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AALU Bulletin No:  10-119 December 6, 2010 

Subject: President's Fiscal Commission Releases Final Report Entitled 
“Moment of Truth;” Fails to Gain Supermajority Necessary to Force 
Congressional Vote 

Major References: The National Commission on Fiscal Responsibility and Reform, “The 
Moment of Truth” (December 2010) 

Prior AALU Washington Reports: 10-109 
 
MDRT Information Retrieval Index Nos.: 2400.00, 5400.00, 5900.00 
 

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

On December 1, 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 the final version - 
dramatically entitled “Moment of Truth” - of their budget trimming/revenue raising 
recommendations.  Like the draft version reported on in our Bulletin No. 10-109, these 
recommendations seek to achieve approximately $4 trillion in deficit reduction through 
2020.  The report of co-chairs Simpson and Bowles suggest numerous tax changes 
(including the elimination of all “tax expenditures,” which presumably would include the 
exemption from taxation of the inside build-up of life insurance and annuities) and many 
ways to cut both domestic and military spending in 2015, with the mission being to bring 
the budget into balance and to “meaningfully improve the long-run fiscal outlook.” 

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.  The votes of at least 14 Commission members were necessary in order to force an up-or-down 
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vote in each House of Congress.  The final plan, however, managed to garner only 11 out of 18 votes, 
constituting a majority of the panel members, but not the required 14-vote supermajority.   

As we reported in our Bulletin No. 10-109, 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."   See also the work of the Bipartisan Policy Center's 
(BPC) Debt Reduction Task Force, also noted in that Bulletin. 

 Rep. Jan Shakovsky (D-IL) of the President's Deficit Reduction Commission (not the Peterson Pew 
Commission) has put forth an alternative that is designed (in her view and that of some Democrats on the 
Commission) to shift less of the burden of deficit reduction to the middle class.  It would, for example, 
require deeper cuts in defense and calls for $132 billion in tax hikes for companies that ship jobs overseas. 

The Deficit Deduction's Commission’s final report lays out a six-part plan to “put our nation back 
on a path to fiscal health, promote economic growth, and protect the most vulnerable among us.”  The 
components of this plan include the following (the description of which is more or less verbatim from the 
final report and, thus, may include characterizations of concepts and details which are not necessarily 
supported by AALU): 

1. Discretionary Spending Cuts: Enact tough discretionary spending caps to force budget 
discipline in Congress. Include enforcement mechanisms to give the limits real teeth. Make 
significant cuts in both security and non-security spending by cutting low-priority programs 
and streamlining government operations. Offer over $50 billion in immediate cuts to lead 
by example, and provide $200 billion in illustrative 2015 savings. 

2. Comprehensive Tax Reform: Sharply reduce rates, broaden the base, simplify the tax code, 
and reduce the deficit by reducing the many “tax expenditures”—another name for spending 
through the tax code. Reform corporate taxes to make America more competitive, and cap 
revenue to avoid excessive taxation. 

3. Health Care Cost Containment: Replace the phantom savings from scheduled Medicare 
reimbursement cuts that will never materialize and from a new long-term care program that is 
unsustainable with real, common-sense reforms to physician payments, cost-sharing, 
malpractice law, prescription drug costs, government-subsidized medical education, and other 
sources. Institute additional long-term measures to bring down spending growth. 

4. Mandatory Savings: Cut agriculture subsidies and modernize military and civil service 
retirement systems, while reforming student loan programs and putting the Pension Benefit 
Guarantee Corporation on a sustainable path. 

5. Social Security Reforms to Ensure Long-Term Solvency and Reduce Poverty: 
Ensure sustainable solvency for the next 75 years while reducing poverty among 
seniors. Reform Social Security for its own sake, and not for deficit reduction. 

6. Process Changes: Reform the budget process to ensure the debt remains on a stable path, 
spending stays under control, inflation is measured accurately, and taxpayer dollars go 
where they belong. 

The final recommendation with respect to tax reform includes a new “Illustrative Tax Plan,” with a 
nod to the goal of maintaining “progressivity” in the tax code, which would add back some tax 
expenditures to the baseline plan (which, in this version proposes three individual income tax brackets of 
8%, 14% and 23%) to consolidate the tax code into three lower than current individual rates of 12%, 22% 
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and 28%.  The Illustrative Tax Plan would raise the proposed corporate tax rate to 28%, instead of 26%, as 
was proposed in the draft Plan.  It would eliminate the AMT, Pease, and PEP (the latter two are the 
limitations on itemized deductions and personal exemptions).  The Illustrative Tax Plan would add back the 
EITC and child tax credit, reduced credits and deductions for mortgage interest, employer provided heal 
insurance, charitable giving and retirement savings.  Capital gains and dividends would be taxed at the 
same rates as ordinary income under the revised plan. 

The Commission again recommends a tax reform “trigger” that would automatically kick in should 
Congress not succeed in enacting legislation by 2013 that meets specific revenue targets.  . If Congress and 
the Administration do not act, the failsafe would impose either: 1) an across-the-board reduction of 
itemized deductions, above-the-line deductions, non-refundable credits for individuals, the income tax 
exclusion for employer-provided health care, general business credits, the domestic production activities 
deduction beginning in 2013 and increasing over time to raise $80 billion in FY 2015 and $180 billion in 
FY 2020; or 2) a trigger which reduced tax expenditures further and move rates and expenditures down 
toward the recommended levels, “assuming such a trigger met the same revenue and progressivity targets.” 

The final plan again calls for a 15¢ increase in the gas tax to pay for highway infrastructure. 

On the expense side, the final 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.  There 
would be a hardship exemption for those age 62 and older, who could collect up to half of their benefits at 
that age if unable to work.   

We again note that life insurance, and particularly the exemption from taxation of the inside-
buildup, is not specifically 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 Commission's targets.  For this reason alone, as noted in our earlier Washington 
Report, the final report must be viewed as problematical for AALU.  

There is again no discussion of the estate tax, another subject of substantial interest to AALU, 
which is more likely to be addressed as part of a compromise between Congressional Republicans and the 
Obama administration in seeking to extend the Bush tax cuts. 

Despite the failure of the plan to advance to a mandated vote in Congress, several Commission 
members said that they planned to incorporate aspects of the recommendations in legislative proposals 
going forward. 

Any AALU member who wishes to obtain a copy of The National Commission on Fiscal 
Responsibility and Reform, “The Moment of Truth” 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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