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TRUE PERSPECTIVES SEMINAR ON DRONES 
SIRC Seminar on April 28 
On April 28 a large audience at Plantation Club was treated to a riveting presentation on the 
origin and development of drones for military purposes and beyond. The speaker was Jack 
Dibrell, a retired Army Colonel heavily involved in past usage of these Unmanned Aerial 
Vehicles (UAVs). He is now manager of Hunter Army Air Airfield in Savannah and the Wright 
AAF Airport at Fort Stewart. 

Although first used in primitive form in the Vietnam War,  UAVs really got their start around 
2001 in the aftermath of the 9/11 attacks. Their rapid evolution into crucial devices for the 
military in only 15 years is tantamount to compressing the seventy year transition from the 
Wright Brothers to mach 2 aircraft in a fraction of the time. 

What enabled this short transition was computer and micro elements of visual technology. 
Today there are some $55 Billion worth of drones in some 40 countries throughout the world, 
including avowed enemies of the U.S. 

The military uses them passively for monitoring and intelligence, but also agressively for 
targeting and strike capabilities. 

 

The Raven (above) is a four pound vehicle used in reconnoitering enemy forces “beyond the 
next hill” to minimize risks to ground forces in an attacking mode. 

 

The Shadow (above) is a 300 pound propeller driven six hour real time reconnaissance 
drone, that was used in the Iraq War. 

 

The Grey Eagle (above) is the current big time drone, capable of staying aloft for some 30+ 
hours in a surveillance/hunting mode, with some stealth and protective capabilities.  The 
Grey Eagle escalates the technology to become a mini-Apache attack vehicle that has been 
used extensively in Pakistan for high value personnel targets.  

The key weapon carried by the Gray Eagle is a rocket fueled, mach 1.3 velocity 100 pound 
Hellfire missile, with a kill ratio of 50 feet.  (Apache helicopters can carry 16 Hellfire missiles 
for a major attack fighting force. ) 
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If you were a person of interest targeted by the U.S. military or the CIA, you would not rest a 
minute even in far off lands seemingly remote from U.S. penetration. You can be found and 
destroyed easily with this technology.  The scary part is that if our enemies had the same 
technology, and the wherewithal to get into this country, the same targeting could be used to 
get almost anyone, using a Hellfire missile mounted on a 3500 pound UAV hidden in a truck. 

Of significance, newer improved visual techniques make for very little risk of collateral 
damage, notwithstanding some recent news stories of that risk. This is in stark contrast with 
WWII, where early bombings of Germany by the British aircraft hit mistaken “friendly” targets 
in Allied countries adjacent to German cities. 

Future of Drones in the U.S. 

The FAA is currently monitoring the growing risks of drones within U.S. airspace, as even 
commercial mini-drones can be purchased for as little as $700. Amazon has applied for 
licensing the possibility of fast package delivery using a UAV.   

While there is not yet a publicized incident involving a UAV and a general aviation piloted 
aircraft using visual flight rules (VFR), it is almost inevitable that such an accident could 
happen. They even have a name for the cause, likening such a small UAV involved as a 
“buzzard” event.  Remember Captain “Sully” successfully saving a commercial airliner that 
collided with birds shortly after a LaGuardia airport takeoff. 

Right now the military has things under control via “no fly zones” over key military bases 
using its airspace above some millions of acres of protected space.  Fort Stewart in Georgia 
has 300 square miles protected from overflight by commercial and general aviation, because 
of UAV testing and gunnery and bombing ranges. 

Civilian use of UAVs bring some major issues into play that the FAA has to confront. 

Overall, UAVs have both positive and negative aspects. On the plus side, they provide cost 
savings, lower risks in military uses, as well as new consumer opportunities. On the 
downside, there are newer risks to public safety and some privacy violations. And if foreign 
enemies obtain access to the U.S., there are some serious potential consequences, 
especially if used by those with no regard for collateral damage.    
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TRUE PERSPECTIVES SEMINAR ON Georgia Legislative Session 
________________________________________________________ 

The second True Perspectives Seminar of the year was held on May 28 at the Plantation 
Ballroom. State Senator Dr. Ben Watson and State Representative Jesse Petrea reviewed 
the high points of the 2015 Georgia legislative session (which ran from January 12 to April 
2). 

Dr. Watson just served his first term in the Senate after three years as a House member. 
He replaced Buddy Carter who ran successfully for the U.S. House of Representatives from 
the 1st District. Ben serves as Vice Chairman of the Economic Development and Tourism 
Committee. He is also a member of the following committees:  

   .  Health and Human Services 

   .  Public Safety 

   .  Ethics  

   .  State Institutions and Property  

Mr. Petrea served his first term in the house taking over Dr. Watson’s old seat. He serves 
on the following Committees: 

   .  Health and Human Services 

   .  Public Safety and Homeland Security 

   .  Human Relations and Aging   

They provided a condensed overview of the session emphasizing the balanced budget, the 
new transportation funding bill and changes in the evaluation of school performance.  The 
2015 legislature introduced more than 1000 pieces of legislation and produced 312 bills. 

