
Unlocking the mysteries of AMT 
 
While few people find the Internal Revenue Code easy to follow, certain sections are more challenging than others.  The one area I 
find confounds explanation is Alternative Minimum Tax, or AMT, aka AltMin.  I will try to succeed where others have failed and 
explain the dreaded AMT and actually make it understandable to people other than tax geeks. 
 

AMT is a parallel tax system to our existing system.  It was created to insure that wealthy people couldn’t avoid paying taxes.  
Now it affects millions of middle-class Americans.  We compute your regular tax, under the more understandable system, then we 
calculate your tax for AMT.  The larger tax figure is used.  I’m going to make a big assumption and guess that you understand the 
regular tax system.  Here we go…beware, the following is not for the faint of heart or for numerically challenged people (you 
know who you are). 
 

We recalculate your tax for AMT on Form number 6251 by removing certain items, applying an exemption amount, and 
multiplying that number by a flat percent.  Let’s start with your adjusted Gross Income (AGI).  This is the last figure on page one 
of your return and the first figure on page two.  Subtract your itemized deductions from AGI.  This is where we begin the AMT 
calculations.  We remove certain items to calculate AMT.  There are many, but I’ll focus on the most common:  state tax, local tax 
and property tax.  Another fairly common AMT adjustment is in Miscellaneous Itemized Deductions; which includes 
Unreimbursed Employee Expenses, costs for tax advice and preparation, union dues, investment advice, etc.  If you have stock 
options that you buy and hold onto, that creates an AMT problem too. 
 

The best way to get this is through pictures, so I have created a scenario that illustrates AMT.  Below are parts of page two of the 
1040, parts of Schedule A and Form 6251.  In our example, we have wages of $195,000 for our couple with two kids and itemized 
deductions of $45,000 (A), consisting of $20,000 in taxes ($15,000 Oregon, $3,500 property and $1,500 local ITAX), $20,000 in 
interest and $5,000 in charity. 
 

 
 
The form above tells us that our couple has regular tax of $28,147 (B). 
 

 
 
The form above tells us that the taxes portion of their itemized deductions is $20,000 (C). 
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Since line 33 above is larger than line 34, our couple owes an additional $2,273 of tax.  This goes on line 45 of Form 1040. 
 

Believe it or not, this is a really basic explanation.  To simplify this explanation, I’ve left out a few things that would have 
happened with this tax return.  What’s important to notice is that the higher your income gets, the less exemption you get on line 
29.  Another important thing to note is that, once line 30 above gets over $175,000, you multiply line 30 by 28% instead of 26%. 
 

Many of you may be saying to yourself, “I should have such problems as making $195,000 in a year.”  Keep in mind that selling 
an investment property with a large gain, selling stock you’ve held with a large gain, cashing in a big chunk of retirement or 
getting a lump sum payment from a taxable legal settlement can easily push an otherwise average, middle-class family into AMT. 
 

So what can you do about it?  The best thing to do, if you anticipate AMT issues,  is reduce the income you receive in a given year.  
Do this by maxing out your retirement contribution at work, avoiding large lump-sum payouts from retirement, showing losses on 
rentals (maybe), having capital losses of $3,000 or more and deferring tax through a 1031 exchange or a deferred compensation 
plan with your employer.  The only other big thing I can think of is to move to a state with lower or no state income tax; such as 
Washington. 
 
There are rumors that Congress is going to get rid of AMT in the next year or two.  We’ll see if Congress acts on this.  It has been 
a hot tax issue in Congress for quite a while now. 

Line 1 here is from 
Form 1040 line 41 and 
reflects AGI minus 
itemized deductions. 

Line 3 here is 
from Schedule 
A line 9 (C).  
This adds back 
the deduction 
you took for 
State, Local 
and Property 
tax. This 
increases your 
AMT income 
to $170,000 on 
line 28. 

Since line 28 is over 
$150,000, this exemption is 
reduced from $58,000 to 
$53,000 on line 29. 

Line 33 equals line 30 times 26%.

Line 34 is the regular tax from 
Form 1040 line 44. 


