Foster Family Statement
June 26, 2005
To:  President Bush’s Tax Reform Advisory Panel
Subject:  ISO AMT Financially Ruins My Family – Is this Justice for a Law Abiding Tax Paying Citizen for over 40 years?

From: Sally Foster
My name is Sally Foster and I am writing on behalf of my 81 year old mother  and myself. We appreciate the opportunity to discuss the hardships we are suffering due to an outdated and complicated portion of the tax code called Alternative Minimum Tax (AMT) as it relates to ISOs. 

This portion of the code, due to its complexity, is affecting the compliance of thousands of hardworking, honest taxpayers such as myself.  The unintended consequences of this portion of the tax code that have affected my family are that I am paying huge taxes on what is a phantom gain that was never realized.  This notion of prepayment on income never received to generate credits that will never be recovered in my lifetime is tantamount to being robbed by my own government!!!  
In March of 1997, I took a job as the Vice President of Customer Support with a small software company in Atlanta, GA called Clarus Corporation (formerly SQL Financials, Inc.)  The company gave Incentive Stock Options (ISOs) to the employees as a means of being competitive in the marketplace with other firms and also to provide the employees with an opportunity to become shareholders of the company.  I held various positions of responsibility over the years with Clarus Corporation and ended my tenure with them as a General Manager of the business.  I departed Clarus Corporation to become a President and CEO of a dot com company in November 1999.

At the time of my departure from Clarus, I had 18,000 ISOs priced at $3.67 and I had to exercise them within 90 days of my departure or they would be forfeited.  I consulted with my tax accountant at the time and he advised me that I should exercise them in January 2000 which I did.  I asked him to advise me of all the tax ramifications of exercising the options and he never mentioned AMT implications of exercising the stock options.

In March 2001, my tax accountant called me and said that my AMT liability was over $520,000 plus penalty and interest based on the fair market value of $1,584,000 (18,000 options at $88.00 per share) on the date I exercised them. By this time the value of those exercised options had already became worthless. I still have indebtedness to the IRS of over $520,000 plus penalty and interest.  Although I have tax credits I will never be able to use the majority of them during my lifetime.  I have always been a responsible taxpayer and have always paid my taxes on time and in full but I am not financially able to pay this huge amount.
When I was notified by my tax accountant of this enormous AMT liability, I decided to sue him based on his failure to advise me of the AMT implications in time for me to take the necessary actions to sell the stock and pay the appropriate tax.  In order to sue him, I had to retain a contingency fee attorney because I could not afford to pay the legal fees that would be necessary to bring the case to trial.  The case settled in 2002 and once I paid the legal fees and proceeds tax liability the remaining amount was less than 20% of my AMT liability. 
In April 2001, I engaged the services of a collections consultant and that consultant assisted me in negotiating an installment agreement with the IRS collections officer and I am currently paying under that agreement on a monthly basis.  The IRS advised me that they were planning to place a lien on my house.  Additionally, I am required to file yearly financial statements with them so they are aware of every asset I have for purposes of satisfying my AMT liability.  I applied for an offer in compromise (OIC) and it was rejected by the IRS. My collections consultant agrees that this situation is outrageous and unfair but it within the guidelines of the current flawed law.    

I am financially ruined and it does not appear that I will live long enough to ever repay this growing indebtedness.  I am the sole support of my 81 year old mother and the stress this has caused me and my family over the last several years has been enormous.  When I was advised of the AMT liability in 2001 I was also unemployed which added to the financial stress.  I have subsequently become employed but a vast majority of my income is tied up in trying to repay my AMT liability. It will be impossible to every repay this amount based on the interest and penalties which continue to accrue on the indebtedness. 

Under the current tax law I have no hope of being able to repay this ever increasing AMT liability. Everyone who has reviewed my case is amazed and puzzled by the unfairness of the way I am being treated due to this portion of the tax code being so little understood and very outdated.  There is no one who seems to be able to right this egregious situation and my mother and I plead with this Panel to please help us to rectify this horrible predicament.  I appeal to this Panel to do the right thing for honest law abiding citizens like myself (who have always paid their taxes and been financially responsible) and pass legislation that repeals the ISO AMT and forgives the tax liability of those affected by the ISO AMT.
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