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When listening via your computer speakers, please note that the quality  

of your sound will vary depending on the speed and quality of your internet 
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If the sound quality is not satisfactory, please e-mail sound@straffordpub.com 

immediately so we can address the problem. 

 

Viewing Quality  

To maximize your screen, press the F11 key on your keyboard. To exit full screen,  
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Notice  

 ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERSõ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.  

  

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials. 

 

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser. 
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_______________________________________________________ 

General 

 

Corporations are subject to the alternative 

minimum tax (AMT).  Section 55(b)(1)(B). 

 

As in the case of an individual, a corporation's tax 

liability is determined based on the larger of the 

two taxes, the regular tax and the tentative 

minimum tax.  
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_______________________________________________________ 

General 

 

As such, the AMT tax system is a parallel tax 

system.   

 

Like individuals, two tax computations are 

required, the regular tax and the tentative 

minimum tax. 

 

The burden of paperwork is thus increased. 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

Corporations subject to the AMT must include 

Form 4626, "Alternative Minimum Tax - 

Corporations" with their corporate income tax 

returns. 

 

The instructions to Form 4626 provide that 

corporations should maintain adequate records to 

support items required for AMT purposes, such as 

the following: 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

Fixed asset and depreciation schedules. 

 

Long-term contracts:  Since percentage of 

completion is required for AMT, a roll-forward 

schedule for AMT is required (in addition to the 

completed-contract roll-forward schedule used for 

regular tax purposes). 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

FIFO inventory (for ACE purposes, in addition to 

the LIFO records maintained for regular tax and 

AMT purposes). 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

The computation and related schedule of AMT and 
regular tax net operating loss carrybacks or 
carryforwards. 

 

The computation and related schedule of AMT and 
regular tax foreign tax credit carrybacks or 
carryforwards. 

 

The computation and related schedule of minimum 
tax credit carryforwards. 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

The computation and related schedule of AMT and 

regular tax general business credit carrybacks and  

carryforwards. 

 

The computation of AMT and regular tax passive 

activity loss carryforwards. 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

The computation of charitable contribution 

carryforwards computed under the AMT system. 

 

Cumulative increases and decreases in adjusted 

current earnings (ACE). 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

Tax forms peculiar to AMT, and tax forms 

completed a second time (AMT version) to 

calculate the AMT.  Common forms include: 

 

Á Form 4562 (Depreciation). 

Á Form 4797 (Dispositions). 

Á Form 8903 (Domestic production activities 

deduction). 
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_______________________________________________________ 

Additional Schedules, Forms and Paperwork 

 

Á Form 8810 (Corporate passive activities). 

 

Á Schedule D (Capital gains and losses). 

 

Á Form 1118 (Foreign tax credit). 

 

Á Form 8827 (Minimum tax credit). 
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_______________________________________________________ 

Small Corporation Exemption 

 

Certain corporations are exempt from the AMT. 

 

Every corporation is exempt in the first tax year of 

its existence, regardless of its gross receipts for 

that year. 
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_______________________________________________________ 

Small Corporation Exemption 

 

 

A corporation is also exempt for all prior years 

beginning after 1993 in which its average annual 

gross receipts for the three-year period ending 

before the current tax year does not exceed $7.5 

million ($5 million for a corporation’s first three-

year period).  Section 55(e)(1). 
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_______________________________________________________ 

Small Corporation Exemption 

 

If a corporation that qualifies for the small 

corporation exemption ceases to meet the gross 

receipts test, it becomes permanently subject to 

the corporate AMT on a prospective basis, subject 

to certain modifications.  Section 55(e)(2). 

 

This is so, even if the average annual gross 

receipts fall below the aforementioned thresholds 

in the future. 
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_______________________________________________________ 

Small Corporation Exemption 

Planning 

 

From a planning perspective, a corporation that is 

close to the threshold should defer gross receipts 

under its method of accounting in order to avoid 

the AMT. 
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_______________________________________________________ 

Computation 

 

Taxable income 

 

Plus preferences 

 

Plus or minus adjustments 

 

Equals pre-ACE alternative minimum taxable 

income (pre-ACE AMTI) 
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_______________________________________________________ 

Computation 

 

Pre-ACE AMTI 

 

Plus or minus the ACE adjustment 

 

Equals post-ACE AMTI 

 

Less AMT net operating loss carryforward (or cback) 

 

Equals alternative minimum taxable income (AMTI) 
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_______________________________________________________ 

Computation 

 

Alternative minimum taxable income (AMTI) 

 

Less the exemption (up to $40,000) 

 

Equals the amount subject to tentative minimum 

tax (TMT) 
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_______________________________________________________ 

Computation 

 

Amount subject to the tentative minimum tax 

(TMT) 

 

Multiplied by the TMT rate (20%) 

 

Equals the pre-credit TMT 

22 



_______________________________________________________ 

Computation 

 

Pre-credit TMT 

 

Less the AMT foreign tax credit (AMT FTC) 

 

Equals the tentative minimum tax (TMT) 
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_______________________________________________________ 

Computation 

 

Tentative minimum tax (TMT) 

 

Less regular tax 

 

Equals the alternative minimum tax (not less than 

$-0-) 
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_______________________________________________________ 

Exemption 

 

The maximum exemption is $40,000, and phases 

out at  $.25 on the dollar beginning at $150,000 of 

AMTI. 

 

Completely phased out at $310,000 of AMTI. 
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_______________________________________________________ 

Terminology is Important 

 

Section 55(a) provides that the "alternative 

minimum tax" (AMT) is equal to the excess of the 

corporation's tentative minimum tax (TMT) over its 

"regular tax" for the taxable year. 
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_______________________________________________________ 

Terminology is Important 

 

For example, suppose that a corporation's regular 

tax for the year is $100,000, but its TMT is 

$110,000. 

 

The corporation's AMT is $10,000. 
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_______________________________________________________ 

Terminology is Important 

  

 

Its total tax liability (assuming no other taxes and 

no credits) is $110,000, which consists of the 

regular tax and the AMT. 

 

Put another way, the corporation pays the 

larger of the regular tax or the TMT. 
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_______________________________________________________ 

Terminology is Important 

  

Section 55(c)(1) defines the regular tax as the 

corporation’s normal "Section 26" tax, reduced by 

the foreign tax credit. 
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_______________________________________________________ 

Terminology is Important 

  

The regular tax excludes various additional taxes, 

such as the accumulated earnings tax, the 

personal holding company tax, and similar taxes. 

