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INTRODUCTION

This document' provides a technical explanation of Title II of the Tax Reform Act of
2014, a discussion draft’ prepared by the Chairman of the House Committee on Ways and Means
that proposes to reform the Internal Revenue Code. Title II of the proposal repeals the
alternative minimum tax.

' This document may be cited as follows: Joint Committee on Taxation, Technical Explanation of the Tax
Reform Act of 2014, A Discussion Draft of the Chairman of the House Committee on Ways and Means to Reform the
Internal Revenue Code: Title Il — Alternative Minimum Tax Repeal (JCX-13-14), February 26, 2014. This
document can also be found on our website at www.jct.gov.

? Statutory draft version Camp_041.XML.



TITLE II - REPEAL OF ALTERNATIVE MINIMUM TAX
(sec. 2001 of the discussion draft and secs. 53-59 of the Code)

Present Law

Individual alternative minimum tax

In general

An alternative minimum tax (“AMT”) is imposed on an individual, estate, or trust in an
amount by which the tentative minimum tax exceeds the regular income tax for the taxable year.
For taxable years beginning in 2014, the tentative minimum tax is the sum of (1) 26 percent of so
much of the taxable excess as does not exceed $182,500 ($91,250 in the case of a married
individual filing a separate return) and (2) 28 percent of the remaining taxable excess. The
breakpoints are indexed for inflation. The taxable excess is so much of the alternative minimum
taxable income (“AMTTI”) as exceeds the exemption amount. The maximum tax rates on net
capital gain and dividends used in computing the regular tax are used in computing the tentative
minimum tax. AMTI is the taxable income adjusted to take account of specified tax preferences
and adjustments.

The exemption amounts for taxable years beginning in 2014 are: (1) $82,100 in the case
of married individuals filing a joint return and surviving spouses; (2) $52,800 in the case of other
unmarried individuals; (3) $41,050 in the case of married individuals filing separate returns; and
(4) $23,500 in the case of an estate or trust. For taxable years beginning in 2014, the exemption
amounts are phased out by an amount equal to 25 percent of the amount by which the
individual’s AMTI exceeds (1) $156,500 in the case of married individuals filing a joint return
and surviving spouses, (2) $117,300 in the case of other unmarried individuals, and (3) $78,250
in the case of married individuals filing separate returns or an estate or a trust. The amounts are
indexed for inflation.

Alternative minimum taxable income is the taxpayer's taxable income increased by
certain preference items and adjusted by determining the tax treatment of certain items in a
manner that negates the deferral of income resulting from the regular tax treatment of those
items.

Preference items in computing AMTI

The minimum tax preference items are:

1. The excess of the deduction for percentage depletion over the adjusted basis of each
mineral property (other than oil and gas properties) at the end of the taxable year.

2. The amount by which excess intangible drilling costs (i.e., expenses in excess the
amount that would have been allowable if amortized over a 10-year period) exceed 65
percent of the net income from oil, gas, and geothermal properties. This preference
applies to independent producers only to the extent it reduces the producer's AMTI
(determined without regard to this preference and the net operating loss deduction) by
more than 40 percent.



3. Tax-exempt interest income on private activity bonds (other than qualified 501(c)(3)

bonds, certain housing bonds, and bonds issued in 2009 and 2010) issued after August
7, 1986.

4. Accelerated depreciation or amortization on certain property placed in service before

January 1, 1987.

5. Seven percent of the amount excluded from income under section 1202 (relating to

gains on the sale of certain small business stock).

In addition, losses from any tax shelter farm activity or passive activities are not taken
into account in computing AMTI.

Adjustments in computing AMTI

The adjustments that individuals must make to compute AMTI are:

1.

Depreciation on property placed in service after 1986 and before January 1, 1999, is
computed by using the generally longer class lives prescribed by the alternative
depreciation system of section 168(g) and either (a) the straight-line method in the
case of property subject to the straight-line method under the regular tax or (b) the
150-percent declining balance method in the case of other property. Depreciation on
property placed in service after December 31, 1998, is computed by using the regular
tax recovery periods and the AMT methods described in the previous sentence.
Depreciation on property acquired after September 10, 2001, which is allowed an
additional allowance under section 168(k) for the regular tax is computed without
regard to any AMT adjustments.

. Mining exploration and development costs are capitalized and amortized over a 10-

year period.

. Taxable income from a long-term contract (other than a home construction contract) is

computed using the percentage of completion method of accounting.

