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Key Elements of the U.S. Tax System

ALTERNATIVE MINIMUM TAX (AMT)

Who pays the AMT?

‘ Q. Who pays the AMT? ‘

A. Before the 2017 Tax Cuts and Jobs Act (TCJA), the individual
alternative minimum tax (AMT) primarily affected well-off households,
but not those with the very highest incomes. It was also more likely to hit
taxpayers with large families, those who were married, and those who
lived in high-tax states. The TCJA shields almost all upper-middle and
high-income taxpayers from the reach of the AMT. The AMT is now most
likely to hit those at the top of the income scale who are engaged in
certain tax sheltering activities.

Taxpayers pay the higher of their tax calculated under regular income tax rules or under the rules for the
alternative minimum tax (AMT). In 2017—before enactment of the Tax Cuts and Jobs Act (TCJA)— the 39.6
percent top rate under the regular income tax was much higher than the 28 percent top statutory AMT rate.
Thus, households with very high incomes who did not attempt to shelter much income typically paid the
regular income tax. Households not at the very top of the income scale but still with high income faced
somewhat lower statutory tax rates under the regular tax and were therefore more likely to pay the AMT.

Only about 3 percent of households overall were on the AMT in 2017 but the percentage was much higher
among high-income groups. The AMT increased taxes for 23.3 percent of households with “expanded cash
income” (a broad measure of income) between $200,000 and $500,000, 63.8 percent of those with incomes
between $500,000 and $1 million, and 24.2 percent of households with incomes greater than $1 million
(table 1).

THE AMT AFTER THE TCJA

The TCJA enacted a higher AMT exemption and a large increase in the income at which the exemption
begins to phase out. The act also repealed or scaled back some of the largest AMT “preference items”—
items allowable under the regular tax but not the AMT—such as personal exemptions, job-related and other
miscellaneous expenses, and the deduction for state and local taxes. As a result, the TCJA shielded almost
all upper-middle and high-income taxpayers from the AMT. The tax is now most likely to affect those at the
top of the income scale who take advantage of certain tax shelters allowed under the regular tax but not the
AMT.

In 2019, the AMT impacted just 0.1 percent of households overall. This includes 0.2 percent of households
with income between $200,000 and $500,000, 1.8 percent of those with incomes between $500,000 and $1
million, and 12.5 percent of households with incomes greater than $1 million (table 1).
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TABLE 1
Tax Units Affected by the AMT

Share of total, by expanded cash income level, calendar years 2017-2026

Expanded cash income (2019%) ® 2017: Pre-TCJA 2019 2025
Less than $50,000 * * * *
$50,000 - $75,000 * * * 0.1%
$75,000 — $100,000 0.2% * * 0.3%
$100,000 — $200,000 1.6% * * 2.2%
$200,000 - $500,000 23.3% 0.2% 0.2% 23.5%
$500,000 — $1,000,000 63.8% 1.8% 1.5% 63.8%
More than $1,000,000 24.2% 12.5% 8.2% 19.8%
All tax units 3.0% 0.1% 0.1% 3.7%

Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0319-2).
MNotes: Includes AMT liability on Form 62531, lost credits, and the value of reduced deductions. Tax units that are
dependents of other tax units are excluded fom this analysis.

(@) Tax units with negative adjusted gross income are excluded from their respective income classes but are included in
the totals.

The AMT provisions in TCJA, along with almost all of its other individual income tax measures, are set to
expire at the end of 2025. Thus, barring congressional legislation, the AMT will return in force in 2026. It will
increase taxes for almost a quarter of taxpayers in the $200,000 to $500,000 income range and more than 60
percent of those with incomes between $500,000 and $1 million. It will again be less likely to affect those at
the top of the income scale, hitting only about 20 percent of taxpayers with incomes greater than $1 million.

THE AMT AND MARRIAGE PENALTIES

Under the regular income tax, many married couples receive a “marriage bonus” because they pay less tax
than they would if they were single. This is not true under the AMT, which imposes significant marriage
penalties. AMT tax brackets are identical for married and single taxpayers, and the AMT exemption for
married couples is only about one and a half times as large as the exemption for singles.

In contrast, the standard deduction for married couples under the regular income tax is twice that for singles,
and all but the highest tax brackets for married couples are twice as wide as those for singles. The TCJA
reduced AMT marriage penalties somewhat by increasing and adjusting the income at which the exemption
begins to phase out so that it is twice as large for married couples as for singles. AMT marriage penalties,
combined with married couples tending to have higher incomes than single individuals, make married
couples more likely to pay the AMT than singles (table 2).
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TAELE 2
Tax Units Affected by the AMT
Share of total, by filing status, calendar years 2017-2026

Filing status 2017: Pre-TCJA 2019
Single 0.9% 0.1% * 1.2%
Married filing jointly 5.8% 0.2% 0.2% 7.0%
Head of household 2.0% * * 2.6%
Married filing separately 6.7% 0.3% 0.3% 8.2%
All tax units 3.0% 0.1% 0.1% 3.7%

Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0319-2).

Motes: Includes AMT liability on Form 6251, lost credits, and the value of reduced deductions. Tax units that are
dependents of other tax units are excluded fom this analysis.

* Less than 0.05%
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