 

These taxes are imposed in addition to the AMT. 
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_______________________________________________________ 

Minimum Tax Credit 

 

Section 53 provides for a minimum tax credit, 

which is available in years following a year in 

which the corporation is exposed to the AMT. 

 

The theory is simple:  AMTI includes certain 

income and deduction items, such as depreciation, 

that will reverse in the future. 
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_______________________________________________________ 

Minimum Tax Credit 

 

These are sometimes referred to as "temporary" or 

"deferral" items. 

 

Temporary or deferral items are to be 

distinguished from “exclusion preferences,” which 

do not reverse. 

 

Exclusion preferences are similar to so-called 

“permanent” differences. 
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_______________________________________________________ 

Minimum Tax Credit 

 

The minimum tax credit is available to individuals 

and corporations.   
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_______________________________________________________ 

Minimum Tax Credit 

 

However, in the case of individuals, only deferral 

items are counted in determining the credit. 

 

In the case of corporations, deferral and exclusion 

items are counted. 
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_______________________________________________________ 

Minimum Tax Credit 

 

As stated above, an example of deferral item is 

depreciation. 

 

In the early years of the life of an asset, 

depreciation under the regular tax system may 

exceed depreciation that is allowed for AMT 

purposes, thus contributing to the corporation's 

possible exposure to the AMT. 
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_______________________________________________________ 

Minimum Tax Credit 

 

In later years, this will reverse, as AMT 

depreciation will exceed regular tax depreciation. 
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_______________________________________________________ 

Minimum Tax Credit 

 

This will have the effect of reducing or eliminating 

the exposure to the AMT. 

 

If, in the future, the corporation has no AMT in a 

given year, then the minimum tax credit is 

available to reduce the regular tax in order to give 

proper effect to the reversal of the deferral item. 
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_______________________________________________________ 

Minimum Tax Credit 

 

Example: 

 

Suppose corporation is carrying a $100,000 
minimum tax credit (MTC) to 2015 from 2014.  In 
2015, the corporation has a regular tax liability of 
$80,000, and a TMT of $60,000.  Thus, no AMT. 

 

The corporation can use $20,000 of its MTC 
carryforward in 2015, and carry the balance to 
2016. 
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_______________________________________________________ 

Minimum Tax Credit 

 

Minimum tax credit (MTC) 

carryforward from 2014                             100,000 

 

2015 regular tax                     80,000 

2015 TMT                               60,000 

MTC that can be used 

to offset regular tax                20,000         (20,000) 

 

MTC carryforward to 2016                          80,000                     
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_______________________________________________________ 

Minimum Tax Credit 

 

The minimum tax credit can be carried forward 

indefinitely (until used), but no carryback is 

allowed. 
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_______________________________________________________ 

Tax Preferences 

 

Tax preferences are generally "add-backs," 

meaning that they increase, but do not decrease, 

taxable income in arriving at AMTI. 

 

They are akin to permanent differences. 
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_______________________________________________________ 

Tax Preferences 

Percentage Depletion 

 

Section 57(a)(1) provides that the excess of 

 

Á The depletion deduction allowable, over 

 

Á The property's adjusted basis at the end of 
the year,  

 

is a tax preference item. 
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_______________________________________________________ 

Tax Preferences 

Percentage Depletion 

 

Under Section 614, all computations are 

completed on a property-by-property basis (except 

for mining properties). 

 

The basis of one property will not reduce excess 

depletion with respect to another property.  

Properties are not fungible.  As such, they are not 

aggregated. 
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_______________________________________________________ 

Tax Preferences 

Percentage Depletion 

 

Independent producers are exempt from this 

preference.  Applies only to integrated 

companies. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Intangible drilling costs are typically incurred in the 

oil & gas industry. 

 

They include expenditures made by an operator 

(e.g., a driller) for items such as wages, fuel, 

repairs, hauling, and supplies. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

They are incurred in preparing a site for the drilling 

of wells, and include clearing grounds, creation of 

draining systems, making roads, surveying, and 

geological works. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

They are also incurred in the construction of 

derricks, tanks, pipelines, and other physical 

structures as are necessary for the drilling of wells 

and the preparation of wells for the production of 

oil or gas.  Reg. Section 1.612-4(a). 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Regulation Section 1.612-4 permits taxpayers to 

elect to deduct these costs as period costs. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Section 57(a)(2)(A) provides for an AMT tax 

preference with respect to intangible drilling costs. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

The preference is equal to the excess of: 

 

Á“Excess IDCs" over  

 

Á 65% of the taxpayer's net income from oil, 

gas and geothermal properties for that 

taxable year. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Excess IDCs equal actual IDCs over the amount 

that would be deductible if amortized over 120 

months. 

51 



_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Example:  Suppose corporation incurs IDCs of 

$842,105 in June/July 2014. 

 

Excess IDCs would be $800,000, as follows: 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Actual IDCs                                            842,105 

Amortization (6/120 x $842,105)          (  42,105) 

Excess IDCs                                          800,000 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Further, suppose net income from oil & gas 

properties is $462,538.  The IDC preference would 

be $500,000, as follows:  
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Actual IDCs                                            842,105 

Amortization (6/120 x $842,105)          (  42,105) 

Excess IDCs                                          800,000 

 

NI from O&G                   461,538 

65%                                 300,000         (300,000) 

Preference                                              500,000                 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Section 57(a)(2)(D) provides for an exception for 

independent producers.  

 

An independent producer can exclude the IDC 

preference to the extent that the reduction in AMTI 

does not exceed 40% of AMTI computed with the 

IDC preference. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Suppose X Corporation, an independent oil 

producer, has $1,000,000 of AMTI, which includes 

a $500,000 IDC preference amount. 

 

X Corporation may exclude part or all of the 

preference from AMTI, as follows: 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

AMTI including preference               $1,000,000 

Maximum reduction percentage                  40% 

Maximum reduction in preference       $400,000 

 

AMTI                                                    $600,000 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs 

 

Taxable income                                               500,000 

IDC preference                   500,000                  

Reduction in preference    (400,000)               100,000 

AMTI                                                                600,000 

 

The preference is reported on Form 4626, Line 2(n). 
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_______________________________________________________   

Tax Preferences 

Intangible Drilling Costs 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs - Planning 

 

From a planning perspective, if a corporation 

elects to capitalize and amortize intangible drilling 

costs over 60 months (for regular tax purposes), it 

will not need to make an AMT adjustment for such 

costs. 
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_______________________________________________________ 

Tax Preferences 

Intangible Drilling Costs - Planning 

 

Often, IDCs are significant, and produce net 

operating losses that often cannot be carried back. 

