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To the Editor: 

In my article, "The Tangled Web of the Individual AMT," Tax Notes, July 18, 2005, p. 347, I was attempting to make the following 
two points. First, tax cuts enacted since 1996, not inflation, are the primary cause of the rapidly growing alternative minimum tax 
liabilities. Second, the architects of those tax cuts were well aware of the fact that the fine print of the AMT would take back 
significant portions of the tax relief promised in the big print of the tax cut legislation.  

I do not believe that Mark Prater, chief tax counsel for the Senate Finance Committee Republican staff, and Christy Mistr, a tax 
counsel on that staff, succeeded in casting much doubt on those points in their recent article, "Untangling the Web of the 
Individual AMT: A Priority of the Highest Order," Tax Notes, Aug. 8, 2005, p. 699.  

First, they grudgingly concede that I was correct in stating that at least 60 percent of AMT liabilities in the future will be due to the 
tax cuts enacted in 2001, calling my statement "not wholly inaccurate." They are correct, in that my statement actually understated
the correct percentage of AMT liability that is attributable to the 2001 act. According to Jerry Tempalski, a Treasury economist, 
approximately two-thirds of AMT liabilities in 2010 will be due to the rate reductions in the 2001 tax act. I do not understand how 
my Senate colleagues can continue to insist that inflation is the primary cause of AMT liabilities while at the same time concede 
that more than 60 percent of the AMT liabilities in the future are due to the 2001 act. It is also worth pointing out that they did not 
contest my assertion that a significant amount of the remaining AMT liabilities will be due to the nonrefundable credits enacted in 
1997 without any adjustment to the AMT.  

Second, my Senate colleagues did not contest my assertion that people were well aware of the AMT problem when the 2001 and 
2003 tax cuts were designed. Their failure to contest that assertion is not surprising given the state of the public record. The 
original Bush administration tax cut proposal contained no AMT relief other than protecting the increased per-child credit from 
AMT disallowance. Senate Finance Committee Chair Chuck Grassley, R-Iowa, correctly criticized that approach as "giving people 
a tax decrease on one side and a tax increase on the other side, and they aren't really getting what we said they were going to 
get." (See Tax Notes, Feb. 26, 2001, p. 1119 at 1121.) The fact that the 2001 tax legislation included any AMT relief largely is due 
to the efforts of Sen. Grassley.  

However, I do not believe that the temporary increase in the AMT exemption contained in the 2001 and 2003 tax cuts is a 
sufficient answer to the problem so accurately described by Sen. Grassley for the following three reasons.  

First, even with the temporary increase in the AMT exemption, the AMT is the de facto tax system for many individuals. According 
to the Treasury Department, approximately 70 percent of individuals with incomes between $200,000 and $500,000, and 13 
percent of individuals with income between $100,000 and $200,000, will be subject to the AMT this calendar year. The Bush tax 
cuts have been criticized as disproportionately benefiting wealthy taxpayers. Because of the AMT, however, it is more accurate to 
describe the Bush tax cuts as disproportionately benefiting the extraordinarily wealthy, because moderately wealthy individuals 
face a large AMT takeback of the Bush tax cuts even with the temporary increase in the AMT exemption.  

Second, even if the temporary increase in the AMT exemption is extended indefinitely, the number of individuals subject to the 
AMT will continue to grow. Inflation will be a contributing factor to that increase. It is somewhat ironic that while the temporary 
increase in the AMT exemption has been touted as the "patch" to the inflation problem, the temporary increase is not indexed for 
inflation. However, inflation may be the smallest part of the problem, unless it rapidly increases from current levels. As a result of 
the 2001 and 2003 tax cuts, real growth in income (that is, income growth in excess of the rate of inflation) will for the first time 
result in substantial increases in AMT liabilities. Even the Treasury Department acknowledged that fact in its submission to the 
President's Advisory Panel on Federal Tax Reform.  

The 2001 and 2003 tax cuts reversed the prior relationship of the AMT marginal rates to the regular tax marginal rates. Now the 
marginal rates in AMT on ordinary income are equal to or greater than the marginal rates in the regular tax system for virtually all 



individuals with incomes above the AMT exemption (currently $58,000 for joint returns), and below the point at which the phaseout 
of the exemption ends (currently $382,000 for joint returns). Many individuals with incomes between $150,000 (the point at which 
the phaseout of the exemption begins for joint returns) and $382,000 will face AMT marginal rates on capital gains and dividend 
income that could be almost 50 percent higher than the rates in the regular tax - - 22 percent under the AMT as opposed to 15 
percent under the regular tax. Not only are the marginal rates higher in the minimum tax, the base is broader. Individuals with 
deductions for state and local taxes of 10 percent of their income will face effective marginal rates in the minimum tax as much as 
38.9 percent. Those individuals could face AMT effective rates on capital gains and dividends almost twice as high as the rates 
under the regular tax when the disallowance for state and local taxes is taken into account.  

Quite simply, before 2001, only inflationary increases in income (increases not in excess of inflation) caused AMT expansion to 
any significant extent. Now, all increases in income will do so unless the increase is enjoyed by extremely wealthy taxpayers, 
those with annual incomes above $382,000. Real growth in income typically is greater than the rate of inflation and it is projected 
to be greater in the future by the Congressional Budget Office. Therefore, it is quite likely that more of the increases in AMT 
liabilities in the future will be on account of real increases in income rather than inflation.  

Third, there is no assurance that Congress will be able to extend the temporary AMT relief indefinitely. My Senate Republican 
colleagues may be correct when they claim there is a commitment to extend that relief. However, there is no budget plan currently 
being proposed that accommodates an indefinite extension. The president's fiscal 2006 budget recommendations did not propose 
any extension of the relief, stating that AMT relief should be in the context of a revenue-neutral tax reform plan. The congressional 
budget resolution adopted earlier this year could accommodate a one- or two-year extension of the relief. When asked why there 
is not an indefinite extension, the answer always is quite simple: It's too expensive to fit in the budget plan.  

Finally, I am more than willing to concede that the AMT has ceased to have a tax policy rationale and should be repealed. 
However, there is the uncomfortable fact that repeal of the individual AMT would cost as much as $1.2 trillion over 10 years if 
enacted in the context of a permanent extension of the 2001 and 2003 tax cuts. I do not loudly proclaim the need to repeal the 
AMT because I do not believe that the federal budget could accommodate such a large tax reduction and I have no suggestions 
for offsetting revenue increases that large. In that respect, my position is remarkably similar to that of the Bush Treasury 
Department.  

John Buckley 
Chief Tax Counsel 
House Ways and Means 
Committee Democratic Staff 
August 16, 2005 
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