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Income Insights: Alternative Minimum Tax

Income Insights is a series designed to quickly describe important income tax concepts for
advisors and their clients.
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Alternative Minimum Tax

The alternative minimum tax (AMT) is a parallel taxation system designed to ensure that
taxpayers pay at least a minimum amount of tax regardless of deductions, credits, or other tax
benefits they may claim under the regular tax system. The AMT calculation involves adjusting
taxable income by adding back certain preference items and making specific adjustments.

Common AMT preference items that may be added back when calculating AMT taxable income
include:

 Incentive stock options (ISOs): The spread in ISOs (the difference between the exercise price
and the fair market value at the time of exercise) can be a significant AMT preference item if
the stock acquired through the exercise is not sold before year-end.

« Tax-exempt interest: Interest from certain private activity bonds is typically added back to
income.

« Standard deduction: If the standard deduction is claimed under the regular tax system, it
must be added back for AMT purposes.

« State and local tax deductions: Deductions for state and local taxes (including property
taxes) aren’t allowed under the AMT.

« Miscellaneous itemized deductions: Certain miscellaneous deductions that are subject to the
2% adjusted gross income floor aren’t deductible under the AMT.

« Accelerated depreciation: If accelerated depreciation methods are used for regular tax
purposes, the excess depreciation may have to be added back for the AMT calculation.

« Investment interest expense: Investment interest that exceeds the taxpayer’s investment
income may need to be adjusted.

« Certain business deductions: Some deductions related to business income may need to be
added back.

« Certain losses: Losses that are deductible under regular tax rules may also be added back.

Once AMT taxable income is calculated, it's reduced by the AMT exemption amount. For the
2026 tax year, the AMT exemption is $90,100 for taxpayers filing as single and $140,200 for
married couples filing jointly. This exemption begins to phase out for higher-income earners. In
2026, these thresholds rolled back to their 2018 levels as a result of the One Big Beautiful Bill
Act—the exemption now will begin to phase out at $500,000 in AMT taxable income for single
filers and $1,000,000 for married taxpayers filing jointly. Depending on an individual's or a
couple’s AMT taxable income, the AMT exemption could be either reduced or eliminated, with
the remaining amount subject to the AMT rate.



For married couples filing jointly and single filers, the first $244,500 of taxable AMT income is
taxed at 26% while any amount above that is taxed at 28%. For taxpayers filing as married filing
separately, the first $122,250 of taxable AMT income is taxed at 26% while any amount above
that is taxed at 28%. Once this calculation is completed, the AMT foreign tax credit is
subtracted from the result, and the tax amount at this point—referred to as the tentative
minimum tax—is compared with the individual’s or couple’s regular income tax. The higher of
these two amounts is the tax that must be paid. Because the AMT can significantly affect
taxpayers—especially those with high deductions or specific types of income—it's essential to
consider these preference items and adjustments when determining what tax strategies to
employ for the year.

Allspring Global Investments does not provide accounting, legal, or tax advice or investment
recommendations. Any tax or legal information in this website is merely a summary of our
understanding and interpretations of some of the current income tax regulations and is not
exhaustive. Investors should consult their tax advisor or legal counsel for advice and
information concerning their particular situation.

This material is provided for informational purposes only and is intended for retail distribution in
the United States.
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This content and the information within do not constitute an offer or solicitation in any
jurisdiction where or to any person to whom it would be unauthorized or unlawful to do so. It
should not be considered investment advice, an investment recommendation, or investment
research in any jurisdiction.

INVESTMENT RISKS: All investments contain risk. Your capital may be at risk. The value, price,
or income of investments or financial instruments can fall as well as rise and is not
guaranteed. You may not get back the amount originally invested. Past performance is not a
guarantee or reliable indicator of future results. Returns may increase or decrease as a result
of currency fluctuations.
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