 Georgia has a balanced budget clause in the state constitution. This has allowed Georgia 
to retain a AAA bond rating and avoid many of the debt issues other states are facing.  

Georgia’s total budget in 2008 was about $22 billion. This dropped to a low point of $17 
billion during the economic downturn, and is now back to $22 billion in 2015. However, the 
current budget covers 500,000 more people than it did in 2008.  

Of note is that most of the budget is mandated by existing laws and programs where there 
is little flexibility to make significant changes. Education is the major component and 
commands 53% of the total budget.  

Transportation 

One of the major new laws is HR 170 - the Transportation Funding Act.  This will devote $1 
billion in funds to roads, bridges and other transportation projects.  

While an absolute need, it is also a huge challenge to fund major new road projects within 
Georgia’s balanced budget constrictions and existing tax structure.  A slowed economy, tax 
credits for alternative fuel vehicles and better gas mileage have resulted in less revenue 
from gasoline taxes. Other technical provisions of trucking tax laws have also contributed to 
the problem.   

A million dollars in 1970 funded 64 miles of road construction. Today it funds only seven 
miles. The crux of the legislation is the elimination of all state sales tax on motor fuel. 
Replacing it is  an excise tax of 26 cents per  gallon for gas and 29 cents per gallon for 
diesel.   

It also establishes new fees for alternative fuel and heavy vehicles and eliminates tax 
credits for electric car and jet fuel purchases. All local option taxes will be   untouched. In 
addition a $5 per day hotel fee was added to the bill at the last minute. This was a 
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controversial provision which both Watson and Petrea expect  to be changed in a future 
session.   

Education 

HB 133 Opportunity School Districts was supported by Governor Nathan Deal. The bill 
provides for the state to take over schools if they demonstrate a failing record for three 
straight years.  It must be ratified by voters in the next general election for it to take effect.  
Both Watson and Petrea voted for the bill, but voiced concern over the State’s ability to 
achieve success if local efforts have failed.  

Other Bills 

  HB 1 Haleigh’s Hope Act - established the legal possession of medical cannabis oil for 
eight specific medical conditions. 

   SB 101 Establishment of Marsh Buffers,  sponsored by Dr. Watson.  

Tax Legislation Deferred 

A hot tax topic was discussed but not acted on during the session. This involved the repeal 
of Georgia’s income tax and replacing it with an increased state sales tax.  

Contacts for Ben Watson and Jesse Petrea   

Senator Ben Watson  

1326 Eisenhower Drive #2  Savannah, GA 31406   Phone: (912) 527-5100 

Email: benwatson@senate.ga.gov 

 

Representative Jesse Petrea 

108 Loyer Lane 

Savannah, GA 31411 

Phone: (912) 354-3680 

Email: jessepetea@house.ga.gov 
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 AFFORDABLE CARE ACT (ACA) REPLACEMENT - Review of Competing Plans 

Which Plan Can Replace ACA? 
By Mike Walters 

ACA supporters still claim there is no single plan that can replace it. Yet six plans have emerged thus far. 
Based on the imaginative ideas contained in them, viable replacements certainly exist, so that the ACA 
can be repealed. (One of the proposals leaves part of ACA in place; but for a 2000+ page bill that is 
excruciatingly difficult to read and fathom, that may be unwise.) 

Even some Obama supporters have opined that ACA was never really intended to work, as no law that 
complex could. Instead it was just a stopgap until the ultimately intended single-payer system could 
rescue it as the only practical fix. That cynical theory holds that once a huge number of people got 
promised so much by the federal government, withdrawing those promises would be too painful for 
Congress to contemplate. Hence, in seven years or so, it would be easier to just make the federal 
government pay for universal health care out of tax revenues, instead of trying to fix an overly complex 
premium system built on massive subsidies. 

One Federal Solution? 
Several full ACA replacement plans suggest new federal laws to combat the ills of ACA. But problems 

might emerge from this strategy. The first one is a lack of federal authority to prescribe national insurance 
solutions. Article I Section 8 of the Constitution seems to preclude this, as insurance is not an enumerated 
power. Therefore Article X leaves that to the states and the people.  

The 2012 Supreme Court decision on the “mandate” seemed to corroborate this - no more using the 
“commerce clause” to allow the federal government to delve into just about anything it wants.  Not as well 
publicized was the simultaneous 7 to 2 decision not to allow the feds to make the states expand Medicaid. 

