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Bottom Line, Up Front
Next up, the spinach. The House is expected to pass the budget next week. After
that they will quickly release a bill; that will have to include the details on hard
choices. Those choices are what makes tax reform hard.

Budgets for Tax Reform

The Senate passed its FY 18 Budget last night on a party-line vote (51-49), as Republicans
completed another necessary step for tax reform. The Budget provides for $1.5 trillion of
deficit-financed tax cuts, as opposed to the House Budget which calls for revenue-neutral
reform.
The way, finally, appears clear for tax reform. Fiscal conservatives are not happy about the
$1.5 trillion in deficit-financed tax cuts and they have yet to count votes in the House, but
early indications are that the House will pass the Senate version of the budget next week.
The Senate rejected a number of Democratic amendments to the Budget designed to
highlight the narrative that the tax reform proposal primarily benefits the wealthy. Of note,
the Senate did accept an amendment from Senator Collins (R-ME) that directs the Finance
Committee to provide tax relief for small businesses. Senator Collins is a sponsor of the
Main Street Fairness Act (S. 707), a bill that provides a level playing field for small
businesses by ensuring that they will never pay a higher tax rate than large corporations—
AALU wrote a letter in support of this legislation. The amendment also directs the Finance
Committee to ensure that a fair amount of compensation is taxed at personal tax rates,
not the lower pass through rate.

Tax Reform

Chairman Brady intends to introduce his tax reform bill very quickly after the budget
process is complete. He has scheduled two more long work sessions with his Republican

committee members next Tuesday and Wednesday.
Initial estimates of the cost of the Big 6 Framework are at $5 trillion to $6 trillion, there is
roughly a $3.5 trillion-$4.5 trillion revenue gap to fill. Everything on the menu to fill that
hole has a constituency; which of course is what makes tax reform so difficult.
For example, close watchers have observed a three-week debate about the State & Local
Tax Deduction for individuals. Full repeal of that provision would raise about $1.7 trillion
(over ten years). However, the debate has likely preserved some version of the ability to
offset those taxes for certain individuals. Details are not yet known, but whatever the
proposal it will raise less than the $1.7 trillion. This process will repeat itself.

Bipartisanship & President Trump

President Trump held a meeting at the White House this week with a bipartisan group of
Senators, after which he and Chairman Hatch (R-UT) repeated their desire for bipartisan
tax reform.
There is no doubt bipartisan reform is better, but there are zero indications that is the
substantive path being pursued. Senator Joe Manchin (D-WV), the most likely convert on
the Democratic side, said yesterday that he fears the passage of this Budget makes it
more difficult to pass bipartisan tax reform, saying the current proposal, “does not reflect

my conversations with the President."
Given that Senate Republicans had little margin for error, passing the Budget this week is
a strong positive sign. Yet the underlying tensions and challenges facing Republicans were
on display this week as they seek to find revenues to pay for tax reform under a tight
timeline.

News You Can Use

Pat Tiberi (R-OH), a senior Member of the Ways and Means Committee, announced he will
be stepping down at the end of January to take a position heading the Ohio Business
Roundtable. His departure is the 7th for a Ways and Means Republican this year, and
reflects some frustration within the Caucus as the details of tax reform are being finalized.
•

Tiberi Announces Frustration With Congress: http://bit.ly/2l0UKjm

•

Ryan’s Friends Flee as Frustration with Trump Mounts

Health care is back?!? A bipartisan deal by Senators Lamar Alexander (R-TN) and Patty
Murray (D-WA) to shore up Obamacare exchanges in the wake of President Trump’s
executive order cutting certain payments to insurers blew up this week. House Speaker
Paul Ryan (R-WI) and other senior Republicans rejected the deal, and President Trump
took several different positions on the measure. With premiums expected to increase in

many places across the country, health care reform will continue to be an issue that
requires significant Congressional attention this Fall:
•

GOP to Trump: Stop Flip-Flopping on Obamacare Deal

Challenges to Estate Tax Repeal Continue to Be Highlighted in D.C. Press:
http://bit.ly/2zCULxg
Republicans continue to drill down on the details of tax reform:
•

For the Non-Rich, the Child Tax Credit is the Key to Tax Reform

•

GOP Tax Plan Would Keep the Mortgage Break but Threaten Irrelevancy

•

Senate GOP Sticks Together in Cutting State and Local Tax Deduction in Budget
Votes

•

GOP Senator: Every Tax Change Doesn’t Need To Be Made This Year

•

Deficit Hawks Trampled in GOP Tax Cut Stampede

•

Trump Wants To Slash America’s Corporate Tax Rate, But That Rate Is A Myth

Not everyone is endorsing deficit financed tax reform:
•

GWU economics professor Jay Shambaugh notes that doing so “will offsetting
losses for growth.”

AALU Activity

Your AALU Board of Directors met in D.C. this week and conducted a hill blitz with key
Senators to press our issues. We had very positive discussions around key AALU priorities.
In addition, we are working with AALU Ambassadors all across the country to engage
lawmakers.
Call us with questions, comments and your own intel at 202.742.4638.

Takeaway for Advisors & Clients
While momentum is building towards tax reform, the path forward is challenging. It
will still be very hard for Republicans to pass tax reform by the end of the year.
None of the key underlying challenges have been solved or tough decisions made,
and these will take time to resolve. It is important for clients to continue with their
end-of-year planning.
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