 

In such a case, the ability to utilize the 

carryforward of large NOLs should be compared to 

the benefit of avoiding the AMT by capitalizing and 

amortizing the IDCs. 
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_______________________________________________________ 

Tax Preferences 

Tax-Exempt Interest 

 

Tax-exempt interest generated by a “specified 

private activity bond” constitutes a tax preference 

item and must be added back to the corporation's 

taxable income to arrive at its AMTI.  Section 

57(a)(5). 

 

Related expenses may be deducted.  Section 

57(a)(5)(A). 
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_______________________________________________________ 

Tax Preferences 

Tax-Exempt Interest 

 

A “specified private activity bond” is generally any 

“private activity bond” issued after August 7, 1986, 

if the interest on the bond is not taxable for federal 

income tax purposes.  Section 57(a)(5)(C). 

 

Bonds issued in 2009 and 2010 are not private 

activity bonds.  Section 57(a)(5)(C)(i).  
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_______________________________________________________ 

Tax Preferences 

Tax-Exempt Interest 

 

Suppose interest from private activity bonds was 

$14,000 in 2014.  This amount will be reported on 

Form 4626, Line 2(m). 
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_______________________________________________________   

Tax Preferences 

Tax-Exempt Interest 
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_______________________________________________________ 

Tax Preferences 

Tax-Exempt Interest - Planning 

 

From a planning perspective, keep track of 

expenses that are related to the tax-exempt 

interest income. 

 

Allocation in certain cases, such as custodial fees, 

may be necessary. 
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_______________________________________________________ 

Tax Preferences 

Depreciation 

 

Section 57(a)(6) deals mainly with ACRS property 

placed in service after 1980 and before 1987, as 

well as depreciation of real estate and leased 

personal property placed in service before 1981. 
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_______________________________________________________ 

Adjustments 

 

Adjustments are added to or subtracted from 

taxable income in arriving at AMTI. 

 

They are akin to temporary differences. 
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_______________________________________________________ 

Adjustments 

Depreciation 

 

In general, for property placed in service after 

December 31, 1998, AMT depreciation on tangible 

personal property is computed under the 

alternative depreciation system (ADS) using the 

150-percent declining-balance method.  Section 

56(a)(1)(A). 
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_______________________________________________________ 

Adjustments 

Depreciation 

 

The MACRS recovery period is used. 

 

An AMT depreciation adjustment is thus required 

for 3-year, 5-year, 7-year, and 10-year property 

where regular tax depreciation is computed using 

the normal 200-percent declining-balance method. 
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_______________________________________________________ 

Adjustments 

Depreciation 

 

No adjustment is required if bonus depreciation is 

claimed or the less advantageous alternative 

depreciation system (ADS) is used for regular tax 

purposes.  Section 168(k)(2)(G). 

 

No adjustment is required if Section 179 expensing 

is elected for regular tax purposes. 
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_______________________________________________________ 

Adjustments 

Depreciation - Planning 

 

ADS may make sense if the corporation has an 

NOL carryforward. 

 

ADS will reduce the exposure to the AMT, while 

saving depreciation for future regular tax use 

(when the regular tax NOL carryforward will have 

been completely exhausted). 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

Planning 

 

If a corporation with capital loss carryforwards 

plans to flip its properties soon after purchase, the 

ADS depreciation election (discussed above) may 

be advisable. 

 

This will reduce the potential for ordinary income 

recapture upon disposition. 
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_______________________________________________________ 

Adjustments 

Depreciation ï Planning 

 

Note also that, as we will discuss later, an ATNOL 

may be limited in such a way that a corporation 

with a regular tax NOL carryforward may 

nonetheless be exposed to the AMT tax if 

preferences and adjustments are significantly 

adverse. 
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_______________________________________________________ 

Adjustments 

Depreciation 

 

No adjustment is required for Section 1250 

property, since, for MACRS purposes, the straight-

line method is used (just like AMT), and the AMT 

recovery period is the same as the MACRS 

recovery period.  
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_______________________________________________________ 

Adjustments 

Regular Tax Depreciation 

 

 

 

Asset Description

Date Placed in 

Service

MACRS 

Recovery 

Period Cost

Bonus 

Depreciation Section 179

Basis for 

Depreciation

2014 

Depreciation

A/D through 

12/31/2014

Adjusted Tax 

Basis

Air Conditioner 3/31/2012 7 25,000.00     12,500.00       -               12,500.00            2,186.25           19,533.75                        5,466.25         

Compressor 1/1/2013 7 15,000.00     -                    15,000.00   -                        -                     15,000.00                        -                   

Combustion Burner 3/20/2014 7 17,125.00     -                    -               17,125.00            2,447.16           2,447.16                          14,677.84      

Pin Handle Assembly HT-4700 5/25/2014 7 37,225.00     -                    -               37,225.00            5,319.45           5,319.45                          31,905.55      

Building Improvement 6/9/2014 39 5,150.00       -                    -               5,150.00              71.64                 71.64                                5,078.36         

Building Improvement 6/16/2014 39 33,995.00     -                    -               33,995.00            472.87               472.87                              33,522.13      

Furniture 6/19/2014 7 6,985.00       -                    -               6,985.00              998.16               998.16                              5,986.84         

Leasehold Improvement 7/4/2014 15 57,503.00     -                    -               57,503.00            1,914.85           1,914.85                          55,588.15      

Lathe 7/19/2014 7 199,442.00  -                    -               199,442.00         28,500.26         28,500.26                        170,941.74    

Press 7/26/2014 7 199,253.00  -                    -               199,253.00         28,473.25         28,473.25                        170,779.75    

Shop Equipment 7/29/2014 7 25,113.00     -                    -               25,113.00            3,588.65           3,588.65                          21,524.35      

Water Freshener 8/13/2014 7 3,700.00       -                    -               3,700.00              528.73               528.73                              3,171.27         

Industrial Burners 8/28/2014 7 225,442.00  -                    -               225,442.00         32,215.66         32,215.66                        193,226.34    

Cutter 9/4/2014 7 20,346.00     -                    -               20,346.00            2,907.44           2,907.44                          17,438.56      

Building Improvement 9/7/2014 39 15,111.00     -                    -               15,111.00            113.18               113.18                              14,997.82      

Building Improvement 9/14/2014 39 47,958.00     -                    -               47,958.00            359.21               359.21                              47,598.79      

Equipment 9/14/2014 7 8,631.28       -                    -               8,631.28              1,233.41           1,233.41                          7,397.87         

Cover for Outdoor Top-Line Bevel 9/17/2014 7 1,205.00       -                    -               1,205.00              172.19               172.19                              1,032.81         