Although federal tort reform might be an efficient solution to bending the cost curve down, it would 
encounter colossal opposition by a very well-funded opponent cohort - the tort lawyers in America. They 
might even jump on the bandwagon that such federal intrusion is not allowed by the U.S. Constitution. 

The second problem with a federal replacement program is the enormous pressure to be right from the 
start. It’s a fairly complex issue and whoever says they have the only right solution must be the most 
sagacious person on the planet. Mistakes on the federal level are magnified, and it is difficult to change 
the status quo. 

Or Let the States Experiment? 
It may be better to let the states tackle this issue, with some guidance, on structuring solutions and trying 
them out over the next ten years. Let the winners emerge and the less successful ones copy the 
successes.  

State solutions could be guided by some basic principles, after the only one federal law that is needed 
(Expand tax deductibility to individual policies):  
    Use the free market 

    Eschew price controls 

    Model the solution after auto and homeowners insurance systems. (These have successfully dealt with 
guaranteed access and affordability issues with subsidy programs that do not destroy the free market.) 

    Give overt premium support 

        Customize by type of uninsured (no one size fits all that is the ACA model) 

    Curtail overutilization 

    Encourage tort reform. 

States have the authority to mandate financial responsibility or even buying insurance, if some want to use 
that technique. Massachusetts did it with RomneyCare.  

But let other states innovate by emulating their assigned risk plans for auto insurance to provide 
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guaranteed access to health insurance. Some states deal with a pre-existing condition (PEC) situation 
much more pronounced that in health insurance - namely living on the coast threatened by hurricanes. All 
states could offer PEC health policies supplementing their own resources with federal subsidies of block 
grants to the states on a portion of Medicaid to help with affordability. 

Patient CARE Act (Choice, Affordable, Responsible, Empowerment). The sponsors are: Senators 

Richard Burr (NC) and Orrin Hatch (UT) and Congressman Fred Upton (MI). This is the one Republican 
plan that leaves ACA partially in place. It is an easy fix by making it a total repeal. But first find out why the 
sponsors they didn’t put that feature of total repeal in there in the first place. 

They do recommend repealing major features of ACA, but left in the unworkable price controls of not 
allowing young people to pay their true costs for coverage. By leaving a 5 to 1 rating limit, it has a built in 
subsidy of older people and a surcharge for younger ones. Why not repeal “community rating” in the first 
place? They did leave an out for states to override the 5 to 1 rule, so maybe it was a political ploy.  Also, 
since it was their intent to have states implement the replacement coverage anyway, why insert a federal 
rule on pricing? Does Congress even have the right to propose pricing rules as part of its permitted 
constitutional powers? 

Good features of the CARE Act include: 

   Capping the tax deductibility of Cadillac health plans 

   Encouraging much more use of high deductible Health Savings Accounts to contain cost growth 

   Encouraging state pools to cover pre-existing conditions (PEC), with some federal subsidies 

   Tort reform by having expert panels and perhaps capping attorney fees and non-economic loss. This last 
feature could not really be done at the federal level Constitutionally, so it must be encouraged at the state 
level. 

        (Continued on page 5) 

 

Some problems also emerge from CARE, such as prohibiting lifetime limits in policies. This unlimited 
aspect of ACA is a fiscal disaster already causing huge claims ($6 and $8 million). These flow from a 
hospital having an insurer captive to expending treatment of very expensive procedures for a long time. 
This feature alone could force huge rate increases on insurers who would then pass them on to their 
policyholders. 

Also simply mandating that all policies can be sold across state lines is a simplistic idea that may run afoul 
of the existing state regulatory system designed to protect individual policyholders from insolvencies. 
There needs to be a close coordination with state regulators, preferably through the National Association 
of Insurance Commissioners (NAIC) and with the Conference of Insurance legislators (COIL). The latter is 
an effective source for getting coordinated and consistent state legislation in place to make for smooth and 
efficient transition to coverage provided by national and regional insurers. 

Healthcare Choice Act  
Sponsors are Senators Ted Cruz (TX), John Barasso (WY), Mike Crapo (ID) and Marco Rubio (FL).  They 
call for complete repeal of ACA. This plan does not offer a lot of detail at this point on some key issues, 
such as how state pools will cover PECs. It also does not allow rating by health condition which portends 
large hidden subsidies that the free market has difficulty resolving. 

It promotes selling across state lines to promote competition and lower premiums This needs cooperation 
with the NAIC and state regulators to implement successfully. 

Empowering Patients First 
This is a 2015 update of the bill sponsor Dr. Tom Price (R- GA) first proposed in 2013. Now Chairman of 
the House Budget Committee, the Price Bill calls for a complete repeal of ACA. It encourages individual 
health insurance policies by giving comparable tax credits to match the tax advantage of employer-based 
coverage. It  helps subsidize coverage via tax credits that are refundable. Even if the tax liability is lower 
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than the credit, the insured can collect extra from the federal government. 

