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Mr. Chairman and Members of the Committee:  My name is Nina Doherty and I would like to first thank you for the opportunity to speak with you today. 

I am a married working mother of three living in a modest Northern Virginia suburb with my husband of 17 years.  Today, I work full time for a small software company.  I am sharing my story with you in the hope that it will shed light on how the Alternative Minimum Tax treatment of Incentive Stock Options can have a devastating impact on average hard working people like me.

In 1994, I became the first employee of a small start up Telecommunications Company.  Part of my compensation included Incentive Stock Options.  Seven years later, I found out to my huge shock that there could be an egregious impact from exercising Stock Options due to unintended consequences of the Alternative Minimum Tax.

Back in March 2000, before I learned about the Alternative Minimum Tax, I exercised some stock options and it appeared that all my hard work and sacrifice in working for a start-up would pay off.  My company was going public as many did at that time, and it was everyone’s expectation that the stock value would remain stable and perhaps even grow.  Unfortunately, shortly thereafter, the stock market tumbled and my “paper” stock value was reduced to nothing.  Despite the dwindling stock value, I never thought to sell them even after my restrictions lapsed in September 2000.  I continued to hold onto my stock because I was told by my financial advisor before I ever exercised any options that due to the way the law was written with regard to capital gains tax penalties, it was more beneficial for me to hold it for more than one year.

In April of 2001, while on a Girl Scout trip with one of my daughters, I got a call from my accountant about the taxes he had just prepared.  He told me that because of the Alternative Minimum Tax, I owed a lot of money, but he didn’t want to tell me how much until I got back into town.  Alarmed, I asked him to tell me right there and then—and that is how I found out that I owed tax equal to 100% of our annual family income!  I was dumbfounded, and quite frankly, so was my accountant. Now my family is facing potential financial ruin as a result of this massive penalty.

Unfortunately, the highly complex nature of the Alternative Minimum Tax code befuddled both my highly trained financial advisor and my accountant, a situation affecting family after family across this country. 

And it wasn’t just complicated code that led me to hold onto the stock. The spirit and intent behind the incentive in an Incentive Stock Option is that employees like me are encouraged by law to hold onto our stocks for a longer period of time, to help our companies grow by investing in the future. Certainly, the intent was NEVER to hurt the very people that contributed to a company’s success.  Despite this, countless families are facing financial ruin due to the ISO AMT issue—mine is not a unique story. 

The big problem with paying the AMT is that the tax payment is simply a prepayment of tax.  When this law was written in the sixties, the volatility of the stock market was not anticipated by Congress and there was no evidence at that time that prepaying this tax would create hardship.  Unfortunately, many families like mine cannot afford to prepay this tax.  Because there was no actual gain for victims like me, this tax will generate a useless tax “credit”, meaning that our prepayment of this tax is nothing more than an interest-free loan to the government.  By today’s law, we can only recover the tax prepayment in credits at $3,000 per year, which for our family means 30+ years—for many people the credit will well exceed their life expectancy.

Recently, the IRS levied our bank accounts, seizing $30,000 that my husband had in savings from a loan against his 401(k).  This money was needed to do repairs on our ten year old home and replace our failing minivan.  Next we received official notice that there was a Federal lien filed by the IRS on any and all property that we own.  With this and the past three years of worry about this problem, there has been terrible strain on my family and my marriage.  Every day this issue is like a dark cloud over our heads and we wonder if we should just declare bankruptcy.

My family and I respectfully urge those of you on the Committee to take immediate action on correcting this injustice, through a repeal of the AMT/ISO provision, or through targeted and principled measures that will help those of us currently facing this problem, and also prevent similar results from occurring in the future.  For many families like mine, time has run out:  the IRS is enforcing the strict letter of the law—threatening to take our homes and retirement funds to collect the money despite the fact that we never had any actual gain.

Please don’t allow this injustice to continue. Taxpayers deserve fair treatment in connection with simpler rules, and we appreciate your current consideration of a solution that is fair and just.  

Again, thank you for your time.

Nina Doherty

