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al credits against regular tax and AMT. The potential exists for income from deferral items
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Alternative
Minimum Tax

Alternative Minimum Tax (AMT)

The alternative minimum tax (AMT) was original-
ly enacted to ensure that high-income taxpayers
pay at least a minimum amount of tax if they ben-
efit from certain deductions and other tax prefer-
ence items.

The AMT tax computation is a parallel system to
the regular tax system with its own definitions
of income and expenses, rules for income recog-
nition and timing, exemptions, and tax rates. Al-
though every taxpayer is subject to AMT rules, the
additional tax is paid only if the tax computation
under AMT rules is higher than the tax computed
under regular rules.

How AMT Works

Certain items, called adjustments and preferenc-
es, are added to or subtracted from federal adjust-
ed gross income reduced by any itemized deduc-
tions. An AMT exemption amount is allowed, de-
pending on the taxpayer’s filing status. The AMT
tax rate of 26% to 28% is applied to the resulting
alternative minimum taxable income. If the result-
ing tax is greater than regular tax, the difference is
added to regular tax on Form 1040.

Example #1: When computed under regular rules,
John'’s income tax is $4,700. When computed under
AMT rules, the tax amount is $3,900. Since his tax
computed under AMT rules is less than his tax comput-
ed under regular rules, John will not pay any additional
amount for AMT.

Example #2: Assume the same facts as Example #1,
except when computed under AMT rules, John’s tax
amount is $5,100. Since his tax computed under AMT

rules is higher than his tax computed under regular rules,
John must pay the difference in additional tax. John must
report additional AMT tax in the amount of $400.

AMT Triggers

Items that commonly trigger AMT include high

gross income relative to taxable income and exer-

cise of incentive stock options. Other AMT adjust-

ments and preferences include:

e Taxes from Schedule A (Form 1040).

* Tax refunds reported on Form 1040.

¢ Certain investment interest expense.

e Certain depletion expense.

* Net operating losses (NOLs).

* Interest from specified private activity bonds.

* A portion of gain from section 1202 small
business stock.

e Certain gains from dispositions of property.

e Certain depreciation adjustments.

* Passive activity gains and losses.

* AMT loss limitations.

e Certain circulation costs.

¢ Long-term contracts.

¢ Certain mining costs.

e Certain research and experimental costs.

* Pre-1987 installment sale income.

¢ Intangible drilling cost preferences.

AMT Exemption Amounts
Filing Status 2026 2025
Single or Head of Household $90,100 $88,100
Married Filing Jointly or $140,200 $137,000
Qualifying Surviving Spouse
Married Filing Separately $70,100 $68,500

Phaseout

AMT exemptions start to phase out if alterna-
tive minimum taxable income (taxable income
increased or decreased by the adjustments and
preferences listed previously) exceeds $500,000
($1,000,000 if Married Filing Jointly or Qualifying
Surviving Spouse).

Incentive Stock Options—
AMT Adjustments

The bargain element resulting from exercise
of incentive stock options (ISO) is equal to the
fair market value (FMV) of the stock minus the
exercise price and is a deferral item for AMT
purposes.

Event | Regular Tax Treatment AMT Adjustment

e Positive AMT
adjustment on line 2i,
Form 6251, equal to
bargain element.*

* Increase AMT basis
of stock by amount of
adjustment.

Sale of | Tax treatment * Negative AMT

stock depends on whether adjustment on line 2k,

required holding Form 6251, equal to

period is met. bargain element.*

e Adjustment is result
of previous increase
in AMT basis.

* No adjustment is made if exercise and sale occur in the
same tax year.

Exercise| No tax due on ISO
of ISO | exercise.

Form 3921, Exercise of an Incentive Stock Option
Under Section 422(b), may help in computing the
adjustment.

Example: Cindy exercised an ISO to acquire 100
shares of stock in 2026. Her rights in the acquired
stock first became transferable on the date she exer-
cised the ISO and were not subject to a substantial
risk of forfeiture. She did not pay anything for the
ISO and did not sell the acquired stock during 2026.

Cindy received Form 3921 that shows $10 in box 3
(the exercise price paid for each share), $25 in box
4 (the fair market value of each share on the exer-
cise date), and 100 shares in box 5 (the number of
shares acquired). To calculate the adjustment, mul-
tiply the amount in box 4, $25, by the 100 shares in
box 5. The result is $2,500, the fair market value of
all the shares. Then multiply the amount in box 3,





