


20

Income Tax Brackets.

Married Individuals (Joint Return) and Surviving Spouse

Taxable Income:
Not Over $15,010

Over $15,010 but
not over $61,300

Over $61,300 but
not over $123,700

Over $123,700 but

The Tax:
10% of the taxable income

$1,510 plus 15% of the
excess over $15,010

$8,440 plus 25% of the
excess over $61,300

$24,040 plus 28% of the

not over $188,450 excess over $123,700
Over $188,450 but $42,170 plus 33% of the
not over $336,550 excess over $188,450
Over $336,550 $91,043 plus 35% of the
excess over $336,550
Single Taxpayers
Taxable Income: The Tax:

Not over $7,550

Over $7,550 but
not over $30,650

Over $30,650 but
not over $74,200

Over $74,200 but
not over $154,800

Over $154,800 but
not over $336,550

Over $336,550

10% of the taxable income

$755 plus 15% of the
excess over $7,550

$4,220 plus 25% of the
excess over $30,650

$15,108 plus 28% of the
excess over $74,200

$37,676 plus 33% of the
excess over $154,800

$97,653 plus 35% of the
excess over $336,550

Head of Household Taxpayers

Taxable Income:
Not over $10,750

Over $10,750 but
not over $41,050

Over $41,050 but
not over $106,000

Over $106,000 but
not over $171,650

Over $171,650 but
not over $336,550

Over $336,550

The Tax:
10% of the taxable income

$1,075 plus 15% of the
excess over $10,750

$5,620 plus 25% of the
excess over $41,050

$21,858 plus 28% of the
excess over $106,000

$40,240 plus 33% of the
excess over $171,650

$94,657 plus 35% of the
excess over $336,550
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Kiddie Tax (Form 8814). The Kiddie Tax applies to unearned
income, in excess of $800, of a child under age 18 (previously
age 14). The child’s unearned income between $800 and $1,699 will
be taxed at his/her marginal income tax rate. Unearned income
over $1,700 will be taxed at the parent’s marginal income tax rate.

Line 45: Alternative Minimum Tax.

The alternative minimum tax is a separately figured tax that
eliminates many deductions and credits, thus increasing tax
liability for an individual who would otherwise pay less tax. The
tentative minimum tax rates on ordinary income are 26% (on the
first $175,000) and 28% (excess amount). The 2006, exemption
amounts are the following: $62,550 for married (filing jointly)
and surviving spouses; $42,500 for single or head of house-
hold filers; and $31,275 for married (filing separately). The
exemption amounts are phased out by an amount equal to
25 percent of the amount by which the individual’s AMTI exceeds
(1) $150,000 in the case of married individuals filing a joint
return and surviving spouses, (2) $112,500 in the case of other
unmarried individuals, and (3) $75,000 in the case of married
individuals filing separate returns. The amounts are not indexed
for inflation

Lines 47-57: Credits.

—_

Foreign Tax Credit (Form 1116).

2. Credit for Child and Dependent Care Expenses
(Form 2441).

Credit for the Elderly or Disabled (Schedule R).
4. Education Credit (Form 8863):

a. HOPE Credit: A maximum $1,650 credit ($3,300 for
Gulf Opportunity Zone students) for qualified tuition
and fees paid on behalf of a student (enrolled on at
least a half-time basis). The credit is available for only
the first two years of the student’s post-secondary
education.

b. Lifetime Learning Credit: A maximum $2,000 credit
($4,000 for Gulf Opportunity Zone students). A
student need only take post-secondary classes to
acquire or improve job skills.

c. Both the HOPE and Lifetime Learning credit are phased
out at modified AGI levels of $110,000 for joint filers
and $55,000 for single taxpayers.

