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What is the AMT?
The AMT is essentially a separate federal
income tax system with its own tax rates and its
own set of rules governing the recognition and
timing of income and expenses. If you’re
subject to the AMT, as many of our clients are,
you have to calculate your taxes twice – once
under the regular tax system and again under
the AMT system. If your income tax liability
under the AMT is greater than your liability
under the regular tax system, the difference is
reported as an additional tax on your federal
income tax return. Under the AMT, the first
$175,000 of taxable income ($87,500 if married
filing separately) is taxed at a rate of 26%.
Taxable income above this amount is taxed at a
flat rate of 28%.

AMT Exemption Amounts
While the AMT takes away personal
exemptions and a number of deductions, it
substitutes a specific AMT exemption amount.
The AMT exemption amount that you’re
entitled to depends on your filing status and
income (AMT exemption amounts are phased
out for individuals with higher incomes). A
patchwork of legislation since 2001 has, along
with other AMT provisions, pumped up AMT
exemption amounts to stave off a spike in the
number of taxpayers caught in the AMT “net.”

The bad news, though,
is that the last
legislative patch
expired at the end of
2006. Unless Congress
passes new legislation,
2007 AMT exemption
amounts return to pre-
2001 levels, and the
number of taxpayers
subject to AMT is
expected to skyrocket.

Legislative Outlook
Several bills have been
introduced in the
current Congress
relating to the AMT.
Proposals range from another one-year patch to
full repeal. The problem with repealing the
AMT is that it would leave a significant
revenue gap (the Joint Committee on Taxation
projects that the AMT will account for almost
$25 billion in revenue for the 2006 tax year).
That means we’re more likely to see another
short-term fix than we are to see substantive
reform. (source: Forefield, Inc.)

The IRS currently allows you to borrow up to
50% of the total vested assets in your 401K
account, up to a maximum of $50,000. (over)
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