Total 944,184.28  12,500.00       15,000.00   916,684.28         111,502.37      143,849.87                     800,334.41    
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_______________________________________________________ 

Adjustments 

AMT Depreciation 

 

 

 

Asset Description

Date Placed in 

Service

MACRS 

Recovery 

Period Cost

Bonus 

Depreciation Section 179

Basis for 

Depreciation

2014 

Depreciation

A/D through 

12/31/2014

Adjusted Tax 

Basis

Air Conditioner 3/31/2012 7 25,000.00     12,500.00       -               12,500.00            2,186.25           19,533.75                        5,466.25         

Compressor 1/1/2013 7 15,000.00     -                    15,000.00   -                        -                     15,000.00                        -                   

Combustion Burner 3/20/2014 7 17,125.00     -                    -               17,125.00            1,834.09           1,834.09                          15,290.91      

Pin Handle Assembly HT-4700 5/25/2014 7 37,225.00     -                    -               37,225.00            3,986.80           3,986.80                          33,238.20      

Building Improvement 6/9/2014 39 5,150.00       -                    -               5,150.00              71.64                 71.64                                5,078.36         

Building Improvement 6/16/2014 39 33,995.00     -                    -               33,995.00            472.87               472.87                              33,522.13      

Furniture 6/19/2014 7 6,985.00       -                    -               6,985.00              748.09               748.09                              6,236.91         

Leasehold Improvement 7/4/2014 15 57,503.00     -                    -               57,503.00            1,914.85           1,914.85                          55,588.15      

Lathe 7/19/2014 7 199,442.00  -                    -               199,442.00         21,360.24         21,360.24                        178,081.76    

Press 7/26/2014 7 199,253.00  -                    -               199,253.00         21,340.00         21,340.00                        177,913.00    

Shop Equipment 7/29/2014 7 25,113.00     -                    -               25,113.00            2,689.60           2,689.60                          22,423.40      

Water Freshener 8/13/2014 7 3,700.00       -                    -               3,700.00              396.27               396.27                              3,303.73         

Industrial Burners 8/28/2014 7 225,442.00  -                    -               225,442.00         24,144.84         24,144.84                        201,297.16    

Cutter 9/4/2014 7 20,346.00     -                    -               20,346.00            2,179.06           2,179.06                          18,166.94      

Building Improvement 9/7/2014 39 15,111.00     -                    -               15,111.00            113.18               113.18                              14,997.82      

Building Improvement 9/14/2014 39 47,958.00     -                    -               47,958.00            359.21               359.21                              47,598.79      

Equipment 9/14/2014 7 8,631.28       -                    -               8,631.28              924.41               924.41                              7,706.87         

Cover for Outdoor Top-Line Bevel 9/17/2014 7 1,205.00       -                    -               1,205.00              129.06               129.06                              1,075.94         

Total 944,184.28  12,500.00       15,000.00   916,684.28         84,850.44         117,197.94                     826,986.34    
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_______________________________________________________ 

Adjustments 

Depreciation 

 

 

 

Asset Description

Regular Tax 

Depreciation AMT Depreciation Adjustment

Regular 

Adjusted Tax 

Basis

AMT 

Adjusted Tax 

Basis

Potential AMT 

Disposition 

Adjustment

Air Conditioner 2,186.25                 2,186.25                                   -                 5,466.25         5,466.25          -                        

Compressor -                            -                                              -                 -                    -                    -                        

Combustion Burner 2,447.16                 1,834.09                                   613.08           14,677.84       15,290.91       (613.08)                

Pin Handle Assembly HT-4700 5,319.45                 3,986.80                                   1,332.66       31,905.55       33,238.20       (1,332.66)            

Building Improvement 71.64                       71.64                                         -                 5,078.36         5,078.36          -                        

Building Improvement 472.87                     472.87                                       -                 33,522.13       33,522.13       -                        

Furniture 998.16                     748.09                                       250.06           5,986.84         6,236.91          (250.06)                

Leasehold Improvement 1,914.85                 1,914.85                                   -                 55,588.15       55,588.15       -                        

Lathe 28,500.26               21,360.24                                 7,140.02       170,941.74     178,081.76     (7,140.02)            

Press 28,473.25               21,340.00                                 7,133.26       170,779.75     177,913.00     (7,133.26)            

Shop Equipment 3,588.65                 2,689.60                                   899.05           21,524.35       22,423.40       (899.05)                

Water Freshener 528.73                     396.27                                       132.46           3,171.27         3,303.73          (132.46)                

Industrial Burners 32,215.66               24,144.84                                 8,070.82       193,226.34     201,297.16     (8,070.82)            

Cutter 2,907.44                 2,179.06                                   728.39           17,438.56       18,166.94       (728.39)                

Building Improvement 113.18                     113.18                                       -                 14,997.82       14,997.82       -                        

Building Improvement 359.21                     359.21                                       -                 47,598.79       47,598.79       -                        

Equipment 1,233.41                 924.41                                       309.00           7,397.87         7,706.87          (309.00)                

Cover for Outdoor Top-Line Bevel 172.19                     129.06                                       43.14             1,032.81         1,075.94          (43.14)                  

Total 111,502.37             84,850.44                                 26,651.93     800,334.41     826,986.34     (26,651.93)          

Form 4626

Line 2(a) 79 



_______________________________________________________ 

Adjustments 

Depreciation 
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_______________________________________________________ 

Adjustments 

Depreciation 

 

No AMT adjustment is required for: 

 

Á 15-year restaurant improvement property. 

Á 15-year qualified leasehold improvement 

property. 

Á 15-year qualified retail improvement. 
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_______________________________________________________ 

Adjustments 

Depreciation 

 

No AMT adjustment is required because this 

property is also depreciated under MACRS using 

the straight-line method (or the ADS method if 

elected). 
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_______________________________________________________ 

Adjustments 

Mining Exploration and Development Costs 

 

Mine exploration and development costs are 

generally fully deductible in the year incurred for 

regular tax purposes. 

 

C corporations are required to reduce the 

deduction by 30% under Section 291(b)(1). 
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_______________________________________________________ 

Adjustments 

Mining Exploration and Development Costs 

 

The amount of the Section 291 reduction is then 

deducted ratably over a 60-month period. 
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_______________________________________________________ 

Adjustments 

Mining Exploration and Development Costs 

 

For AMT purposes, Section 56(a)(2) provides that 

the full amount of the mine exploration and 

development costs are required to be capitalized 

and amortized ratably over a 10-year period. 

