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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  
THE CONCLUSION OF THIS WASHINGTON REPORT. 

On November 10, 2010, co-chairmen Alan Simpson (retired Republican Senator 
from Wyoming) and Erskine Bowles (former White House Chief of Staff for President 
Clinton) of President Obama’s Deficit Reduction Commission released a draft of their 
personal budget trimming recommendations. These recommendations seek to achieve 
approximately $4 trillion in deficit reduction through 2020.  The report of co-chairs 
Simpson and Bowles suggests numerous tax changes and recommend more than 50 
specific ways to cut both domestic and military spending by 2015, with the goal being to 
“strengthen competitiveness by making Washington cut and invest, not borrow and 
spend.” While changes to the core tax treatment of life insurance are not expressly 
mentioned in this draft, a reference to eliminate all tax expenditures, which generally 
would include inside buildup, is made by the chairs.  AALU is standing by for the full 
report from this commission, expected December 1, and is closely monitoring other 
reports. 

 We emphasize that this draft report has thus far only been endorsed by the chairmen.  The 
Commission, as a whole (which in the general press has often been described as bipartisan), consists of 18 
lawmakers (who are members of both political parties), business luminaries and labor leaders.  At least 14 
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of them must agree to the proposal in order to force an up-or-down vote in each House of Congress.  A 
number of Commission members have voiced initial opposition to several of the recommendations offered 
by the co-chairs, as have some members of Congress from both parties who are not members of the 
Commission, whose opposition is premised on widely differing reasons.  For another, but similar, approach 
to the one adopted in the draft report, see the November, 2010 non-governmental Report of the Peterson 
Pew Commission on Budget Reform, subtitled "Getting Back In The Black." 
 
 As we noted above, the Fiscal Commission Co-Chairs’ draft report focuses on numerous budget-
sensitive domestic and military spending issues which do not relate directly to matters of special interest to 
AALU and its members.  However, it also shines a bright light on tax matters which do address issues that 
are sensitive for life insurance producers and the industry.  The report's approach to these various issues 
reflect, as we have said, the suggestions (solely for now) of only Messrs. Simpson and Bowles.  Essentially, 
three basic options for comprehensive tax reform are proposed: 
 

1. The “Zero Plan.”  The Zero Plan would consolidate the tax code into three lower than 
current individual rates (9%, 15% & 24%) and one lower corporate rate (26%).  It would eliminate the 
AMT, Pease, and PEP (the latter two are the limitations on itemized deductions and personal exemptions).  
It would also eliminate all ($1.1 trillion) tax expenditures and dedicate a portion of the savings to deficit 
reduction.  The balance of the savings would be applied to reduce all marginal tax rates to the above rates.  
In the event that Congress wanted to add back any desired tax expenditures, one or all of the foregoing rates 
would be increased from their “zero-expenditure low.” Capital gains and dividends would be taxed at the 
same rates as ordinary income. 

2. Wyden-Gregg Style Reform.  This option, named after Senators Ron Wyden (D-OR) and 
Judd Gregg (R-NH) (see our Bulletin 10-24), would, for individuals: 

 Repeal the AMT, PEP, and Pease 

 Establish 3 rates –15%, 25% and 35% 

 Triple the standard deduction to $30,000 ($15,000 for individuals) 

 Repeal the state & local tax deduction, cafeteria plans, and miscellaneous itemized 
deductions 

 Limit the mortgage deduction to exclude 2nd residences, home equity loans, and 
mortgages over $500,000 

 Limit the charitable deduction with floor at 2% of AGI 

 Cap the income tax exclusion for employer-provided healthcare at the amount of the 
actuarial value of FEHBP [Federal Employees Health Benefit Program] standard 
option 

 Modify and repeal several other tax expenditures 

 Dedicate a portion of the savings to deficit reduction 

For corporations, the Wyden-Gregg Option would reduce the corporate tax rate to 26%, 
permanently extend the research credit, eliminate and modify several business tax expenditures, and reform 
the international tax rules by moving to a “territorial system” - i.e., taxing active foreign-source income 
only in the country in which it is sourced. 

3. Tax Reform Trigger.  The third option, entitled “Tax Reform Trigger, would call on the 
Senate Finance and House Ways & Means Committees and Treasury to develop and enact comprehensive 
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tax reform by end of 2012.  If they did not, this option would put in place an across-the-board “haircut” for 
itemized deductions, the employer health exclusion, and general business credits that would take effect in 
2013.  The “haircut” would limit the proportion of deductions and exclusions individuals could take to 
approximately 85% of the current deductions and exclusions in 2015. Similarly, corporations would only 
take some proportion of their general business credits.  The haircut would be set to increase over time until 
tax reform is enacted. 

The plan also calls for a 15¢ increase in the gas tax to pay for highway infrastructure and a 
correction to the current manner of computing the consumer price index (CPI) which, it is claimed, 
overstates inflation. 

On the expense side, the plan would gradually raise the social security retirement age to 68 around 
2050 and 69 by 2075, while increasing employment taxes on upper income individuals. The plan identifies 
$410 billion in discretionary spending cuts by 2015, including cuts in the numbers of and compensation to 
the federal workforce.  Congressional earmarks would be banned permanently.  Despite these cuts and tax 
changes, the budget would not be balanced under the plan until 2037.  

We note that life insurance, and particularly the exemption from taxation of the inside-buildup, is 
not expressly mentioned in the discussion of tax expenditures. However, it was listed as a tax expenditure 
in the President’s FY 2011 Budget (see “Analytical Perspectives - Budget of the U.S. Government - FY 
2011 - Federal Receipts”), and therefore must be presumed to be included, at least potentially, among the 
targets of the Commission.  For this reason alone, the Draft report must be viewed as sufficiently 
problematic for AALU members so that we must keep it within our sights.  

Nor is there in the report any discussion of the estate tax, another subject of substantial interest to 
AALU.  We will nevertheless be watching the Commission’s successive drafts in order to monitor these 
and other issues. The final version of the plan is due on December 1, 2010. 

Lastly, in addition to the Fiscal Commission’s Co-Chairs Draft Proposal, a separate, unofficial plan 
to reduce the deficit is expected to be released this week by the Bipartisan Policy Center’s (BPC) Debt 
Reduction Task Force. The BPC Task Force is similar in makeup to the Fiscal Commission, and is co-
chaired by former Senate Budget Committee Chair Pete Domenici and former Congressional Budget Office 
(CBO) and Office of Management and Budget (OMB) Director, Alice Rivlin. AALU anticipates the BPC 
Task Force report to contain a number of significant proposals, which may in many instances be more 
specific and more targeted than those advanced in the Co-Chairs Draft Proposal.  

 AALU will communicate to our members as the various debt reduction proposals are considered 
and related developments occur.  

Any AALU member who wishes to obtain a copy of the Co-Chairs Proposal (Draft), Including 
“$200 Billion in Illustrative Savings” may do so through the following means: (1) use hyperlink above next 
to “Major References,” (2) log onto the AALU website at www.aalu.org and enter the Member Portal with 
your last name and birth date and select Current Washington Report for linkage to source material or (3) email 
Anthony Raglani at raglani@aalu.org and include a reference to this Washington Report. 

 
In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 
BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

http://www.aalu.org/
mailto:raglani@aalu.org
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In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 
of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 
ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 
 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 
 

For more information about how AALU’s advocacy efforts help protect your business and the 
advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 
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