the year
determned with the adjustnents provided in section 56 and
i ncreased by the anount of tax preference itens described in
section 57. Sec. 55(b)(2). 1In calculating AMIl, no deduction is
allowed for State and | ocal incone taxes paid and m scel | aneous
item zed deductions. Sec. 56(b)(1)(A). Also, no deduction for
personal exenptions under section 151 is allowed. Sec.
56(b) (1) (B).

Petitioners did not file Form 6251 with their 1998 return.
In conputing petitioners’ AMIl for the year in issue, respondent
di sal l owed petitioners’ deductions for taxes paid and for job
expenses and ot her m scel |l aneous item zed deductions. W have

revi ewed respondent’s conputations of the alternative m ni mumtax

3(...continued)
26(b))”. Sec. 55(c)(1).



and find that they conport with the provisions of sections 55 and
56. The follow ng conputation shows the proper anount of
alternative m ni numt ax:

l. I ndi vi dual I ncone Tax Return - Form 1040

Adj usted gross income (Form 1040, |ines 33/34) 1$101, 471. 67
Less: Item zed deductions (Schedul e A) -43,819. 43
Bal ance (Form 1040, Line 37) 57, 652. 24
Less: Exenptions (Form 1040, Line 38) -10, 800. 00
Taxabl e i ncome (Form 1040, Line 39) 46, 852. 24
Tax (secs. 1(a), 3(c)) 7,620.00

Regul ar tax (secs. 26(b)(1), (2)(A), 55(c)(1))

7,620.00

This amount reflects the disallowance of petitioners’ student
| oan interest deduction as discussed above. $99,213.90 (petitioners’
reported AG) plus $2,257.77 (student |oan interest = $101, 471. 67

1. Item zed Expenses - Schedule A

Taxes paid (Line 9) $25, 220. 26
Interest paid (Line 14) +6, 315. 83
Charitable contributions (Line 18) +2, 080. 00
M scel | aneous item zed deducti ons

(Unrei mbur sed enpl oyee expenses) (Line 26) +10, 203. 34
Total item zed deductions 43,819. 43

I11. Alternative M ninum Taxabl e | ncome

Taxabl e i ncome (Form 1040, |ine 39) $46, 852. 24
Adj ust ment s
Taxes +25, 220. 26
M scel | aneous item zed deducti ons
(Unrei nbursed enpl oyee expenses) +10, 203. 34
Exenpt i ons +10, 800. 00
Ref und of taxes -2,397.61
Bal ance 90, 678. 23
Plus: Items of tax preference - O0-

Al ternative m ninumtaxabl e i ncome 90, 678. 23



V. Aternative M nimum Tax

Al ternative m ninumtaxabl e i ncome $90, 678. 23
Less: Exenption anount -45, 000. 00
Taxabl e excess 45,678. 23
Times: Applicable AMI rate x 26%

Tentative m ni numtax 11, 876. 34
Less: Regul ar tax -7,620.00
Al ternative n ni numtax 4,256. 34

Petitioners’ taxable incone for 1998 was $46, 852. 24, the
anount reported on line 39 of Form 1040.

As relevant herein, the adjustnments provided in section
56(b) include the disallowance of the followi ng: (1)
M scel | aneous item zed deductions as defined in section 67(b);
(2) taxes described in paragraph (1), (2) or (3) of section
164(a); and (3) personal exenptions defined in section 151.
Secs. 56(b)(1)(A) (i) and (ii), (E). Any anmount refunded by way
of taxes paid that is includable in conputing adjusted gross
incone is not subject to disallowance. See sec. 56(b)(1)(A).

After we take into account the foregoing adjustnents,
petitioners’ AMIl for 1998 equal s $90, 678.23. AMIl exceeds the
appl i cabl e exenption amount of $45, 000 by $45, 678.23. See sec.
55(d) (1) (O (i). Petitioners’ “tentative mninumtax” is
therefore 26 percent of the excess, or $11,876.34. See sec.
55(b) (1) (A) (i)(l), (iii). Because petitioners’ tentative m ninmm
tax exceeds the regular tax of $7,620, petitioners are liable for
the alternative mninmumtax in the anount of the excess; i.e.,
$11, 876. 34 | ess $7,620, or $4,256.34. See sec. 55(a).

In view of the foregoing, we hold that petitioners are



liable for the alternative mninumtax. Respondent is sustained
on this issue.

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

Deci sion will be entered

for respondent.