85 



_______________________________________________________ 

Adjustments 

Mining Exploration and Development Costs 

 

If a corporation elects, for regular tax purposes, to 

capitalize and amortize mining exploration and 

development costs ratably over 10 years, it will not 

need to make an AMT adjustment for such costs. 
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_______________________________________________________ 

Adjustments 

Long-Term Contracts 

 

Section 56(a)(3) requires the use of the 

percentage-of-completion method of accounting in 

determining the taxable income from a long-term 

contract. 

 

Amounts used to determine the percentage must 

be AMT-adjusted. 
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_______________________________________________________ 

Adjustments 

Long-Term Contracts 

 

Taxpayers can elect to determine the percentage 

for AMT purposes by using regular tax amounts. 
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_______________________________________________________ 

Adjustments 

Long-Term Contracts 

 

Thus, for example, in computing the percentage of 

contract costs incurred, taxpayers can use their 

regular tax depreciation deductions, rather than 

the adjusted depreciation deductions allowed for 

the AMT.  
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_______________________________________________________ 

Adjustments 

Pollution Control Facilities 

 

Section 56(a)(5) requires an adjustment in certain 

cases involving pollution control facilities. 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 

In many cases, adjusted tax basis for regular tax 

purposes is different from adjusted tax basis for 

AMT purposes. 

 

One example of an item that can result in this 

difference is depreciation. 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 

Section 56(a)(6) requires that, when basis is 

important, such as in the sale of property, an 

adjustment must be made to reflect the difference 

between regular tax and AMT depreciation. 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

Planning 

 

However, it will also have the effect of reducing the 

negative gain/loss adjustment upon disposition.  

The benefits and detriments of each must be 

computed. 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 Sale of Press

Amount Realized

Cash 140,000.00           140,000.00           

Liabilities 39,000.00              179,000.00       39,000.00             179,000.00         

Adjusted Basis 170,779.75       177,913.00         

Gain 8,220.25            1,087.00             

Adjustment (7,133.26)            

Form 4626

Line 2(e)

Tax AMT
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 

Another example relates to investments in pass-

through activities, and may lead to a loss 

limitation adjustment on Form 4626, Line 2(k). 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 

Suppose that a corporation invested in a 

partnership, and that its adjusted tax basis in its 

partnership interest was $50,000 at the end of 

2013, but that its AMT basis was $52,000. 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 

In 2014, assume that the partnership generates a 

$60,000 loss. 

 

For regular tax purposes, the corporation can 

deduct $50,000 of that loss, but, for AMT 

purposes, the corporation is able to deduct 

$52,000 due to the basis difference. 
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_______________________________________________________ 

Adjustments 

Basis and Gains/Losses 

 

Its 2014 Form 4626, Line 2(k) will reflect a 

negative $2,000 adjustment. 
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_______________________________________________________ 

Adjustments 

Passive Activities 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

In general, only individuals, estates, trusts, and 

personal service corporations are subject to the 

passive activity rules. 

101 



_______________________________________________________ 

Adjustments 

Passive Activities 

 

In the case of individuals, estates, trusts, and 

personal service corporations, . . . 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

Passive activity losses cannot be used to offset 

nonpassive activity income, such as: 

 

Á Salaries and professional fees. 

Á Interest and dividends. 

Á Net profits from nonpassive activities. 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

Credits from passive activities cannot be used to 

offset taxes on nonpassive activity income.  
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

In the case of closely-held corporations, a 

passive activity loss can be deducted against net 

active income, and passive activity credits can be 

used to offset taxes on net active income.  Section 

469(e)(2). 

 

Not applicable to personal service corporations. 
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_______________________________________________________ 

Adjustments 

Passive Activities - Planning 

 

As a result of this exception, many practitioners 

recommend that an individual who owns a passive 

activity consider contributing the activity to a 

corporation. 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

A corporation is a closely-held corporation if, at 
any time during the last half of the tax year: 

 

Á More than 50% in value of its outstanding 
stock is directly or indirectly owned, by or for 
not more than five individuals, and 

 

Á The corporation is not a personal service 
corporation. 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

A corporation subject to the passive loss rules is 
treated as materially participating in an activity if: 

 

Á One or more individual shareholders directly 
or indirectly holding more than 50 percent 
(by value) of the corporation's outstanding 
stock . . . 

 

Á Materially participate in the activity. 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

An AMT adjustment can result from a passive 
activity. 

 

For example, suppose that, in 2013, a personal 
service corporation invested in a real estate 
partnership that generated a regular tax loss of 
$10,000 and an AMT loss of $8,000. 

 

The difference was due primarily to depreciation. 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

Assume that the loss was a nondeductible passive 

activity loss. 

 

For 2013, Form 4626 appropriately showed no 

adjustment (the deductible loss for regular tax and 

AMT purposes was $-0-). 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

Suppose that, in 2014, the partnership generated 

$10,000 of passive activity income. 

 

The 2013 losses can now be used. 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

 

                                       Regular Tax             AMT 

2014 income                      $10,000            $10,000 

2013 carryforward              (10,000)             (8,000) 

Taxable income                   -0-                     2,000 
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_______________________________________________________ 

Adjustments 

Passive Activities 

 

The AMT adjustment on Form 4626 Line 2(j) is 

$2,000. 
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_______________________________________________________ 

Adjustments 

Passive Activities 
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_______________________________________________________ 

Recomputing Deductions 

Based on a Percentage of AMTI 

 

The IRS has frequently taken the position that, for 

AMT purposes, deductions based on an income 

limit (e.g., contributions and percentage depletion) 

must be recomputed based on income as 

determined under the AMT system. 
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_______________________________________________________ 

Recomputing Deductions 

Based on a Percentage of AMTI 

 

For example, in PLR 9320003, the IRS stated that 

the percentage limitations for charitable 

contributions and percentage depletion are 

computed separately for purposes of the AMT. 

 

As another example, the domestic production 

activities deduction must be recomputed for AMT 

purposes. 
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_______________________________________________________ 

Adjusted Current Earnings 

 

Corporations are required to adjust pre-ACE 

AMTI to get to post-ACE AMTI.  To do so, the 

corporation must compute adjusted current 

earnings (ACE). 
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_______________________________________________________ 

Adjusted Current Earnings 

 

How is ACE computed?  It starts with pre-ACE 

AMTI.  Simple example: 

 

Pre-ACE AMTI                            $500,000 

Plus ACE adjustments                (400,000) 

Equals ACE                                $100,000 
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_______________________________________________________ 

Adjusted Current Earnings 

 

Specifically . . . . . 

