 SEQ CHAPTER \h \r 1Statement from Don and Marlene Yenish

To House Ways and Means Committee, Subcommittee on Oversight

Washington, D.C.

Like many others, I have lived the AMT/ISO nightmare – even though I sought professional advice before exercising my options.  The following things have bothered me the most throughout this entire period and should trouble Congress:
1)
The tax code is extremely confusing, such that tax professionals can't even understand it.  Once it became apparent that my wife and I were going to encounter a heavy tax burden due to AMT and it's handling of ISO activity; every financial move we intended to make thereafter, required that we consult a tax accountant and financial advisor to discuss the impact.  Even after much research, the accountant felt obligated to prefaced every piece of advice by noting that much of the AMT code was poorly worded and left open for interpretation.
2)
While we hope to live long enough to recover the AMT credits we have acquired, statistics indicate we probably won't.  If we do not, it seems logical to suggest that our heirs should receive access to the unused credits; but, that's not currently allowed.  It's money that we paid in anticipation of earnings on ISO stock (as per the AMT code) which did not materialize.  Therefore, it is money we are owed, but from the current interpretations of the AMT code, it becomes the government’s property upon our demise. 
3)
We had to scrimp and struggle, doing everything possible, to pay what we owe on time or we would have incurred late penalties and interest charges.  In contrast, the government is allowed to take years to pay back what it owes to us and it's not going to pay any interest.

Congress should change the law to address these problems.  Ideally, do away with the AMT – even the professionals do not understand it.  If it's deemed that a full repeal is too expensive, please find a way to repay AMT credits sooner and allow them to pass to a taxpayer’s heirs.

My concerns and suggestions might make more sense if I provide some background.  Marlene (my wife) and I grew up on small family farms in southern Minnesota.  I credit the farm background with instilling in us a great sense of self reliance and a feeling of obligation to share our success if possible.  After graduating with a BS in Computer Science in 1975, we migrated to the twin cities where I started a career as a Systems Analyst.  We bought a small rambler (850 sq. ft.) in New Brighton, adding on to the house when it became to small and continuously adding to our growing nest egg.  
In 1995, a recruiter contacted me about an opportunity to work for a startup company called Network Appliance.  Having accrued sufficient money, almost no debt, and having just achieved an MBA from the University of Minnesota, I felt that I could accept the risk and reduced income in exchange for the possible future return from the Incentive Stock Options they offered.  The work was hard, with lots of travel, but tremendously rewarding as the company grew.  
By late 1998, the risk appeared to pay off.  The ISO grants had become quite valuable, actually more than we were comfortable handling, so we got some professional advice.  With this advice, we did some things that I felt very good about.  We made generous donations to various organizations.  We also decided to start working on our dream of moving back to a farm and changing my career to focus on environmental protection issues.  In mid-2000, following what seemed to be good conservative advice, we exercised the ISO stock that had accrued over the years and planned to hold for 1 year.  Later that year, as the stock continued to grow we decided we had sufficient resources to sell our house in New Brighton and buy some acreage with a partially built house about 10 miles northwest of Stacy, Minnesota.  I planned to leave my job at Network Appliance in January, 2001 to begin taking Biology and Environmental Science classes at the University of Minnesota.
That's when the combination of rapidly falling stock valuation and the effects of our decision to hold the ISO shares for 1 year hit home.  In April 2001, I found out that we had an AMT bill for $716,387.  By this time the stock had decreased in value and would barely have covered the AMT liability.  My accountant recommended against selling the stock, stating that if we held the stock for 2 years before selling, we could get the excess AMT refunded.  By selling in 2001, he said, we would have a credit which may never get refunded.  So I took out a mortgage on the newly purchased property and used the declining stock as collateral to borrow the rest of the money to pay the tax.  I also decided it would be prudent to continue working for Network Appliance (although now with a 3 hour roundtrip commute to the office and airport) and we put all our other plans on hold.  I cancelled my spring registration at the University and all construction on the partially completed house stopped.  Fortunately, the house had a section in which we could live.
Further following my accountant’s advice, I exercised my remaining ISO shares believing that the AMT refund I would receive in 2002 would offset the AMT incurred on these new shares.  Unfortunately, in early 2002 – as we prepared our 2001 tax returns, the accountant mentioned that he had misinterpreted the 2 year rule and that I wouldn't get a refund for excess AMT.  Furthermore, I would owe an additional $400,000 in AMT in April 2002.  
That is when we all realized that the only way I was going to get any benefit from the huge AMT credit that I was building, was to do everything I could to maintain as high an investment portfolio for as long as I possibly could.  We sold and redeemed everything that we could (the banks controlled most of my assets by this point in time) and were able to scrape up the funds to pay the AMT in 2002.  Fortunately, the decreasing interest rates allowed my paycheck to keep up with the interest payments on the loans and Marlene went to work as a landscape designer to pay for our most basic necessities.
Finally, in 2003, the investments began to grow, at which point we paid most of the loans and began living a normal life again.
Throughout all of this, we had sufficient safeguards in place to avoid losing our home or retirement savings, but it’s impossible to believe how close we came to jeopardizing everything we had worked so hard for over all those years.  We did what we thought was fiscally conservative – we followed the advice of our accountant; we bought stock for the long term.  We didn’t try to “play the market.”  
We currently have approximately $900,000 of Federal AMT credits and another $250,000 of Minnesota AMT credits.  Fortunately, I was able to preserve some of my earlier investments.  If I am able to accomplish a historically normal rate of return on the investments, I should be able to recover the AMT credits within the next 30 to 35 years.  Being that I'm now 51 years old and Marlene is 49, we may not live long enough to collect all of the credits.
That's my AMT story.  And, I count my blessings that I'm coming out of this nightmare in better shape than most. 
I thank you for your consideration and ask that, at a minimum, you change the tax law to provide an immediate refund of AMT credits once a person can show that they have sold the stock acquired with incentive stock options (which formed the basis for the AMT liability), or that the stock has no value.
Don and Marlene Yenish
Stacy, MN  55079
