The AMT Tax Trap

By: Stuart W. Margolis, CPA, MT and Brian L. Enverso, CPA, MT, CVA

As the owner of a successful printing company, year-end personal tax planning can make the difference between keeping more of the profits versus turning it over to Uncle Sam.  But sometimes even planning has its limitations.  Three letters, "AMT" your accountant keeps muttering in your ear is the culprit.  You keep wondering, what the heck is AMT?  Sounds to you like an IRS gimmick to keep taxing you.  So what is AMT in a nutshell?

Consider the AMT a separate tax system that bears a strong resemblance to the regular federal income tax system. The difference is that certain items excluded from income under the regular tax rules are included for AMT purposes, while certain deductions and credits permitted under the regular tax rules are disallowed under the AMT guidelines.

The individual AMT is calculated on Form 6251.  There are a few items that are deductible for AMT purposes, but not for regular tax.  Common examples include:

1. Personal and dependent exemption deductions.

2. Standard deduction for those who don't itemize.

3. Deduction for state, local, and foreign income, sales, and property taxes.

4. Home equity loan interest when the loan proceeds are not used for home improvements or additions.

5. The "spread" between market value and exercise price for incentive stock options

6. Miscellaneous itemized deductions subject to the 2% of AGI floor (such as professional tax preparation fees, investment expenses, and employee business expenses).

7. Medical expenses not in excess of 10% of AGI.

8. Interest income from private activity bonds.

9. The difference between AMT and regular tax depreciation.

The most common items that are deductible for AMT but not for regular tax include the following:

1. Refunds of state, local, and foreign income and property taxes to the extent included in regular taxable income (because deductions for these taxes were disallowed in computing AMTI per previous item 3).

2. The difference between AMT basis and regular tax basis of shares acquired by exercising incentive stock options (AMT basis is higher by the amount of the spread included in AMTI per previous item 3).

3. The difference between AMT and regular tax depreciation (because in later years, AMT depreciation will exceed the regular tax amount).

Naturally, if your AMT amount exceeds your regular tax liability, you owe more money.  The only good news about the AMT is that--paying it could mean you have earned the so-called minimum tax credit, which can be used in later years when your regular tax liability exceeds your AMT liability.  The credit is reported on Form 8801.

Here's the bad news -- out of all the common AMT add-backs previously listed, only the ones for the spread on incentive stock options (#5) and the excess of regular tax depreciation over AMT depreciation (#9) will generate the minimum tax credit.

Unfortunately, it's often difficult to "plan around" the AMT. The applicable IRS Code Sections were cleverly drafted to prevent moves that are effective in reducing your regular tax liability from also reducing the AMT liability.  This means that many planning strategies often recommended don't work for AMT; in fact, many may backfire.  So beware of the AMT tax trap.
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