 

To get from pre-ACE AMTI 
 

to post-ACE AMTI . . . . . . 
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_______________________________________________________ 

Adjusted Current Earnings 

 

Section 56(g)(1) provides that pre-ACE AMTI must 

be increased by 75 percent of the excess (if any) 

of a corporation's ACE over its pre-ACE AMTI. 

 

Section 56(g)(2) provides that, subject to a cap 

set forth in Section 56(g)(2)(B), if pre-ACE AMTI 

exceeds ACE, pre-ACE AMTI is reduced by 75 

percent of the excess. 
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_______________________________________________________ 

Adjusted Current Earnings 

 

The cap set forth in Section 56(g)(2)(B) provides 

that the negative adjustment is limited to net 

aggregate positive ACE adjustments in prior years. 
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_______________________________________________________ 

Adjusted Current Earnings 

 

As an example, suppose that a corporation is a 

calendar-year taxpayer and has the following pre-

ACE AMTI and ACE for 2011 through 2014. 

 

Assume no prior ACE adjustments before 2011. 
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_______________________________________________________ 

Adjusted Current Earnings 

  

Year   Pre-ACE AMTI          ACE               Difference 

2011        $800,000          $700,000              (100,000) 

2012         600,000             900,000               300,000 

2013         500,000             400,000              (100,000) 

2014         500,000             100,000              (400,000) 

 

Question is this:  By how much do we adjust pre-
ACE AMTI to get to post-ACE AMTI?  Generally, 
75% of the difference, limited by the cap in the 
case of negative differences. 
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_______________________________________________________ 

Adjusted Current Earnings 

 

            Negative        Positive 

Year   Adjustment      Adjustment        Comments       . 

2011                0                      0     No prior cumulative  

                                                       positive ACE. 

 

2012               0         $225,000     75% of above. 

 

2013       75,000                   0     75% of above. 

 

2014     150,000                      0     Cap applied. 
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_______________________________________________________ 

Adjusted Current Earnings 

 

            Pre-ACE                              Post-ACE 

Year       AMTI          Adjustment        AMTI   . 

2011     800,000                      0       800,000 

 

2012    600,000            225,000       825,000 

 

2013     500,000          (  75,000)      425,000   

 

2014     500,000          (150,000)      350,000 
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_______________________________________________________ 

Adjusted Current Earnings 

 

Post- 

ACE 

AMTI 

Negative  

ACE 

Adjustment 

Pre-ACE 

AMTI 

ACE 

Adjustments 

to Arrive at 

ACE 

Max Adjustment 

to Get to Post-

ACE AMTI 

75% 
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_______________________________________________________ 

Adjusted Current Earnings 

 

The computation of ACE starts with the adjustment 

of pre-ACE AMTI. 

 

The computation is somewhat similar to the 

computation of earnings and profits (E&P), but with 

significant variations. 
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_______________________________________________________ 

Adjusted Current Earnings 

 

Generally, income items that are included in E&P 
but not in regular taxable income and pre-ACE 
AMTI are included in ACE. 

 

Conversely, E&P deductions that are not allowed 
for pre-ACE AMTI are not allowed in the 
computation of ACE.   

 

Thus, ACE represents a very broad a measure of 
income as the tax base for pre-ACE AMTI. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

To compute ACE, pre-ACE AMTI must be 

increased by income items that are included in 

E&P but not in pre-ACE AMTI. 

 

If an income item is included in ACE but not in pre-

ACE AMTI, corresponding deductions relating to 

that item are allowed for ACE purposes. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Tax-exempt income.  Tax-exempt income not 

included in AMTI must be added in arriving at 

ACE. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Installment sales.  Gain from the sale of property 

generally may not be reported on the installment 

basis for ACE purposes, and instead the full gain 

must be recognized in the year of sale. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

LIFO inventory.  In general, the FIFO method is 
required for ACE purposes, thus triggering a likely 
adjustment. 

 

As an example, suppose taxable income from the 
sale of inventory maintained using the LIFO 
method of accounting have traditionally been lower 
than the amount of profit that would have resulted 
had the FIFO method of inventory been used. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Now, suppose it is 2014, and the all the inventory 

of the company is sold. 

 

Just prior to the sale, LIFO inventory was 

$900,000, but, for FIFO purposes, it was $1.3 

million. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

This means that, for regular tax and AMT purposes 

(LIFO), the profit from the sale of the inventory in 

2014 will be $400,000 more than the profit 

generated under ACE (FIFO). 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Life insurance.  Death benefits under a life 

insurance contract are included in ACE to the 

extent they exceed the taxpayer's ACE basis in the 

contract. 

 

Undistributed income of a life insurance contract 

(sometimes called "inside buildup“ or “increase in 

cash surrender value”) is included in ACE. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Note that nondeductible premiums offset or reduce 

the increase to ACE. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Thus, if the increase in the cash surrender value of 

a life insurance contract is $11,000, and the 

nondeductible premiums are $1,000, then the net 

($10,000), though not taxable under the regular 

tax and AMT systems, will be an increasing 

adjustment for purposes of computing ACE.   
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Lessor income taxes paid by lessee.  Note, 

however, that the value of lessor improvements 

excluded for regular and AMTI purposes is 

excluded for ACE purposes. 

 

Tax benefit rule.  Recovery of an item previously 

deducted in arriving at E&P. 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

Disposition of appreciated property.  Adjusted ACE 

basis is required for property placed in service 

before January 1, 1994. 

141 



_______________________________________________________ 

Adjusted Current Earnings 

Income Items 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

 Pre-

ACE 

AMTI 
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_______________________________________________________ 

Adjusted Current Earnings 

Income Items 

 

 

ACE 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Unlike the E&P system, ACE is not a means by 

which to get to economic earnings. 

 

Rather, it is a tax system unto itself. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Deduction items must generally be deductible for 

purposes of both AMTI and earnings and profits in 

order to be deductible for ACE. 

 

As such, some items deductible in arriving at E&P 

will not be deductible in arriving at ACE. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Examples of items deductible for E&P purposes but 
not deductible for ACE purposes include: 

Á Golden parachute payments. 

Á Bribes. 

Á Excess capital losses. 

Á Excess charitable contributions. 

Á Fines. 

Á Penalties. 

Á Meals and entertainment expenses. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

The following are deductible tor ACE.  However, 

no adjustment is necessary since the same 

deduction is permitted for purposes of pre-ACE 

AMTI: 

Á Excess capital losses carried from another 

year. 

Á Excess charitable contributions carried 

forward from a prior year. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Depreciation.  For property placed in service after 

December 31, 1993, there is no ACE adjustment 

and the general AMT depreciation rules will apply.  

