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The Impact of the Alternative Minimum Tax on the Returns of
Stockholders' Investment

ABSTRACT

The Income Basic Tax Act, or the so called the alternative minimum tax
(AMT) system, has been in effect since 2006. This research investigates the
impact of AMT upon the rate of returns on stockholders’ equity (ROE). The
research sample will consist of companies listed in Taiwan Stock Exchange
and traded over-the-counter (OTC). We follow Ohlson, Hwang and Gupta
(2005) to use a ten-year geometric mean approach to examine the potential
changes in ROE, assuming that the AMT had been adopted ten years ago.

The research may provide the investing public a new approach to
evaluate their long-term investment performance, and to estimate their
changes in ROE caused by the AMT. According to our findings, the impact of
AMT on investors’ rate of return is rather small. For example, the information
industry’s average annual ROE would have slightly reduced from 23.49% to
23.35% had the AMT been implemented during the 1996 to 2005 period.

Key Words: Income Basic Tax Act, alternative minimum tax, return of
investment, tax policy
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