
1As an alternative tax, the AMT is paid only if it exceeds the regular income tax. So if the regular income tax is cut,
then the (unchanged) AMT is more likely to exceed the regular tax. (Note: the AMT is measured as the excess of the
AMT over the regular income tax. If the regular tax is $1,000 and the tentative AMT is $1,050, then the AMT is $50.)

2The charts and tables that follow include this one-point AMT rate increase. The revenue estimates here assume no
change in capital gains realizations as a result of the proposal. If realizations are assumed to be reduced, then the plan
would need further tweaking to be revenue-neutral.
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A Progressive Solution to the AMT Problem
Keeping the individual Alternative Minimum Tax from affecting tens of millions of
innocent taxpayers is a problem that has bedeviled Congress ever since it passed
President Bush’s big cuts in the regular income tax back in 2001 without
simultaneously adjusting the AMT.1

Over the past several years, Congress has repeatedly enacted temporary increases in
the AMT exemption to protect most otherwise-affected families from having to deal
with the AMT. But the cost of continuing these temporary patches has become
prohibitive — exceeding $250 billion in lost revenues over the next four years.

Yet there is a straightforward way to pay for extending the temporary AMT relief
through the end of this decade without busting the budget. This solution has the
added advantage of returning the AMT to its original purpose: to assure that people
with very high incomes pay a reasonable amount in federal income taxes.

A four-year, revenue-neutral AMT reform would have two key elements:

1. Extend the 2006 AMT exemptions through 2010, indexed for inflation.

2. Remove the special low 15 percent tax rate on capital gains and dividends from the
AMT. That would mean treating capital gains and dividends the same as other income
for AMT purposes.

What would be the effects of this reform plan?

       # Keeping the AMT exemptions at their inflation-adjusted 2006 level would
prevent tens of millions of families in the upper-middle and near-rich ranges
from falling into the AMT. Overall, the proposal would reduce the percentage of
taxpayers paying the AMT from an expected 17 percent in 2007, rising to 23
percent in 2010, down to only 4-5 percent.

       # Restoration of the AMT’s intended purpose: Eliminating the capital gains and
dividends loophole in the AMT would pay for this change by shifting the AMT
back to its original purpose: ensuring that the very rich pay a reasonable amount
in taxes, however many loopholes they may enjoy under the regular income tax.

       # Little or no cost: Taken together, these two proposed AMT reforms would cost a
relatively modest $33 billion over the next four years — far less than the $250
billion cost of simply extending the 2006 AMT relief. Adding one additional
change, an increase in the top AMT rate from 28 percent to 29 percent in 2009
and 2010, makes the plan virtually revenue-neutral for the rest of the decade.2
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Percent of taxpayers in the AMT: The following chart shows the percentage of all
couples and individuals paying the AMT, under current law and the proposal outlined
here. (The years 2001-06 are not affected by the proposal.)

Who pays the AMT? The next chart shows how the proposal shifts the distribution of
total AMT payments away from the upper-middle and near-rich income ranges and onto
those at the very top of the income scale.
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Winners & losers: As the table on page four details, in every income group affected by
the plan except the best-off one percent, the winners would far outnumber the losers.
Most taxpayers making between $160,000 and $500,000 would get significant tax cuts.
Of course, taxpayers in the highest-income group — the best-off one percent — would
pay considerably more in AMT than they do now. But they would still retain almost half
of the huge Bush tax cuts they are scheduled to receive over the 2007-10 period.

Would President Bush sign this kind of AMT reform? Or would he say it’s an
intolerable rollback of his signature program, his tax cuts? Well, he might jump to that
conclusion at first, but if so, he should reconsider. After all, what the reform plan does
is give a lot of people more of the tax cuts that Bush promised them, but that are
scheduled to be whittled away by the AMT. At the same time, it reduces the Bush tax
cuts for a small number of people. Since the plan is revenue-neutral, it does not lower
the total size of the Bush tax cuts at all. So the real question is who Bush wants to get
the tax cuts he promised: a lot of rather well-off people or a few very rich people? 

The next chart shows how the AMT reduces the promised Bush tax cuts over the 2007-
2010 period, under current law and the proposed AMT reform.

Who has a dog in this fight? At first glance, the AMT battle might look like a relatively
narrow fight that pits people making hundreds of thousands of dollars a year against
people making millions. But it’s much more than that — especially since Congress’s
new leaders have promised to pay for any new initiatives with higher taxes or reduced
public services. So even the majority who are not directly affected by the AMT have a
big stake in keeping AMT reform from costing large sums of money.

Tables detailing the effects of this AMT reform plan are on the next page.
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Effects of Extending the 2006 AMT Exemptions (indexed) through 2010
With No Special AMT Rates for Capital Gains & Dividends
and a 1 point increase in the top AMT rate starting in 2009

Revenue Effects ($-billion, calendar tax years):
2007 $ +3.0

2008 –5.4

2009 –0.6

2010 –0.4

4 yr total $ –3.4

Note: fluctuations in the revenue effects reflect more usage of the increased AMT
exemption each year, offset after 2008 by the 1 point increase in the top AMT rate.

Average tax changes for all taxpayers (calendar years) Winners & losers (in 2010) Ave AMT (all, 2010)

2007 2008 2009 2010 % win % lose % no ch cur law proposal

Lowest 20% $   — $   — $   — $   — — — 100% $   — $   —

Second 20% — — — — — — 100% — —

Middle 20% –9 –13 –18 –26 4% — 96% 26 —

Fourth 20% –113 –176 –252 –353 30% — 70% 368 15

Next 10% –785 –1,019 –1,258 –1,523 74% 1% 25% 1,606 83

Next 5% –1,621 –1,928 –2,237 –2,590 88% 4% 9% 3,066 476

Next 4% –1,929 –2,308 –1,819 –1,808 76% 21% 3% 8,562 6,754

Top 1% +28,322 +28,977 +36,031 +42,727 3% 79% 18% 16,929 59,656

ALL $ +22 $ –38 $ –4 $ –3 21% 2% 77% $ 892 $ 889

% in AMT Current law Proposal % ch in
2007 2008 2009 2010 2007 2008 2009 2010 2010

Lowest 20% — — — — — — — — na

Second 20% — — — — — — — — na

Middle 20% 1.4% 1.9% 2.6% 3.7% — — — — –100%

Fourth 20% 13.9% 18.8% 24.0% 29.7% 0.5% 0.6% 0.8% 0.8% –97%

Next 10% 55.8% 63.8% 69.9% 74.4% 2.4% 3.3% 3.8% 4.7% –94%

Next 5% 80.0% 84.9% 88.0% 90.2% 11.5% 13.0% 13.8% 15.8% –82%

Next 4% 92.5% 95.1% 96.0% 96.8% 59.1% 63.8% 68.9% 73.9% –24%

Top 1% 59.2% 63.9% 63.1% 67.7% 66.1% 70.3% 78.5% 81.9% +21%

ALL 16.7% 19.0% 20.9% 22.9% 3.9% 4.3% 4.7% 5.1% –78%

Millions: 23.5 23.5 30.1 33.3 5.5 6.1 6.8 7.5 –78%

Source: ITEP Tax Model, December 2006

Citizens for Tax Justice, Dec. 2006



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


