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Don’t Let the Hype Around Tax Reform Delay Planning 

With Republicans controlling both chambers of Congress and the Presidency, it is reasonable to 
expect that traditional Republican policy priorities will be enacted.  One prominent priority is  
comprehensive tax reform that significantly lowers the corporate tax rate. 

While comprehensive tax reform is clearly in the mix for early action, the AALU is taking a more 
measured view of its odds for eventual passage at the corporate tax rates currently being 
discussed (i.e. at  15%, 20%).  While the AALU can no better predict the future than a Wall Street 
Journal columnist, we can present a reasonable interpretation of how tax policy might unfold 
based on our considerable experience interacting with Washington tax writers and decision-
makers, as well as other industry stakeholders.  

AALU’s Bottom-Line Analysis: It is advisable that clients make decisions based on the existing tax 
code.  If the tax picture changes, strategies can be adjusted accordingly.  If comprehensive tax  
reform were easy, it would have been done by now. There are many hard realities associated with 
tax reform.

Why Comprehensive Tax Reform?

A fairer, simpler, and more competitive tax code is a core tenet of Republican fiscal policy. In 
sound bite terms, tax reform is the Republican version of a fiscal stimulus.  It is expected to 
produce the higher economic growth needed to lift wages and increase employment. It is also 
expected to  encourage more US companies to remain domiciled in the US, thereby addressing 
the issues of offshoring and “corporate inversions.”  

Major Elements of the House Republican Tax Reform Blueprint 

It is important to note that there is a dizzying amount of uncertainty about the shape and form of 
this most recent tax reform push. Below is a snapshot of some of the major provisions: 

• Ordinary Income Rates at 12%, 25%, and 33%
• Corporate Tax Rate at 20%
• S Corp Tax Rate at 25%
• Eliminates all itemized deductions except for mortgage interest and charitable giving
• AMT and Estate Tax Repeal
• Taxes capital gains, dividends, and interest as ordinary income with a 50% exclusion. This 

is equivalent to taxing investment income at half the marginal rates of ordinary income –
6%, 12.5%, and 16.5%

• Shifts to a territorial tax system
• Federal income tax becomes border adjustable, exempting businesses from paying taxes 

on exports, but denying them a deduction for the cost of imported goods 



What are the Challenges to Enacting Comprehensive Tax Reform?

The challenges are many, but fall roughly into the following categories: 

1. 'Don’t tax me, don’t tax thee, tax the man behind the tree'
2. Competing policy priorities
3. Both bipartisanship and reconciliation have drawbacks

Don’t Tax Me, Don’t Tax Thee, Tax the Man Behind the Tree 

The fundamental truism of tax reform is that it is an exercise of picking ‘winners’ and ‘losers’;  
recognized most famously by the late Senator Russell Long’s (D-LA)  aphorism of ‘don’t tax me, don’t 
tax thee, tax the man behind the tree.’  Politically, what makes tax reform perilous is that the 
‘winners’ will generally stay quiet, while the ‘losers’ are vocal. 

This dynamic is made plain by the ‘border adjustability’ provision in the House Republican Blueprint. 
Many net importers (e.g. – retail chains, certain manufacturers, etc. – representing essentially 15% of 
the economy) are very concerned about how that provision will increase their tax liability and impact 
the consumer.  It is reasonable to expect that these companies and the trade groups that represent 
them will lobby hard against this idea. Yet the border adjustability provision is an essential  
component of the Blueprint. Unwind this idea and the prospects for reform become more difficult.  

Another challenging aspect of tax reform is the gap between the pass-through tax rate and the C 
corp tax rate (25% vs. 20%) in the House Republican Blueprint. There will be significant grassroots 
pressure to equalize the tax rate between “Joe’s Pizza” and large companies. It will be difficult for 
Congressional tax writers to lower the pass through rate to 20% (much less 15%) due to its 
enormous cost, and any offsets would likely generate further opposition from stakeholders.  As a 
result, a more likely outcome is the C Corp rate moving up to meet the pass-through rate (i.e. – 20% 
to 25%) than the pass-through rate moving down to the C Corp rate (i.e. – 25% to 20%). 

Once tax reform is put into statutory language, there are likely to be hundreds of provisions that will 
engage and concern different industries and constituencies.  Every single one of these industries 
and constituencies employ voters whose livelihoods could be impacted. The core challenge from a  
policy-maker perspective is trying to keep as many constituencies on board as long as possible.   

The surprising election of President-Elect Trump does not change this dynamic. And if the  
Republicans enact tax reform on a partisan basis, it only increases the political peril because a lack of 
bipartisanship would place blame for the most controversial parts of the package squarely on  
Republicans.

The number of seats lost by Democrats after  
passing the largely partisan Affordable Care 
Act, Dodd-Frank Act, and cap and trade energy 
bill.
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Competing Priorities 

Other legislative initiatives will take precious floor time for both the House and Senate – but  
especially the Senate. This reality makes it harder to pass comprehensive tax reform before the 
August recess.  

