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Administration’s deficit 
reduction plan includes re-
proposal of international 
tax changes 
Executive summary 

On 19 September 2011, President Obama unveiled his plan to reduce the 
Federal deficit in a document titled, Living Within Our Means and Investing in 
the Future: The President’s Plan for Economic Growth and Deficit Reduction 
(the Deficit Plan). The Administration announced that the plan will reduce 
the deficit by approximately $3.1 trillion over the next decade, primarily 
through tax and health policy changes. The Deficit Plan was released less 
than two weeks after the President introduced a jobs bill, which is intended to 
stimulate job creation and fund infrastructure investments. The Deficit Plan’s 
tax policy changes are intended to raise revenue and advance the President’s 
vision for comprehensive tax reform, which includes enacting several of 
the same revenue offsets included in the proposed jobs bill. Additionally, 
the Deficit Plan contains many proposals included in the Administration’s 
FY 2012 Budget proposals (see International Tax Alert, Administration’s 
FY2012 Budget international proposals, dated 17 February 2011), including 
almost all of the international tax revenue proposals. 

Detailed discussion 

As part of the Deficit Plan, President Obama calls on Congress to undertake 
comprehensive tax reform that: 

•	 Lowers tax rates

•	 Cuts inefficient and unfair tax breaks 

•	 Cuts the deficit 

•	 Increases job creation and growth in the United States

•	 Observes a new “Buffett Rule” (described below). 
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In addition, the Deficit Plan describes 
“measures that could contribute to 
comprehensive tax reform or, absent 
such reform, act as a backstop.” 
These measures would impact 
individual and corporate taxpayers, 
and generally are proposed to 
become effective on 1 January 
2013. 

Measures in the Deficit Plan affecting 
individual taxpayers include allowing 
the “Bush-era tax cuts” to expire, 
reducing the value of itemized 
deductions and other tax preferences 
to 28 percent for families with 
incomes over $250,000, and taxing 
at ordinary income rates a partner’s 
distributable share of partnership 
income with respect to certain 
partnership interests received in 
exchange for services (commonly 
referred to as carried interests). 
The so-called “Buffett rule” would 
require that taxpayers earning more 
than $1 million a year not pay a 
smaller share of their income in 
taxes than middle-class families. 
Apart from the Buffett rule, each 
of these individual provisions (or a 
substantially similar provision) was 
included in the Administration’s FY 
2012 Budget. The proposals to limit 
itemized deductions and tax carried 
interests as ordinary income also 
were included as revenue offsets in 
the proposed jobs bill. 

Measures in the Deficit Plan affecting 
corporate taxpayers include 
eliminating special depreciation 
rules for purchases of corporate 
aircraft, repealing certain oil & 
gas tax preferences, repealing the 

last in, first out and lower-of-cost-
or-market methods of accounting 
for inventory, eliminating certain 
preferences for the coal industry, 
and modifying the tax treatment of 
insurance companies and products. 
The proposed jobs bill included the 
proposals on repealing the special 
depreciation rules concerning 
corporate aircraft purchases and 
oil & gas tax preferences. The 
other corporate tax proposals were 
included in the Administration’s FY 
2012 Budget. 

The Deficit Plan’s proposals to 
change the US international tax rules 
include: 

•	 Deferring the deduction of interest 
expense related to foreign-source 
income not currently subject to US 
federal income tax; 

•	 Requiring corporate taxpayers to 
determine the deemed paid foreign 
tax credit under Section 902 on a 
“pooling basis”;

•	 Taxing currently “excess returns” 
earned by a CFC with respect 
to certain intangible property 
transferred to it by a related US 
person; 

•	 Clarifying the definition of 
intangible property under Section 
936(h)(3)(B) for purposes of 
Sections 482 and 367(d) and 
tightening the rules regarding 
outbound transfers of such 
property;

•	 Tightening the Section 163(j) 
“earnings-stripping” rules for 
certain expatriated entities; and

•	 Modifying the tax rules applicable 
to dual-capacity taxpayers. 

•	 The proposed jobs bill included 
the proposal applicable to dual-
capacity taxpayers.

The Deficit Plan includes most of 
the international tax proposals 
included in the Administration’s FY 
2012 Budget, but not the proposal 
to disallow the deduction for “excess 
non-taxed reinsurance premiums” 
paid to foreign affiliates with respect 
to US risks, or the proposal to repeal 
the “boot-within-gain” rule of Section 
356(a)(1) with respect to certain 
reorganizations. 

Implications 

While the President’s Deficit Plan 
does not include a detailed plan for 
tax reform, the plan sends a further 
signal regarding the President’s 
interest in long-term tax reform. If 
enacted, the Deficit Plan’s revenue 
proposals would impact high-income 
individual taxpayers, and corporate 
taxpayers in every industry. However, 
the Deficit Plan represents only the 
Administration’s recommendations 
to Congress, which under the Budget 
Control Act of 2011 is charged with 
developing legislation to deliver 
substantial deficit reduction this 
fall. The Budget Control Act gives 
the so-called “Supercommittee” a 
deadline of 23 November to advance 
its own deficit reduction plan and 
the recommendations included in 
the President’s Deficit Plan may be 
considered in that context. 
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