5. Child Tax Credit: ($1,000 per qualifying child under
age 17). Phased out for adjusted gross income levels:

(1) $110,000 for joint filers; (2) $55,000 for married

individuals filing separately; and (3) $75,000 for single

filers. Under the phase-out rule the credit amount is
reduced at the rate of $50 for each $1,000 (or fraction) by
which a taxpayer’s modified adjusted gross income
exceeds the threshold amount.
6. Adoption Credit (Form 8839). Up to a $10,960 credit for
each child (special needs child receives the full $10,960
regardless of the amount of expenses). The credit is phased
out when income level exceeds $164,410.
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7. Mortgage Interest Credit:

a. Home Loan Mortgage Interest. Deductible up to $1
million in home acquisition debt.

b. Home Equity Loan Interest: There is a $100,000 ($50,000
if married filing separately) limit on the amount of
debt that can be treated as home equity debt. Interest
on amounts up to the home equity debt limit are
deductible while amounts in excess are treated as
personal interest and not deductible.

c. The interest on excess equity loan amounts used for
investment, business, or other deductible purposes
may be deductible.

8. Saver’s Credit: A nonrefundable tax credit based on
qualified retirement savings contributions to an employer
plan made by an eligible individual (AGI of $50,000 or
less on joint returns, $37,500 or less on head of household
returns, and $25,000 or less on single returns). The credit
is equal to the applicable percentage (based on filing status
and AGI) of qualified retirement savings contributions up
to $2,000.

9. Other Credits: Prior Year Minimum Tax; Qualified Electric
Vehicle; General Business; etc.

Lines 58-63: Other Taxes.

This section includes taxes on the following: Self-employment;
tip income not reported to your employer; IRA or Qualified
Retirement Plans (early distribution, excess contribution,
minimum required distribution); and household employment.

Lines 64-72: Payments.

This section includes: Federal Income Tax withheld (W-2 and
1099); estimated tax payments (2006 payments and amounts
applied from 2005); earned income credit Form EIC); excess
social security; Medicare, and RRTA tax withheld; additional
child tax credit; and amounts paid with an extension request.

Lines 73-77: Refund or Amount You Owe.

This section either gives you a smile, if you are due a refund,
or a frown, if you owe money to the government. It also identifies
the refund amount or additional sum that is owed to the government.

The following are additional factors that must be considered
when completing your 2006 Form 1040 Federal Income Tax
Return:

MILITARY SERVICE IN A COMBAT ZONE AND THE IRS

The following is a short list of tax benefits available to our
brave men and women who served in a combat zone in 2006:

Exclusion from Gross Income.
An enlisted member or warrant officer (including commissioned
warrant officers) who performs service in a combat zone will have

his/her military pay excluded (not included as a part of your
W-2 income) from his/her gross income for all or any part of the
month of his/her service in a combat zone (IRC section 112(a)).
For commissioned officers, the monthly amount that will be
excluded from their gross income will be capped at the highest
enlisted pay, plus any hostile fire or imminent danger pay
received (IRC section 112(b)). For definition purposes, a combat
zone means any area that the President of the United States
designates, by executive order, as an area in which U.S. Armed
Forces are or have been engaged in combat and includes a qualified
hazardous duty area. It is important to understand that any
income (salary [full or partial] and bonuses) received from sources
other than the military will not be tax exempt.

The combat zone income exemption will apply to the following
members: (1) those serving directly inside a combat zone and
those who participate in operations within the zone, including the
airspace over it; (2) any military pay received by a member who
is hospitalized as a result of injuries sustained while serving
in a combat zone, subject to a two-year limitation. (The two-year
limitation period begins to run on the date of termination of service
in the combat zone.); (3) annual leave payments upon discharge
from the service to the extent the leave was accrued during any
month in any part of which the member served in a combat zone;
and (4) a reenlistment bonus received in a month that the member is
outside the combat zone if he/she completed the necessary action
for entitlement to the reenlistment bonus in a month during
which he/she served in the combat zone. In order to be eligible for
the income tax exclusion, your service branch must certify your
entitlement to the military pay exclusion on your Form W-2.

IRS Extensions.