See Sections 56(g)(4)(A)(i) and 56(a)(1)(A).  
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

For property placed in service before 1994, the 

ACE depreciation adjustment, generally 

determined using the applicable E&P method, 

must be made. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Depletion.  The ACE allowance for depletion must 

be determined under the cost depletion method. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Intangible drilling costs.  The ACE treatment of 

intangible drilling costs (IDCs) follows the 

corresponding E&P rules, which require IDCs to be 

capitalized and amortized over 60 months.  See 

Section 56(g)(4)(D)(i). 

 

Note that this adjustment does not apply to 

independent producers. 
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_______________________________________________________ 

Adjusted Current Earnings 

Deduction Items 

 

Domestic production activities deduction.  The 

domestic production activities deduction is allowed 

for purposes of computing ACE. 
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_______________________________________________________ 

Adjusted Current Earnings 

Comparison to E&P 

 

 

Increases in E&P: Impact on ACE

Federal income tax refunds Does not increase ACE.

Percentage of completion income on long-term contracts Does not increase ACE.  See text.

Life insurance proceeds Increases ACE.  See text.

70% dividend received deduction Increases ACE.

80%/100% dividend received deduction Does not increase ACE.

Organizational expenditures Increases ACE.

Intangible drilling costs deducted under Section 263(c) Increases ACE.  See text.

Mineral exploration and development costs Increases ACE.

Deferred portion of current year installment sales gains Increases ACE.  See text.

Increases in LIFO recapture amount Increases ACE.  See text.

Tax-exempt interest income Increases ACE.  See text.

Percentage depletion over cost Increases ACE.  See text.
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_______________________________________________________ 

Adjusted Current Earnings 

Comparison to E&P 

 Decreases in E&P: Impact on ACE

Federal income taxes Does not decrease ACE.

Gains calculated on tax basis Depends.

Decreases in LIFO recapture amount Decreases ACE.

Depreciation adjustment on sale of property Depends.

Lobbying expenses Does not decrease ACE.

Current year excess capital loss (excess of capital losses over capital gains) Does not decrease ACE.

Current year excess charitbale contributions in excess of the 10% limit Does not decrease ACE.

Penalties Does not decrease ACE.

Depreciation adjustment on E&P computed under Section 312(k) Depends.

Amortization of prior year mineral exploration and development costs Decreases ACE.

Amortization of prior year intangible drilling costs Decreases ACE.

Disallowed travel, meals and entertainment expenses Does not decrease ACE.

Excess charitable contributions carried forward from a prior year No effect.  See text.

Excess capital losses carried from another year No effect.  See text.
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

As stated at the outset, when calculating AMTI, a 

corporation cannot claim its regular tax net 

operating loss. 

 

Rather, the corporation must compute its 

ñalternative minimum tax net operating lossò 

(ATNOL) under Section 56(a)(4). 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

An ATNOL is defined as the regular tax NOL, 

increased or decreased by AMT adjustments and 

decreased by AMT preferences. 

 

An adjustment for an AMT preference is only 

required to the extent it caused the regular tax 

NOL to increase.   Section 56(d)(2). 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

Suppose B Corporation, a calendar-year 

corporation, incurred a $500,000 regular tax NOL 

in 2013.  In determining its 2013 AMTI, B had the 

following AMT adjustments and preferences: 

 

Post-1986 depreciation adjustment        $136,000 

Private activity bond interest                       $9,000 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

B's 2013 ATNOL is calculated as follows: 

 

Regular tax NOL                               $500,000 

 

Adjustments and preferences           (136,000) 

 

ATNOL                                              $364,000 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

The ATNOL is not decreased by the $9,000 of tax-

exempt interest, since this preference did not 

increase the amount of the regular tax NOL. 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

As in the case of a regular tax NOL, Sections 

56(d)(1) and 172(b)(1) provide that an ATNOL can 

generally be carried back two years or forward 20 

years. 

 

If the taxpayer elects to forgo the carryback period 

for the regular NOL, the carryback period is also 

waived for any ATNOL for the same year. 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

ATNOL Limitation 

 

Section 56(d)(1)(A) provides that an ATNOL 
against AMTI is limited to 90% of pre-ATNOL 
AMTI. 

 

Thus, for example, if pre-ATNOL AMTI is 
$350,000, but the ATNOL carryforward to 2014 is 
$364,000, the ATNOL will be permitted to offset 
$315,000 of pre-ATNOL AMTI ($350,000 x 90%). 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss Planning 

 

A corporation with an ATNOL should consider 

forgoing the carryback period where the ATNOL 

carryback produces little or no benefit. 

 

However, since the election to forgo the carryback 

period also applies to any regular tax NOL, the 

potential for lost benefits from carrying back the 

regular tax NOL must be considered. 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss Planning 

 

BE VERY CAREFUL.   

 

Any decision to waive the carryback for regular tax 

purposes must take into consideration not only the 

usual and customary issues that accompany such 

a decision, but also must consider that the ATNOL 

can only offset up to 90% of AMTI. 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss Planning 

 

Caution:  Estimated taxes.  A tax return software 

package will automatically apply the 90% 

limitation, but . . . 

 

Estimated tax computations throughout the year, 

using an Excel spreadsheet, could inadvertently 

miss the limitation. 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss Planning 

 

Anytime a corporation with regular tax NOL 

carryforwards and ATNOL carryforwards has 

potential taxable income, the 90% limitation must 

be considered! 
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_______________________________________________________ 

Alternative Minimum Tax 

Net Operating Loss 

 

For purposes of our example, assume that the 

ATNOL carried to the current year is $150,000.  

This amount will appear on Form 4626, Line 6. 
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_______________________________________________________ 

 Adjustments 

Net Operating Loss 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

Section 59(a) provides that the foreign tax credit is 

available to offset or reduce the AMT. 

 

Referred to as the AMT foreign tax credit (AMT 

FTC), the credit must be recalculated by 

substituting amounts under the AMT system for 

corresponding amounts under the regular tax 

system. 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

For example, the Section 904 limitation on the 

credit is applied on the basis of AMTI rather than 

taxable income under the regular tax system.  

Section 59(a)(1)(B). 

 

As in the case of the regular tax system, the AMT 

limitation is applied for each separate limitation 

category. 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

In the calculation of the limitation, the “pre-credit 

tentative minimum tax” is substituted for “the tax 

against which the foreign tax credit is taken.”  

Section 59(a)(1)(A). 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

As with all other items of income and expense, 

adjustments and preferences must be sourced on 

an item-by-item basis.  Reg. Section 1.904-4(k). 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

As an example, suppose that X Corporation a 

regular tax liability of $30,000, prior to the 

application of the foreign tax credit. 

