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Alternative Minimum Tax (AMT)
Defined

« A minimum amount of tax that a
corporation pays, if its calculated liability is
less than the defined AMT amount

A State AMT amount can be defined in
any number of ways:

- A flat amount

- Calculated based off of gross receipts, federal
AMTI, or some other measure

- A filing fee accompanied by a tax exemption or
credit



The Federal AMT

Modern version: Enacted as part of the
Tax Reform Act of 1986

Originally enacted in 1969 as the
“corporate minimum tax”

Modifications made in 1993 and 1997
Failed attempt at repeal in 2001



Federal Alternative Minimum
Taxable Income
AMTI begins with Taxable Income before
the NOL deduction

AMTI Preferences may be additions or
subtractions to this Taxable Income

Applies a 20% tax rate to a broader
definition of income

Accelerates, does not necessarily
Increase, tax collections



Accelerated Revenue from the
Corporate AMT

In most cases, because of the credit for AMT paid, tax revenue is
accelerated but not increased

Example:

1. In 2006, XYZ Corp. calculates its regular liability as $1,000 and its AMT as
$2,000. Therefore, XYZ Corp. is subject to the AMT and pays $2,000 in tax
in 2006, or an additional $1,000.

2. In 2007, XYZ Corp. calculates its regular liability as $5,000 and its AMT as
$3,000, and therefore is subject to the regular tax amount. However,
because XYZ Corp. paid an extra $1,000 in 20086, it deducts $1,000 from its
2007 liability and pays only $4,000 in tax.

3. Under the AMT rules, XYZ Corp. paid $6,000 to the federal government
over the two year period ($2,000 + $4,000). Without the AMT rule, it would
still have paid $6,000 ($1,000 + $5,000) over the same two-year period.
However, the federal government receives an accelerated payment of
$1,000 in 2006.
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Accelerated Revenue Summary

If a taxpayer starts paying the corporate AMT
and never returns to paying the regular tax, then
the AMT liabilities it pays over the years are
permanent increases in its tax liability.

Alternatively, if the taxpayer sometimes pays
AMT but thereafter pays the regular tax often
enough and in large enough amounts so that it
exhausts its AMT credits, then the effect of the
AMT is to accelerate the taxpayer's tax
payments, not to increase them.



General Arguments in favor of
the Corporate AMT

The Corporate AMT improves the perceived “fairness” of
the corporate income tax (corporations pay more in taxes
because of the focus on economic income and the AMT
creates a “level playing field”).

The AMT ensures that nearly all corporations pay some tax

every year, even if the tax is reduced in future years due to
AMT credits.

The AMT discourages investment in tax preferred assets
and reduces the use of tax credits that may result in
negative liability and a negative effective tax rate.
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General Arguments in favor of
the Corporate AMT (con't)

The AMT helps reduce the use of corporate tax shelters.
Without the AMT in place to serve as a backup, some
corporations would take advantage of tax loopholes that
they currently cannot use.

The AMT accelerates revenues for the federal government.

Repealing the Corporate AMT would do little to stimulate the
economy in the short-term and could increase budget

deficits.
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General Arguments against
the Corporate AMT

The AMT discourages investment in production activities

The AMT misallocates resources because it changes who
makes investments, how the investments are made, how
they are financed, and when they occur

The AMT increases administrative costs as many

businesses have to keep records for both the regular and
AMT calculation
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General Arguments against
the Corporate AMT (con't)

The AMT is paid by very few businesses and results in a
relatively small amount of additional revenue; it does not
necessarily affect all firms or industries equally

The AMT is poor fiscal policy because it essentially
increases tax liability for businesses during recessionary
periods and decreases them during boom periods

The AMT reduces the global competitiveness of U.S. firms
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The State Corporate AMT

Approximately 22 states, including Washington,
D.C., have some variation of a Corporate AMT

Maryland’s Neighbors with an AMT:

- Washington, D.C. ($100 fixed)

- Virginia
- Electric companies (1.45% of gross receipts)
- Telecommunications (0.5% of gross receipts)

- New Jersey ($500 - $2,000, based on gross
receipts ) — Current law

- New York ($25-%$5,000, based on NY receipts)




The New Jersey AMT

The AMT calculation in place from TY 2002
— 2006 was the same calculation as the
MD proposed legislation, with the same
minimum AMT amount of $5,000,000 and
the availability of an AMT credit in future
years. Like the federal legislation, this
resulted in accelerated payments rather
than an increase In revenue. This
provision sunset after TY 2006.



MD Proposed AMT Legislation
(Since 19906)

SB 748/HB 1135 (2005) & SB 22 (2007 Special
Session)

Both mirror the New Jersey AMT, with the availability
of an AMT credit in future years

Corporations calculate an AMT using two different
methods — The chosen method must be used for the
next 4 years

The AMT is limited to $5,000,000

Gross profit = MD gross receipts - Returns &
Allowances — COGS (Cost of Goods Sold)

Using TY 2006 corporate return data, the bills are
estimated to increase Corporate Income Tax
Collections by roughly 40%,..



Corporate Filing Fees

e Corporate filing fees are another way to impose an additional
tax on corporations

e A filing fee can serve as an AMT if coupled with an exemption
amount equal to the amount of the filing fee, or a non-
refundable tax credit in the amount of the filing fee.

e The current Maryland filing fee for corporations’ annual reports
is $300. This is not collected as part of the income tax, and
thus is an addition to income tax liability already being paid.

e The amount was increase from $100 to $300 with the passage
of HB 935/SB 657 in the 2003 Legislative Session.
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SB748/HB1135 (2005)

Method #1:
If MD Gross Profit is... The AMT is...
< or equal to $1,000,000 $0

$1,000,000 - $10,000,000

$10,000,000 - $15,000,000
$15,000,000 — $25,000,000
$25,000,000 — $37,500,000

> $37,500,000

0.0025 x gross profits in excess of $1 million multiplied by 1.111111
0.0035 x gross profits

0.006 x gross profits

0.007 x gross profits

0.008 x gross profits

Method #2:
If MD Gross Receipts are... The AMT is...
< or equal to $2,000,000 $0

$2,000,000 - $20,000,000

$20,000,000 - $30,000,000
$30,000,000 — $50,000,000
$50,000,000 — $75,000,000

> $75,000,000

0.00125 x gross receipts in excess of $1 million multiplied by 1.111111
0.00175 x gross receipts

0.003 x gross receipts

0.0035 x gross receipts

0.004 x gross receipts
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SB 22 (2007 Special Session)

Method #1
If MD Gross Profit is... The AMT is...
<orequal to $2,000,000 $0

$2,000,001 - $10,000,000

$10,000,000 - $15,000,000
$15,000,000 — $25,000,000
$25,000,000 — $37,500,000

> $37,500,000

0.0025 x gross profits in excess of $1 million multiplied by 1.111111
0.0035 x gross profits

0.006 x gross profits

0.007 x gross profits

0.008 x gross profits

Method #2:
If MD Gross Receipts are... The AMT is...
< or equal to $10,000,000 $0

$10,000,000 - $20,000,000
$20,000,000 - $30,000,000
$30,000,000 — $50,000,000
$50,000,000 — $75,000,000

> $75,000,000

0.00125 x gross receipts in excess of $1 million multiplied by 1.111111
0.00175 x gross receipts

0.003 x gross receipts

0.0035 x gross receipts

0.004 x gross receipts
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