The deadline extension provision applies to most tax actions that
are required to be performed on or after the beginning date for your
combat zone, or the date you began serving in that combat zone,
whichever is later. The deadline for performing certain actions,
applicable to your federal taxes, will be extended for the period of
your service in the combat zone plus 180 days thereafter. During the
extension period, assessment and collection deadlines will be
extended; and interest and penalties attributable to the extension
period will not be charged. The extensions will apply without
regard to the source of the income. The deadline extension
provisions will also apply for a period of hospitalization inside
the United States not in excess of five years.

The IRS deadline extension provisions also apply to individuals
serving in the combat zone in support of the U.S. Armed Forces,
such as merchant marines serving aboard vessels under the
operational control of the Department of Defense, Red Cross
personnel, accredited correspondents, and civilian personnel acting
under the direction of the U.S. Armed Forces in support of those
forces. In addition, members who perform military service in an
area outside the combat zone can qualify for the extension
provisions if their service is in direct support of military operations
in the combat zone, and they receive special pay for duty subject to
hostile fire or imminent danger as certified by the Department of
Defense. The deadline extension provisions apply to both spouses
whether joint or separate tax returns are filed.

NRA NEWS/JANUARY 2007

21



22

The deadline extension provisions apply only to federal, estate,
and gift tax returns. Federal tax and information returns, such as
corporate income tax or employment taxes, are not entitled to the
extension provisions. The extension provisions will also suspend
compliance actions, such as audits or enforced collections.

Qualified Retirement Contribution.

If you qualify for an extension, you may make a timely qualified
retirement contribution for the prior tax year to your retirement
account on or before the extended deadline for filing your income
tax return for that year. Any amount contributed to your IRA that
is more than the smaller of (1) your taxable compensation or
(2) $4,000 ($5,000 if you are age 50 or over) is an excess contribution
and must be withdrawn to avoid a 6% excise tax.

If your taxable compensation will be less than $4,000, you
should withdraw the portion of your contribution that exceeds
your taxable compensation. You will not be taxed on the distributed
amount if you receive the distribution on or before the deadline
for filing your federal income tax return. You must also withdraw
the amount of net income attributable to the excess contributions
while they were assets of the IRA. Alternatively, if you are
married and file a joint return, you may be eligible to make an
IRA contribution based on your spouse’s taxable income.

Estimated Tax Payments.
The deadline extension provisions apply to estimated tax

payments and will prevent penalties and interest from accruing if
the tax is paid in full by the extended filing due date. In order
to insure this protection, it is recommended that you print
“COMBAT ZONE” across the top of the return.

Installment Payment Plans.

While serving in a combat zone and for 180 days thereafter, you
will not be required to make payments on past due taxes. Also, no
additional penalties or interest will be charged during this deadline
extension period. In order to receive this benefit, you will need to
contact the IRS office where you were making the payments.

Form W-2, Wage and Tax Statement.
Military pay attributable to your active service in the combat

zone that is excluded from gross income will not be reported on
your Form W-2 in the box marked “Wages, tips, other compensation.”
However, the military pay will be subject to social security and
Medicare taxes and will be reported on your Form W-2 in the
boxes marked “Social security wages” and “Medicare wages and
tips.”

Earned Income Tax Credit (EITC).
The US Tax Code does not include combat pay, the Basic

Allowance for Housing (BAH) and the Basic Allowance for
Subsistence (BAS) in the definition of “earned income” for
purposes of the EITC. However, these exclusions may leave you
with no earned income and the inability to claim the credit.
Eligibility for the credit: more than one qualifying child and less
than $36,348 ($38,348 if married filing jointly) in AGI; one
qualifying child and less than $32,001 ($34,001 if married filing
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jointly) in AGI; or no qualifying children and less than $12,120
($14,120 if married filing jointly) in AGL

NOTE: Your earned income credit will be denied if your
investment income exceeds $2,800.

Hospitalization.