. The amortization deduction allowed for pollution control facilities placed in service

before January 1, 1999 (generally determined using 60-month amortization for a
portion of the cost of the facility under the regular tax), is calculated under the
alternative depreciation system (generally, using longer class lives and the straight-line
method). The amortization deduction allowed for pollution control facilities placed in
service after December 31, 1998, is calculated using the regular tax recovery periods
and the straight-line method.

Miscellaneous itemized deductions are not allowed.

. Itemized deductions for State, local, and foreign real property taxes; State and local

personal property taxes; State, local, and foreign income, war profits, and excess
profits taxes; and State and local sales taxes are not allowed.



7. Medical expenses are allowed only to the extent they exceed ten percent of the
taxpayer's adjusted gross income.

8. Deductions for interest on home equity loans are not allowed.
9. The standard deduction and the deduction for personal exemptions are not allowed.

10. The amount allowable as a deduction for circulation expenditures is capitalized and
amortized over a 3-year period.

11. The amount allowable as a deduction for research and experimentation expenditures
from passive activities is capitalized and amortized over a 10-year period.

12. The regular tax rules relating to incentive stock options do not apply.
Other rules

The taxpayer’s net operating loss deduction generally cannot reduce the taxpayer’s AMTI
by more than 90 percent of the AMTI (determined without the net operating loss deduction).

The alternative minimum tax foreign tax credit reduces the tentative minimum tax.

The various nonrefundable business credits allowed under the regular tax generally are
not allowed against the AMT. Certain exceptions apply.

If an individual is subject to AMT in any year, the amount of tax exceeding the taxpayer's
regular tax liability is allowed as a credit (the "AMT credit") in any subsequent taxable year to
the extent the taxpayer's regular tax liability exceeds his or her tentative minimum tax liability in
such subsequent year. The AMT credit is allowed only to the extent that the taxpayer's AMT
liability is the result of adjustments that are timing in nature. The individual AMT adjustments
relating to itemized deductions and personal exemptions are not timing in nature, and no
minimum tax credit is allowed with respect to these items.

An individual may elect to write off certain expenditures paid or incurred with respect of
circulation expenses, research and experimental expenses, intangible drilling and development
expenditures, development expenditures, and mining exploration expenditures over a specified
period (three years in the case of circulation expenses, 60 months in the case of intangible
drilling and development expenditures, and 10 years in case of other expenditures). The election
applies for purposes of both the regular tax and the alternative minimum tax.

Corporate alternative minimum tax

In general

Present law imposes an alternative minimum tax (“AMT”) on a corporation to the extent
the corporation’s tentative minimum tax exceeds its regular tax. This tentative minimum tax is
computed at the rate of 20 percent on the alternative minimum taxable income (“AMTI”) in



excess of a $40,000 exemption amount that phases out. The exemption amount is phased out by
an amount equal to 25 percent of the amount that the corporation's AMTI exceeds $150,000.

AMTI is the taxpayer's taxable income increased by certain preference items and adjusted
by determining the tax treatment of certain items in a manner that negates the deferral of income
resulting from the regular tax treatment of those items.

A corporation with average gross receipts of less than $7.5 million for the prior three
taxable years is exempt from the corporate minimum tax. The $7.5 million threshold is reduced
to $5 million for the corporation’s first 3-taxable year period.

Preference items in computing AMTI

The corporate minimum tax preference items are:

1. The excess of the deduction for percentage depletion over the adjusted basis of the
property at the end of the taxable year. This preference does not apply to percentage
depletion allowed with respect to oil and gas properties.

2. The amount by which excess intangible drilling costs arising in the taxable year
exceed 65 percent of the net income from oil, gas, and geothermal properties. This
preference does not apply to an independent producer to the extent the preference
would not reduce the producer's AMTI by more than 40 percent.

3. Tax-exempt interest income on private activity bonds (other than qualified 501(c)(3)
bonds, certain housing bonds, and bonds issued in 2009 and 2010) issued after August
7, 1986.

4. Accelerated depreciation or amortization on certain property placed in service before
January 1, 1987.

Adjustments in computing AMTI

The adjustments that corporations must make in computing AMTI are:

1. Depreciation on property placed in service after 1986 and before January 1, 1999,
must be computed by using the generally longer class lives prescribed by the
alternative depreciation system of section 168(g) and either (a) the straight-line
method in the case of property subject to the straight-line method under the regular tax
or (b) the 150-percent declining balance method in the case of other property.
Depreciation on property placed in service after December 31, 1998, is computed by
using the regular tax recovery periods and the AMT methods described in the previous
sentence. Depreciation on property which is allowed “bonus depreciation” for the
regular tax is computed without regard to any AMT adjustments.

