
The Alternative Minimum Tax Effect on 
Municipal Bond Fund Investing
The Alternative Minimum Tax (AMT) was first introduced in 
1969 to prevent very wealthy Americans from claiming large 
numbers of deductions and exemptions in order to avoid 
paying federal income tax. The AMT requires certain taxpayers 
who claim a number of exemptions and deductions or have 
large amounts of non-salary income to recalculate their federal 
tax under the AMT system and pay the higher of the two—
essentially increasing their tax obligation.
Over the past decade, however, the number of Americans who face the AMT has grown 

significantly.

Taxpayers Subject to AMT

The reason for AMT’s expanded reach is that Congress did little to adjust it for inflation for many 

years, until 2013 when a permanent inflation adjustment was added. However, that move did not 

reduce the large increase over previous years in the number of U.S. taxpayers subject to the AMT.
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IMPORTANT DISCLOSURES: 

For more information about any First Investors 
mutual fund from Foresters Financial Services, 
Inc., you may obtain a free prospectus by 
contacting your Representative, writing to the 
address below, calling 800 423 4026 or visiting 
our website at forestersfinancial.com. You should 
consider the investment objectives, risks, charges 
and expenses of the funds carefully before 
investing. The prospectus contains this and other 
information about the funds, and should be read 
carefully before you invest or send money. An 
investment in these funds is not a bank deposit 
and is not insured or guaranteed by the Federal 
Deposit Insurance Corporation (FDIC) or any 
other government agency.

The views expressed herein are based on the 
information available at the time they were 
issued and may change based on market or other 
conditions. Nothing herein should be construed 
as investment advice or be relied upon to make 
an investment decision. Investment decisions 
should be based on an individual’s personal 
goals, time horizon and risk tolerance. Any 
forward-looking statements made herein are 
based on assumptions of future events. Actual 
events are difficult to predict and may differ from 
those assumed,  thus there is no guarantee that 
forward-looking statements will materialize. All 
investing involves risk, including the risk that 
you can lose money. Past performance does not 
ensure future results.
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Today the AMT affects many people who 

wouldn’t even be considered particularly 

wealthy. Among the Americans most likely to 

face the AMT today are those who generate 

income from sources other than earned 

income—such as retirees—and those who 

claim many deductions and exemptions, 

such as mortgage holders or couples with 

several children.

Implications of AMT for Muni Bond 
Fund Investors

Investors who pay the AMT need to be 

careful about how they invest in municipal 

bond funds. Investors in high tax brackets 

often turn to muni bonds because munis 

generally provide tax-exempt income. 

Certain types of municipal bonds, however, 

are considered federally taxable if the holder 

is subject to the AMT. These so-called “AMT 

bonds” are those issued to fund private (not 

public) projects, such as student loans. They 

often pay a higher interest rate than non-

AMT bonds in order to compensate for the 

AMT risk. 

When a taxpayer in the AMT bracket has an 

AMT bond in a muni fund, he or she must 

separate out that bond’s income from the 

other muni bonds and pay federal tax on it. 

This not only costs extra time, it also reduces 

the true after-tax return of that bond fund. 

For example, two muni funds may say they 

provide a 4 percent yield after tax. But if one 

fund includes a large share of AMT bonds, 

that fund’s yield would be much lower for a 

taxpayer subject to the AMT.

In other words: An AMT taxpayer should 

generally seek out municipal bond funds that 

don’t include AMT bonds.

First Investors Muni Funds Protect 
Against AMT Risks

Unlike many of today’s municipal bond 

funds, First Investors’ municipal bond funds 

do not hold any AMT bonds. The funds 

typically attempt to invest all of their assets 

in municipal securities that pay interest that 

is exempt from the AMT. This means that 

our investors don’t have to worry about their 

returns being reduced if they pay the AMT or 

computing how much extra tax they would 

owe on AMT bond income.

You may want to talk to your Foresters 

Financial Representative about the risks of 

the AMT and how our municipal bond funds 

can help protect you against those risks.


