Statement of Daniel F. Ancona, IV

To House Ways and Means Committee, Subcommittee on Oversight

Washington, D.C.

First of all, thank you very much for undertaking the important and

awesomely challenging work of simplifying the US tax code.  Based on

my experience with the Alternative Minimum Tax and the studies of

taxation and economics that I've undertaken since being affected by it

in 2000, I believe this to be among the most important work going on

currently in the Congress.  It's easy to get lost in the details and

the thousands of pages of the tax code, but how we decide to pay for

our government is an issue of fundamental import to our democracy.

I am not generally an anti-tax zealot, as it seems obvious to me that

the taxes we pay and the government they fund have clearly played a

significant role in what has made this country great.  Yet the

complexity of how we go about collecting those taxes seems to have

grown out of control, partially through the deliberate rigging of the

system by unscrupulous individuals and organizations, but even more so

because of structural and organizational phenomena that can only be

effectively counteracted by the work of committees such as yours.

I've included, below, a timeline of the exact details of my personal

AMT disaster.  In summary: four years ago, I was charged $55,000 worth

of tax on money I literally never saw due to a botched Incentive Stock

Option transaction.  It was as if I walked into a casino and was taxed

on the money I might have won but did not.  I spent hundreds of hours

on the phone with numerous branches of the IRS trying to resolve this,

but only found relief after I finally found an accountant (after six

tries) who understands the AMT credit - and, when the IRS classified

me as a .hardship case. because I was cut to half time at my job.

Therefore, the IRS has postponed further collection actions against

me.  Oddly - the IRS did not consider me losing my business, being

plunged into debt and having to move 350 miles a hardship!

This tax severely punishes the risk-takers, technologists and

companies that are willing to democratically share the fruits of the

market through incentive stock options.  If these people and companies

are truly the growth engines of the new economy, while they don't

require special treatment, they certainly ought not to be subject to

an arbitrarily cruel, unusual and specific tax.  Indeed, I was in the

process of trying to start a technology company and create such jobs

when this tax cut my dream short.

I've never tried to game the tax system, I've never looked for

loopholes or been anything other than perfectly honest in dealing with

the IRS and the California Franchise Tax Board, yet my good faith

attempts at resolving this have been met with bureaucratic

inflexibility, stonewalling and buck-passing, wage garnishments and a

credit-rating ruining series of liens.  I'm quite happy to pay my fair

share every April 15th, but I don't believe that ought to cause

personal financial devastation.

If there's an upside to this situation, perhaps it.s this: there's a

saying that goes "you may not take an interest in politics, but at

some point, politics might take an interest in you."  My AMT disaster

occurred in 2000, and by the end of 2002 it was one factor (admittedly

of many) driving my engagement in the political process.  Since then I

have volunteered hundreds of hours in city, state and national

campaigns and in building local party organizations.

I've never asked for special consideration in resolving my AMT

problems in return, and I'm certainly not doing so now.  I simply have

come to the conclusion that greater citizen participation can mitigate

problems like this; problems that are essentially inevitable in a

society and economy as complex as ours.

But for this to work, the leaders have to be willing to listen, and

your presence on this committee indicates that you are among those who

are willing to do so.  So again I thank you for your work, for the

opportunity to enter this testimony into the public record, and for

your help in finally resolving this matter equitably.

Daniel F. Ancona, IV

Santa Barbara CA 

- - - - - - - - - - - - - - - - - - - - - - - - - - -

AMT Disaster Timeline - Daniel Ancona

As of June 2004

January 1999 - I leave a startup that had been absorbed by Platinum,

Inc. to join pre-IPO email company Critical Path (CPTH) as a software

engineer.  As a signing bonus I'm granted 20,000 Incentive Stock

Options (ISOs) at a price of around $1, to vest completely over four

years with a one year cliff.

Early Spring 1999 - In preparation for the public offering, a 5:2

reverse split leaves me with 8,000 shares.

Spring 1999 - CPTH goes public, opens at $16 and spikes to $67 on the

first day of trading.  Price goes to above $120 a few months later.

January 2000 - At an all hands meeting, the CPTH management team tells

the assembled employees "The end of the boom is coming and we all know

it, but we have a real business model and we'll be one of the

companies left standing."  I vest one quarter of my shares and begin

working nights on my own startup.