 

Suppose further that foreign source income is 

$35,000 and that taxable income is $346,483. 
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_______________________________________________________ 

 Alternative Minimum Tax 

Foreign Tax Credit 

 

Foreign taxes are $4,000. 

 

For regular tax purposes, the maximum amount of 

credit is limited to $3,030. 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

Now, suppose that, as a result of various 

adjustments, AMTI is $350,000, while AMT foreign 

source income is $36,000. 

 

If the tentative minimum tax is $34,500, then the 

maximum foreign tax under the AMT system is 

limited to $3,549. 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 Regular Tax

U.S. regular tax 30,000          

FSI 35,000          

Taxable income 346,483        10.10%

Limit 3,030            

Foreign taxes 4,000            

FTC 3,030            

AMT AMT Election

Tentative minimum tax 34,500          Tentative minimum tax 34,500      

AMT FSI 36,000          FSI 35,000          

AMTI 350,000        10.29% AMTI 350,000        10.00%

AMT limit 3,549            AMT limit 3,450         

Foreign taxes 4,000            Foreign taxes 4,000         

AMT FTC 3,549            AMT FTC 3,450         
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_______________________________________________________ 

 Adjustments 

Foreign Tax Credit 

 

177 



_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

For purposes of computing the AMT foreign tax 

credit limitation, the allocation and apportionment 

of deductions must be based on the taxpayer's 

foreign source alternative minimum taxable 

income. 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

This means that taxpayers must allocate and 

apportion deductions for regular tax purposes, and 

must generally reallocate and reapportion the 

same deductions for AMT foreign tax credit 

purposes, based on assets and income that reflect 

AMT adjustments (including depreciation). 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

An election is available for purposes of 

administrative ease. 

 

Under the election, the taxpayer may use foreign 

source regular taxable income in computing the 

AMT foreign tax credit limitation, thus eliminating 

the need to reallocate and reapportion every 

deduction. 
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 Regular Tax

U.S. regular tax 30,000          

FSI 35,000          

Taxable income 346,483        10.10%

Limit 3,030            

Foreign taxes 4,000            

FTC 3,030            

AMT AMT Election

Tentative minimum tax 34,500          Tentative minimum tax 34,500      

AMT FSI 36,000          FSI 35,000          

AMTI 350,000        10.29% AMTI 350,000        10.00%

AMT limit 3,549            AMT limit 3,450         

Foreign taxes 4,000            Foreign taxes 4,000         

AMT FTC 3,549            AMT FTC 3,450         
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_______________________________________________________ 

Alternative Minimum Tax 

Foreign Tax Credit 

 

The election must be made for the first tax year after 

1997 for which the taxpayer claims an AMT FTC. 

 

If the corporation does not make the election for that 

tax year, it may not make this election at a later time. 

 

Once made, the election may be revoked only with the 

IRS’s consent.  Section 59(a)(3)(B)(ii). 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

The general business credit (GBC) may be 

claimed by a corporation. 

 

Section 38(c)(1) provides for two significant 

limitations, however, in the case of a corporation 

that is in a AMT position. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

Under the first limitation, the taxpayer's tax liability 

cannot be reduced by the GBC to an amount less 

than the taxpayer’s TMT. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

The other limitation provides that the tax cannot be 

reduced by the GBC to an amount less than 25 

percent of the regular tax in excess of $25,000. 

 

Three observations: 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

Á The GBC is not allowed to a corporation in 

an AMT position. 

 

Á The GBC cannot be used if it leaves a 

corporation with a tax liability less than its 

TMT. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

Á A corporation with regular tax in excess of 

$25,000 cannot totally offset its regular tax 

with the GBC. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

Any GBC that is not allowed for the tax year 

because of the Section 38(c) limitations can be 

carried back one tax year and carried forward up 

to 20 tax years. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

For some credits constituting the GBC, if the credit 

goes unused for the full 20-year carryforward 

period, all or a portion of the unused credit is 

allowed as a deduction under Section 196. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

 

Suppose that B Corporation has a regular tax 

liability of $100,000 for the current year.  It has a 

general business credit of $80,000. 

 

Its tentative minimum tax for the current year is 

$90,000. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

The general business credit for the current year 

cannot exceed the excess of B's regular income 

tax over the greater of its tentative minimum tax, or 

25% of its net regular tax in excess of $25,000. 

 

The maximum GBC available under Section 38(c) 

will be limited to $10,000. 
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

 

Net income tax for the year 100,000      100,000      

Net regular tax in excess of $25,000         75,000 

     25%

25% excess amount         18,750 

TMT         90,000 

Less: Greater of 25% excess amount or TMT        (90,000)

Limitation of credit         10,000 

Net income tax for the year 100,000      100,000      

Net regular tax in excess of $25,000         75,000 

     25%

25% excess amount         18,750 

TMT       110,000 

Less: Greater of 25% excess amount or TMT      (110,000)

Limitation of credit                 -   
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_______________________________________________________ 

Alternative Minimum Tax 

General Business Credit 

 

If the TMT were $110,000, the GBC would be $-0-. 
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_______________________________________________________ 

Alternative Minimum Tax 

Other Credits 

 

Using Specified Credits and Eligible Small 

Business (ESB) Credits that Offset 100% of AMT 

 

Under Section 38(c)(4), certain “specified credits” 

are allowed to offset the AMT liability without 

limitation.  
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_______________________________________________________ 

Alternative Minimum Tax 

Other Credits 

 

These specified credits include the following: 
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_______________________________________________________ 

Alternative Minimum Tax 

Other Credits 

 

Á Section 40 alcohol fuels credit for tax years 

beginning after 2004 (expired December 31, 

2014). 

 

Á Section 42 low-income housing credit to the 

extent attributable to buildings placed in 

service after 2007. 
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_______________________________________________________ 

Alternative Minimum Tax 

Other Credits 

 

Á Section 45 credit for electricity produced 

during the first four years of production 

beginning with the placed-in-service date. 

 

Á Section 45B credit for the portion of 

employer social security taxes paid with 

respect to employee cash tips. 
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_______________________________________________________ 

Alternative Minimum Tax 

Other Credits 

 

Á Section 45G railroad tax maintenance credit 

(expired December 31, 2014). 

 

Á Section 45R small employer health 

insurance credit in tax years beginning after 

2010. 

 

198 



_______________________________________________________ 

Alternative Minimum Tax 

Other Credits 

 

Á Section 46 investment credit to the extent 

attributable to the rehabilitation credit. 

 

Á Section 51 work opportunity credit (expired 

December 31, 2014). 
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