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The Alternative Minimum Tax (AMT) was orig-
inally designed to ensure that wealthy taxpay-
ers were not able to escape taxation by
exploiting deductions. However, the AMT has
not been appropriately indexed for inflation,
which means that it affects a growing number
of taxpayers every year.

If government forecasts are correct, 3300  mmiilllliioonn
ttaaxxppaayyeerrss  wwiillll  bbee  ppaayyiinngg  AAMMTT  bbyy  22001100..  

Just weeks before the start of the 2008 filing
season, Congress finally passed a temporary
““AAMMTT  ppaattcchh””, which is expected to keep mil-
lions of middle income taxpayers out of the
reach of the AMT – but oonnllyy ffoorr  tthhee  22000077  ttaaxx
yyeeaarr. The 2007 AMT exemption amounts, which
are higher than the 2006 exemption amounts,
are: $44,350 for single taxpayers and heads of
household; $66,250 for married couples filing
jointly; and $33,125 for married couples filing
separately. However, the computation of the
alternative minimum tax is complex and re-
quires a careful evaluation of your tax situation.
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growing
number of
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Unfortunately, it is not a good strategy to
engage in planning that necessarily focuses
solely on eliminating AMT liability. Due to
the complex manner in which the regular
tax system and the alternative minimum tax
system intertwine, aa  ccoonncceennttrraattiioonn  oonn  lloowweerr--
iinngg  mmiinniimmuumm  ttaaxx  lliiaabbiilliittyy  aalloonnee  ccaann  eeaassiillyy
rreessuulltt  iinn  aann  uunnwwaanntteedd  iinnccrreeaassee  iinn  yyoouurr  rreegguu--
llaarr iinnccoommee  ttaaxx  lliiaabbiilliittyy..

To reduce the possibility of being affected
by the AMT, yyoouu  mmaayy  wwaanntt  ttoo  ccoonnssiiddeerr
ttiimmiinngg  yyoouurr  iinnccoommee  aanndd  ddeedduuccttiioonnss,,  ddeeffeerr--
rriinngg  cceerrttaaiinn  iitteemmss  ttoo  aa  ffuuttuurree  yyeeaarr  aanndd  aacccceell--

people are required to pay California AMT.
Also keep in mind that the AMT rules for
corporate returns are completely different;
this article discusses individual AMT.

Eileen may be reached at 310-288-4272 or
efc@nsbn.com.

eerraattiinngg  ootthheerrss  iinnttoo  tthhee  ccuurrrreenntt  yyeeaarr..  As a
general rule, it is best to accelerate items of
income into AMT years and postpone deduc-
tions into non-AMT years. For example, you
may consider:

• Delaying payment of certain items, such as
state and local income taxes, property
taxes, medical expenses, and miscellaneous
expenses (provided this does not impair
your credit status or business standing, or
cause you to incur late charges); 
• Avoiding the exercise of incentive stock
options; 
• If large long-term capital gains will affect
your AMT, delaying the asset sale until after
year-end or spreading the gain over a num-
ber of years by using an installment sale;
• Making use of any AMT credit, if applicable.
In addition, several states, including California,
also have an AMT. Fortunately, very few

How does
AMT work?
To understand how the AMT works, in a nut-
shell, you begin with taxable income as com-
puted for purposes of the regular federal
income tax. Then you add back to taxable
income many of the important deductions
you claimed to arrive at regular taxable
income. For example, state and local income
and property taxes, miscellaneous itemized
deductions, and personal exemptions all may
need to be added back. Depending on the
types of businesses and investments you’re
involved in, there could be other adjustments
as well. For example, certain tax breaks for
incentive stock options aren’t allowed for
AMT purposes. After all adjustments and so-
called preferences have been made, you sub-
tract an exemption amount that varies with
your income level. Then what remains is
taxed at 26% or 28% to arrive at a figure
called the tentative minimum tax. If this ten-
tative minimum tax is higher than your regu-
lar income tax, you must pay the excess as
AMT tax. For example, if your regular tax bill
is $25,000, and the tentative minimum tax is
$32,000, you will pay the regular tax bill plus
an AMT tax bill of $7,000 ($32,000 less
$25,000).

The matters highlighted in this newsletter are presented in general
terms and cannot be applied without consideration of all circum-
stances. NSBN will provide additional details upon request and
will be pleased to discuss with our clients or their attorneys the
possible effects of these matters in specific situations.

Any tax information or written tax advice contained herein (including any
attachments) is not intended to be and cannot be used by any taxpayer for the
purpose of avoiding tax penalties that may be imposed on the taxpayer. (The
foregoing legend has been affixed pursuant to U.S. Treasury regulations gov-
erning tax practice.)
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Do Lunch With 
Tom Sherak!

Tom Sherak has been a partner at Revolution
Studios, Chairman of Twentieth Century Fox
Domestic Film Group and Senior Executive Vice
President of both Fox Film Entertainment and
Twentieth Century Fox

May 22, 2008
11:30am – 1:30pm    Complimentary lunch & parking

INTERCONTINENTAL HOTEL
Century City • 2151 Avenue of the Stars • Los Angeles, CA 90067

RSVP at www.nsbn.com/rsvp or 310.288.4268
Please RSVP by May 19, 2008  SEATING IS LIMITED

For further information contact Demeisha Taylor: dmt@nsbn.com  or 310.288.4241
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