July 2000 - I prepare to leave CPTH to pursue my own startup

full-time, having vested 2173 shares.  Believing the company.s

fundamentals to be sound and this to be the optimum capital gains

strategy, I sell around half my shares to live on while I get my

company started and execute an "exercise and hold" of the remaining

shares, priced at $67.

Neither the accountant nor the broker I was working with at the time

cautions me against this transaction, but (unbeknownst to me at the

time) this is the transaction that triggers the AMT.  I was charged

AMT tax at 26% on the amount of money I would've made IF I'd sold the

stock that day, which would've netted me $135,000 or so.  But I HELD

half the stock instead of selling it, thinking this was actually the

more conservative move.  I was literally charged tax on money that I

never saw.

January 2001 - After around five months of intense work, I decide that

the timing is bad for my startup and I begin looking for work.  About

a week later, the SEC announces it's investigating CPTH officers.

CPTH would later go on to be #2 in shareholder lawsuits - behind Enron

- but as of this writing the investigation is ongoing, and no plan for

victim compensation has been announced.

The stock drops from the mid twenties down to $2 in a matter of weeks.

The stock I had left as my insurance pillow is suddenly almost

worthless.

Early April 2001 - I get my tax bill for 2000.  I owe around $46,000

to the IRS and around $12,000 to the FTB, on top of my regular taxes,

due to the AMT.

Mid April 2001 - I fire my accountant and broker, and begin looking

into bringing suit against them but am cautioned against it.  I begin

negotiations with the IRS and FTB.

January 2001 to April 2001 - I attempt to find a job, sending out more

than 80 resumes.  I finally find a job at UC Santa Barbara and move,

but not before nearly running completely out of money and narrowly

avoiding complete bankruptcy.

Fall 2002 - I receive my first OIC denial from the FTB and am faced

with a lowest offer of $400 per month over five years.

January 2003 - I receive my first OIC denial from the IRS and am faced

with a lowest offer of $1100 per month over 46 months.

Summer 2003 - After three more tries, I finally find an accountant who

understands the AMT credit.  He refiles my 2001 and 2002 taxes to take

this into account, cutting my total liability by around $10,000.

November 2003 - Due to NSF and Iraq-war related budget cuts, I'm cut

to half my former salary at my university job.

January 2004 - I convince the IRS and FTB of my layoff-related

hardship, and they both grant 1 year reprieves against further

collection action.  I plan to continue to file for the AMT credit over

however many more years it takes to pay off the original loss.

- - - - - - - - - - - - - - - - - - - - - - - - -

Senate Finance Leadership

Honorable Chairman Charles Grassley

Honorable Ranking Member Max Baucus

Dear Mr. Grassley and Mr. Baucus:

I'm writing today to ask you to please, call the IRS off and give those who have suffered outrageous AMT bills a stay of execution. And please, fix the AMT now.

In 2000, a botched Incentive Stock Option transaction, followed some few months later by the now-admitted criminal activity of the officers of the company I worked for, resulted in my accruing an AMT bill that brought my tax rate for that year to more than 65%. This outrageous tax was charged on paper profits, none of which I had any hope of realizing. I've taken some refuge in the AMT credit that decreases my liability slightly each year, but even if or when I figure out how to pay this off, my credit rating has been battered and won't recover for more than a decade. I am one of the thousands of hard working, honest, middle-class American who has been punished severely by this arbitrary and broken law.

I spent hundreds of hours on the phone trying to resolve my problem with the IRS and through the OIC process and I was met with resistance, apathy and at times even hostility. I place no blame on the poor people who tried to help me; I realize this a systemic problem and not the fault of any individual.

Employees of the IRS, even at the top, claim they don't have the power to fix this. But you do. I realize that because of the relatively small number of people affected (for now) that this is an incredibly difficult issue to address politically, especially in light of our current deficits. But please, this tax affected those who, like me, took risks and dedicated years of their lives in an effort to creating new economic sectors and defending America's position in the world.

Please, don't punish these people. Call the IRS off, and fix the AMT.

Sincerely,

Dan Ancona

117 W. Yanonali St.

Santa Barbara CA 93101

805-884-1846

