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There has been a lot of press given to the alternative minimum tax in the last few years. 
Unfortunately, most folks do not understand what it is, and when they do owe it, are generally 
bewildered by why they are getting penalized.  
 
In the 1960s many rich folks were using tax shelters to avoid paying any taxes.  Congress, in 
response to the public outrage, devised the AMT to penalize these folks. Time and inflation, 
however, have turned the AMT into a trap for unsuspecting middle- class folks.  Meanwhile, the 
ultra rich are no longer bothered by it. 
 
AMT is a separate income tax scheme, which your accountant calculates along with your regular 
income tax. In the case of AMT, there are only two tax brackets, 26% and 28%, and many 
common deductions- such as state income tax, the standard deduction, and exemptions for you 
and your children- are not allowed. AMT does allow one simple deduction, called the AMT 
deduction, but this deduction has not been indexed for inflation. Thus, as the 10, 15 and 25% 
brackets increase with inflation, along with the standard deduction and personal exemptions, 
more and more folks are trapped by the AMT. 
 
Unexpected AMT traps 
Because AMT does not allow a deduction for state income taxes, many taxpayers with relatively 
modest incomes are faced with AMT. While it is true most farmers use the standard deduction, 
itemizing is far more common in states like Minnesota, which have high state income tax rates.  
 
A second trap is having a large family. A deduction for personal exemptions is not allowed for 
AMT, making families with many children at home are particularly vulnerable. As an example, a 
married couple with $100,000 of income, who have six children under 17 and take the standard 
deduction, would have had a regular tax liability of $3436 in 2005, but because of their large 
family would have owed an extra $1484 in AMT. 
 
A third trap can hit when a taxpayer sells real estate or some other capital asset, realizing a 
capital gain. The top capital gain rate is 15% for both regular tax and AMT. However, the AMT 
exemption phases out at higher incomes, leaving much of the taxpayer’s ordinary income taxed 
at 28% instead of the graduated rates of 10, 15 and 25%. Even the sale of a fairly modest amount 
of low basis farmland can spring this trap. 
 
Good news on income averaging 
One of the worst AMT traps used to involve farmers who used income averaging. The income 
averaging rules allow farmers who have farm income that would be taxed at a rate of 25% to 
attain a lower tax rate on some of that high-bracket income by averaging with smaller incomes 
from the past three years, often resulting in substantial income tax savings.  
 



In the past, however, AMT would often kick in and the farmer would end up paying 26% on 
some or all of that averaged income anyway, in effect, negating the advantage of income 
averaging.  
 
Congress changed this in 2004, and now the lower taxable income generated by the income 
averaging calculation is ignored by AMT.  
 
By now you are probably asking: Why doesn’t Congress do something about the AMT mess? 
The answer is: An incredible amount of revenue will be lost if the AMT is eliminated. In fact, the 
Treasury Department estimates that AMT will bring in approximately $348 billion over the next 
five years. 
 
 


