Huntsberry v. Commissioner, 83 T. C. 742 (1984)

The alternative minimum tax applies to noncorporate taxpayers even if they have no
tax preferences, when their tax credits reduce their regular tax below the specified
percentages of their alternative minimum taxable income.

Summary

In Huntsberry v. Commissioner, the Tax Court ruled that the Huntsberrys were
liable for the alternative minimum tax for 1979, despite having no tax preferences.
The Huntsberrys had a significant jobs credit that reduced their regular tax to
$7,734, but their alternative minimum taxable income of $181,387, when subjected
to the statutory percentages, resulted in an alternative minimum tax of $24,612. 75.
The court emphasized that the alternative minimum tax is calculated based on
alternative minimum taxable income, which may include but is not dependent on tax
preferences, and that tax credits reducing the regular tax below this threshold
trigger the tax. The decision highlights the importance of considering tax credits in
the computation of the alternative minimum tax and their impact on tax liability.

Facts

Howard Y. Huntsberry and Margaret N. Huntsberry filed their 1979 joint federal
income tax return showing a gross income of $192,490 and itemized deductions of
$8,103. They claimed various tax credits, including a significant jobs credit of
$69,945, which reduced their regular tax from $79,826 to $7,734. The return did not
show any tax preferences. The Commissioner determined a deficiency of $24,612.
75, asserting that the Huntsberrys were liable for the alternative minimum tax
based on their alternative minimum taxable income of $181,387.

Procedural History

The Commissioner sent a letter to the Huntsberrys requesting a completed Form
6251 for computing the alternative minimum tax. The Huntsberrys partially
completed the form, indicating their alternative minimum taxable income but not
computing the tax due. The Commissioner assessed the alternative minimum tax
based on the form’s instructions. The Huntsberrys contested this assessment,
leading to the case being heard by the United States Tax Court, which ruled in favor
of the Commissioner.

Issue(s)

1. Whether the alternative minimum tax applies to noncorporate taxpayers who have
no tax preferences but whose regular tax is reduced below the specified percentages
of their alternative minimum taxable income due to tax credits?

Holding
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1. Yes, because the alternative minimum tax is imposed when the sum of statutory
percentages of alternative minimum taxable income exceeds the regular tax,
regardless of the presence of tax preferences. The Huntsberrys’ significant tax
credits reduced their regular tax below the statutory threshold, triggering the
alternative minimum tax.

Court’s Reasoning

The Tax Court reasoned that the alternative minimum tax, as defined under section
55 of the Internal Revenue Code, is predicated on applying specified percentages to
alternative minimum taxable income, which includes but is not solely dependent on
tax preferences. The court emphasized that the tax is an ‘add on’ tax, triggered
when the alternative minimum tax exceeds the regular tax after credits. The
Huntsberrys’ substantial jobs credit reduced their regular tax, making their
alternative minimum tax liability $24,612. 75. The court rejected the Huntsberrys’
argument that the absence of tax preferences exempted them from the alternative
minimum tax, citing the statute’s clear language and the legislative history’s focus
on tax equity. The court also noted that the Huntsberrys’ interpretation would lead
to absurd results, such as a minimal tax preference generating a significant
alternative minimum tax. The court further held that section 58(h), which allows for
adjustments to tax preferences under certain conditions, was inapplicable in this
case as no tax preferences were involved in the computation of the alternative
minimum tax.

Practical Implications

This decision clarifies that the alternative minimum tax can apply to taxpayers
without tax preferences when their regular tax is reduced below the statutory
threshold by tax credits. Practitioners should carefully calculate and consider the
impact of tax credits on the alternative minimum tax computation. The ruling
underscores the importance of the ‘tax equity’ objective in the alternative minimum
tax’s design, ensuring that high-income taxpayers with significant tax credits cannot
avoid tax liability. Subsequent cases, such as those following amendments to the tax
code, have further refined the application of the alternative minimum tax, but this
case remains foundational in understanding its scope and application.
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