2. Mining exploration and development costs must be capitalized and amortized over a
10-year period.



. Taxable income from a long-term contract (other than a home construction contract)

must be computed using the percentage of completion method of accounting.

. The amortization deduction allowed for pollution control facilities placed in service

before January 1, 1999 (generally determined using 60-month amortization for a
portion of the cost of the facility under the regular tax), must be calculated under the
alternative depreciation system (generally, using longer class lives and the straight-line
method). The amortization deduction allowed for pollution control facilities placed in
service after December 31, 1998, is calculated using the regular tax recovery periods
and the straight-line method.

. The special rules applicable to Merchant Marine construction funds are not applicable.

. The special deduction allowable under section 833(b) for Blue Cross and Blue Shield

organizations is not allowed.

. The adjusted current earnings adjustment applies, as described below.

Adjusted current earning (“ACE”) adjustment

The adjusted current earnings adjustment is the amount equal to 75 percent of the amount
by which the adjusted current earnings of a corporation exceed its AMTI (determined without the
ACE adjustment and the alternative tax net operating loss deduction). In determining ACE the
following rules apply:

1.

For property placed in service before 1994, depreciation generally is determined using
the straight-line method and the class life determined under the alternative
depreciation system.

. Amounts excluded from gross income under the regular tax but included for purposes

of determining earnings and profits are generally included in determining ACE.

. The inside build-up of a life insurance contract is included in ACE (and the related

premiums are deductible).

. Intangible drilling costs of integrated oil companies must be capitalized and amortized

over a 60-month period.

. The regular tax rules of section 173 (allowing circulation expenses to be amortized)

and section 248 (allowing organizational expenses to be amortized) do not apply.

. Inventory must be calculated using the FIFO, rather than LIFO, method.

. The installment sales method generally may not be used.

No loss may be recognized on the exchange of any pool of debt obligations for another
pool of debt obligations having substantially the same effective interest rates and
maturities.



9. Depletion (other than for oil and gas properties) must be calculated using the cost,
rather than the percentage, method.

10. In certain cases, the assets of a corporation that has undergone an ownership change
must be stepped down to their fair market values.

Other rules

The taxpayer's net operating loss carryover generally cannot reduce the taxpayer's AMT
liability by more than 90 percent of AMTI determined without this deduction.

The various nonrefundable business credits allowed under the regular tax generally are
not allowed against the AMT. Certain exceptions apply.

If a corporation is subject to AMT in any year, the amount of AMT is allowed as a credit
(“AMT credit”) in any subsequent taxable year to the extent the taxpayer's regular tax liability
exceeds its tentative minimum tax in the subsequent year. Corporations are allowed to claim a
limited amount of AMT credits in lieu of bonus depreciation.

A corporation may elect to write off certain expenditures paid or incurred with respect of
circulation expenses, research and experimental expenses, intangible drilling and development
expenditures, development expenditures, and mining exploration expenditures over a specified
period (three years in the case of circulation expenses, 60 months in the case of intangible
drilling and development expenditures, and 10 years in case of other expenditures). The election
applies for purposes of both the regular tax and the alternative minimum tax.

Description of Proposal

The proposal repeals the individual and corporate alternative minimum tax.

The proposal allows the AMT credit to offset the taxpayer's regular tax liability for any
taxable year. In addition, the AMT credit is refundable for any taxable year beginning after 2015
and before 2020 in an amount equal to 50 percent (100 percent in the case of taxable years
beginning in 2019) of the excess of the minimum tax credit for the taxable year over the amount
of the credit allowable for the year against regular tax liability. Thus, full amount of the
minimum tax credit will be allowed in taxable years beginning before 2020.

Effective Date

The proposal applies to taxable years beginning after December 31, 2014.

In determining the alternative minimum taxable income for taxable years beginning
before January 1, 2015, the net operating loss deduction carryback from taxable years beginning
on December 31, 2014, are determined without regard to any AMT adjustments or preferences.

The repeal of the election to write off certain expenditures over a specified period applies
to amounts paid or incurred after December 31, 2014.