The deadline extension provisions will apply to an injury
sustained in a combat zone for the period that you are continuously
hospitalized as follows: (1) outside of the United States including
180 days thereafter; or (2) not in excess of five years inside the
United States. Also, subject to a two-year limitation after the end
of hostilities and recession of the combat zone designation,
military pay received by a hospitalized enlisted member as a
result of injuries sustained while serving in a combat zone will be
excluded from gross income. Commissioned officers are entitled
to the same benefit subject to the maximum enlisted per month
amount discussed above. The exclusion will only apply to income
taxes and not FICA taxes

Dependent Children Tax Returns.
You are not required to file individual income tax returns for

your dependent children while one or more spouse serves in a
combat zone. You may use the military service member’s
extension deadline to file their federal individual income tax
return. It is recommended that you write “COMBAT ZONE”
across the top of their tax returns. However, if they are entitled to a
refund, you may want to file their tax return as soon as possible.

Accrued Annual Leave.

Leave earned in a combat zone is classified as “Combat Zone
Leave.” Combat zone leave payments made to an enlisted service
member, upon discharge from the service will be excluded from
his/her gross income. Combat zone leave payments made to an
officer, upon discharge from the service will be excluded from
his/her gross income to the extent it does not exceed the maximum
enlisted amount for the month of service to which it relates less
the amount of military pay already excluded for that month. The
same exclusions will apply when a service member sells back
his/her leave upon separation from the military.

Reenlistment Bonus.

A reenlistment bonus that is earned as a direct result of the
completion of actions necessary for its entitlement in a combat
zone will be excluded from gross income. This exclusion will
apply even if the bonus is received in a month that you are
outside the combat zone.

MILITARY TAX DEFERRAL

The Servicemembers Civil Relief Act allows Reservists called to
active duty a deferral of taxes owed if they can show that their
ability to pay the taxes was affected by their military service. The
deferral applies to taxes that fall due before or during military
service and extends the payment deadline to six months (180 days)
after the military service ends. No interest or penalty will accrue



during the deferral period. The service member must apply for the
deferral and show how the military service affected his or her ability
to pay the tax. The service member must also have received a notice
of tax due, or have an installment agreement with the IRS, before
applying for the deferral. It is important to recognize that the
deferral does not extend the deadline for filing any tax returns.

COMBAT ZONE TAX FORGIVENESS

Federal income tax will be forgiven for the tax year in which a
service member dies while serving in a combat zone or from wounds,
disease, or injury sustained in a combat zone. The forgiveness will
apply to taxes owed in the current year and for any earlier tax year
ending on or after the first day the member served in the combat
zone. Any tax liability that has been paid and is to be forgiven will
also be refunded. The forgiveness insures that no tax liability will be
imposed on the decedent’s beneficiary(s).

Eligibility is based upon the following criteria: (1) death resulting
from active service, wounds, disease, or injury sustained in a
combat zone; or (2) death occurring while serving outside the
combat zone but in direct support of military operations in the zone,
and the member qualifying for hostile fire or imminent danger
pay. The forgiveness provision also applies to any U.S.
employee that dies from wounds or injury incurred in a terrorist or

military action (activity primarily directed against the United States
or its allies or any military action involving the U.S. Armed Forces
resulting from violence or aggression against the United States or its
allies).

The following documents must accompany all returns and claims
for refund: (1) Form 1310, Statement of Person Claiming Refund
Due a Deceased Taxpayer, and (2) Certification from the
Department of Defense or Department of State. The certification
must include the following: (1) deceased individual’s name;
(2) social security number; (3) date of injury; (4) date of death; and
(5) statement that the individual died in a combat zone or
from a terrorist or military action.

NOTE: THIS ARTICLE DOES NOT ATTEMPT TO ADDRESS
ALL TAX LAW CHANGES MADE THISYEAR. IT IS IMPORTANT
TO CONSULT A TAX SPECIALIST WHEN PREPARING YOUR
FEDERAL INCOME TAX RETURN.

This article is dedicated to the men and women serving
our country around the world in support of the Global
War on Terrorism. Without your service and contribution
to our freedom, this article would not be possible.


mailto:stratcom@navy-reserve.org