The August recess is an important deadline because post-recess, Members of Congress may  
become nervous about making the tough decisions that need to be made during an effort to reform 
the Code.  

Regarding other considerations, one Senate leader recently said that the first priority will be a 
budget so that the Senate can issue reconciliation instructions to repeal and replace the Affordable 
Care Act (ACA). Then the Senate floor will turn into the “personnel department” with various 
nominations to consider, including a possible Supreme Court nomination. This leader further said 
that the House will need to temper its need for “immediate gratification.” (It is important to note that 
in repealing the ACA, the Republicans will need to replace some of it. As a result, one Senate 
Finance Committee member feels that the committee will be spending a lot of time on health care 
legislation during the early stages of the 115th Congress.)  

President-Elect Trump has publicly indicated his desire to work on border security and infrastructure 
– both significant policy issues with the potential to disrupt Congressional workflow. Further, trade is
quickly becoming an issue that underscores the fault line of this new Washington—it may be less
about Democrats vs. Republicans and more about some Republicans vs. Trump.

Treasury Secretary-designee Steven Mnuchin has 
identified tax reform as a priority, but he has also stated 
that there will be no “absolute tax cut” for high income 
households. This sentiment is hard to square with the 
current House Republican Tax Reform Blueprint – which 
repeals the estate tax, drops marginal rates, etc.  The  
sentiment also belies some of the specifics in  
President-Elect Trump’s plan.  

AALU Bottom-Line Analysis: Congress has a full agenda and there is clearly a lot of negotiating 
on specifics that needs to be done between the House and Senate, as well as between the 
Congress and the Administration. 

Congressional Republicans are 
clearly uneasy with  President 
Elect Trump’s  proposed 35% 

“traitor tax” for companies that  
outsource jobs

In 2009, health care was a Democratic priority. The ACA took two 
years to pass, and the final product was far removed from the 

proposal in President Obama's campaign platform.



Choosing Between Bipartisanship and Reconciliation and the Challenges of 
Both Approaches 

Senate Republicans do not have a so-called “supermajority” of 60 votes in the Senate. This means to 
avoid a filibuster, Republicans must either build a tax reform plan that gets the support of 60 Senators 
(i.e. – work with Democrats) or bypass the 60 vote threshold and pass tax reform with a simple majority 
under reconciliation instructions. Both approaches have drawbacks. 

Bipartisanship means that the tax reform plans proffered by President-Elect Trump and the House 
Republican caucus may not resemble the final package, as there are significant differences between 
Republicans and Democrats when it comes to the Tax Code. For instance, Democrats have substantial 
skepticism about the idea of using ‘dynamic’ scoring. Democrats and Republicans also disagree on 
whether tax reform should be deficit-neutral or raise revenue, as well as on details such as what rate 
offshore earnings should be taxed at—a potential key sticking point for tax reform—just to highlight a few 
of the many differences. 

The considerable gap between the two parties doesn’t necessarily preclude a bipartisan tax reform deal, 
but it does make it unlikely on terms anywhere near the Blueprint. 

What’s left is reconciliation, which allows the Republicans to pass comprehensive tax reform on a partisan 
basis.  (Reconciliation was used to pass the Affordable Care Act.) The central limitation of reconciliation 
involves the so-called “Byrd” Rule.  This rule, named after the late Senator Robert C. Byrd (D-WV), 
requires – among other stipulations – that provisions not raise deficits in any year after the period covered 
by the reconciliation instructions (e.g. – 5 year budget window; 10-year budget window).  In the case of 
tax reform, unless the reforms are revenue-positive in the long run, there is expected to be “sun-setting” 
of its provisions after whatever budget window Congress determines as appropriate (in a manner similar 
to President Bush’s Economic Growth and Tax Relief Reconciliation Act of 2001).  The scale of sun-setting 
in a comprehensive tax reform package would be enormous and likely disruptive.

“My sense from a tax reform standpoint is that it 
(“reconciliation”) has real limitations.  We want to do the 
most pro-growth tax reform there is.  My sense is that it 
would be through regular order, which is where I see it.”

- House Ways and Means
Chairman Kevin Brady (R-TX)

AALU Bottom-Line Analysis: An era of political uncertainty should make life insurance products more 
attractive – not less –  to clients given their consistent performance as well as their current and long-
standing tax treatment. The challenges outlined above are a mere fraction of the challenges that tax 
reform will present to policymakers. As such, it would be advisable for clients to recognize these 
challenges, make decisions based on current law (and refrain from speculation), and adjust their 
strategy if necessary when, and if, new tax laws become clear.  

To learn more about how the House Republican tax reform plan might impact the life 
insurance industry, please click here

https://gallery.mailchimp.com/70dcb8cac70b41a6005c6feb6/files/Tax_Reform_Newswire_7.14.16.04.pdf



