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The permanent fix to the AMT 
exemption may provide expanded 
investing opportunities for clients 
who historically were on the cusp 
of AMT eligibility or were concerned 
about bracket creep. With the AMT 
exemption amount permanently 
indexed to inflation, the likelihood 
of bracket creep is greatly reduced. 
This provides an opportunity for 
investors to purchase higher yielding 
municipal bonds subject to AMT 
while minimizing the uncertainty of 
potential future tax consequences.

Historically, the AMT exemption 
amount was erratically adjusted by 
Congress, which exposed certain 
municipal bondholders to bracket 
creep as their incomes increased 
without a corresponding increase 
in the AMT exemption. If investors 
purchased AMT bonds before they 
became subject to AMT, the investors 
achieved higher yields than if they 
had purchased non-AMT bonds. 
However, as financial circumstances 
changed over time, the investors 
potentially found themselves subject 
to this tax. Since AMT municipal 
bonds can expose bondholders to 
taxable consequences, the yields 
on these bonds are higher than 
on non-AMT bonds to compensate 

for the potential tax risk. The yield 
premium historically has ranged 
from 10 to 25 basis points.

Bracket creep can hurt. To put it 
into context, a married couple 
earning a 2% tax-free yield on a 
municipal bond subject to AMT, 
reduces the yield to 1.48% if the 
couple becomes subject to AMT. 

What is AMT?
AMT is a separate tax computation 
under the Internal Revenue Code 
that, in effect, eliminates many 
deductions and credits and creates 
a tax liability for an individual who 
would otherwise pay little or no tax. 
For purposes of computing AMT, 
preference tax items as well as most 
itemized deductions are added 
back to regular taxable income to 
calculate AMT taxable income. A 
tiered exemption amount is then 
subtracted from the AMT taxable 
income, and the taxpayer is required 
to pay the higher of the regular tax 
liability or the AMT calculation.

Since exemption amounts under the 
AMT calculation are phased out at 
higher income levels, higher earners 
are disproportionately impacted by 
AMT. What happened historically is 

more taxpayers annually became 
subject to the AMT provision as 
their salaries increased, but the 
AMT exemption was not sufficiently 
adjusted for inflation. According 
to the Tax Policy Center, the AMT 
affected roughly 5.1 million filers 
in 2017. The Tax Cuts and Jobs Act 
of 2017 dramatically reduced the 
reach of the AMT, so that the tax 
targeted only 200,000 filers in 2019. 
It is estimated that the number 
of AMT taxpayers will remain 
roughly constant through 2025.

What municipal bonds are 
subject to AMT?
As a simplified definition, municipal 
bonds that finance quasi-public 
projects, including stadiums, 
housing projects, student loans, 
airports, seaports and industrial 
development projects are generally 
subject to AMT. Quasi-public project 
bonds account for roughly 7% of 
all municipal bonds outstanding.

Who will likely benefit most?
The self-employed and taxpayers 
historically on the AMT cusp 
would likely benefit most from the 
new legislation. Since the self-
employed pay taxes four times a 

The alternative minimum tax (AMT) was first introduced in 1969. It was designed to 
prevent high-income individuals from avoiding paying income tax by piling up deductions. 
There were a number of changes in AMT since then, like the Tax Reform Act of 1986 
and the Revenue Reconciliation Act of 1993. As of 2013, Congress enacted a permanent 
indexing for inflation which will limit the number of people who are subject to AMT.
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year and are subject to financial 
penalties for underpayment, 
the reduced uncertainty of AMT 
consequences will assist in 
calculating accurate tax remittance.

Given the permanent AMT legislation, 
investors who are not currently 
subject to AMT can be reasonably 
confident that they will not become 
subject to the tax in the future due to 
bracket creep. Therefore, assuming 
modest income growth, investors may 
expand their investment options to 
include higher yielding AMT municipal 
bonds. Naturally, if investors’ income 
increases faster than inflation, then 
they may still be subject to future 
AMT consequences.

The subject of AMT bonds is far 
from simple, and when it comes 
to tax matters, we strongly 
suggest the investors contact 
their tax advisor for tax advice.

Below is a snapshot of certain AMT 
benchmarks: 

Status Single Married 
joint

Married 
separate

Low tax rate — $0–197,900 26% 26% 26%

High tax rate — Over $197,900 28% 28% 28%

2020 AMT exemption $72,900 $113,400 $56,700

Exemption phase-out begins at: $518,400 $1,036,800 $518,400

28% bracket threshold $197,900 $197,900 $98,950
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