PEC coverage is obtained from special pools or other mechanisms established for such purpose, either 
federal or state, with grants to states to do so. The grant amounts are unspecified.  

Health Savings Accounts are encouraged by an extra $1000 credit offering. 

Savings via tort reform are encouraged by redefining the burden of proof in cases against physicians and 
hospitals. 

Principles are articulated in the scope of the proposed legislation: Affordable. Accessible, Quality, 
Responsive, Innovative, and Choice. 

Not specified is how access is guaranteed to all citizens who desire health insurance. 

American Health Care Reform Act (AHCRA) 
Co-sponsors Dr. Phil Roe (R-TN) and Austin Scott (R - GA) call for complete repeal of ACA, with this 
result of the House Republican Study Committee. 

To level the tax playing field for individual policies, they add a standard deduction of $7,500 ($20,500 for 
families).  Presumably they will be indexed for inflation. 

For small businesses, pools are encouraged, and for cost savings, publicizing rates by various insurers 
licensed in each state. 

It establishes a special $25 billion federal subsidy for states to set up pools to cover PEC, with no mention 
of the need for annual federal subsidies to help states pay for the added coverage of PEC. This implies 
that states alone will be on the hook to pay for all conditions that cost more than two times the average 
premium in each state. So an individual insured with a PEC must be prepared to pay for two times the 
average regular non-PEC coverage in that state, and the state must pick up the rest. 

Health Savings Accounts are expanded, with some extra incentives for Veterans. 

Tort reform is encouraged, using more legal safe harbors, mandatory reviews by special panels before 
court assignment, and higher burdens of proof in cases against physicians and hospitals. 

To try to bend down the overall cost curve, there is a $15 Billion federal fund to encourage medical 
breakthroughs. 

There is also a feature to remove health insurance from any exemption form anti-trust laws. This 
presumably refers to excluding health insurance from Public Law 15 (the McCarran-Ferguson Act of 
1945). For other insurance coverages, that law allows pooling information among insurers if the state has 
adequate insurance regulation in place, so that anti-trust laws are suspended, except for boycott, 
coercion, or intimidation.  For those lines, this exemption has given smaller insurers the advantage of 
pooled information in competing for customers against very large ones who don’t need a lot of pooled data 
as they have big data bases on their own. 

This has been successfully administered for decades in auto and homeowners insurance, so it is not clear 
how the prohibition for health insurance will add any advantage. In auto insurance, the existence of some 
100 licensed insurers competing in each state has allowed the product to be sold with an average gross 
profit margin of under 4% for decades. 

Allowing smaller insurers access to pooled data under the auspices of state regulators promulgating 
statistical plans for health insurance will actually increase competition in the health arena. It promotes 
individual policies to flourish versus the relatively closed market of employer-based health insurance 
today. 

To foster respect for life, there is a proposal to ban requirements for abortion coverage. 

Finally in AHCRA, principles are articulated in the scope of the proposed legislation: patient centered, free 
market, incentivize research, more competition, no new taxes, expand access, and PEC help. 

  

        (continued on page 6) 
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Freedom and Empowerment Plan: The Prescription for Conservative Consumer-Focused Health 

Reform.  

Designed by America Next and endorsed by Governor Bobby Jindahl (LA), this is almost entirely a state 
innovation plan, except for fixing the tax deductiblity imbalance of group only coverage through employers. 
It grants generous incentives ($100 billion or more over ten years for states to offer guaranteed access to 
coverage including PEC coverage.  

Tort reform is left to the states, with suggestions of limits on attorney fees and non-economic loss, but 
boldly suggests the U.S. Congress may have the power on Medicare cases to do those reforms as well. 

Even selling across state lines is envisioned as a Federal option using the commerce clause to allow 
competition from other states. This is where the policy is regulated by the selling state insurer to compete 
in states with few individual health insurers and too many restrictions and mandated coverages. Those 
policies would also be eminently portable if someone moved to another state. 

This plan is also robust with suggestions on how to improve the federal programs of Medicare and 
Medicaid at the same time, such as fraud reduction, choices by seniors on doctor selection and payment 
plans. Maybe the proposers would back off on the latter and put into separate legislation if that is too 
much to put in one Bill.  

Other pro-competition suggestions include transparency  in publishing the prices of  medical procedures.  

It reintroduces a type of Hyde amendment to discourage paying for abortions in federally funded 
programs. 

Its principles are clearly stated as: lowering health costs, protecting the most vulnerable, portability and 
choice.  

States Innovate Plan 
This was developed originally in 2012 after ACA was viewed as potentially unconstitutional. It was 
published as an article in the Actuarial Review and presented at the annual meeting of the Casualty 
Actuarial Society (CAS) by its author, Michael A. Walters, Fellow and Past President of the CAS. It has 
been presented at a number of regional and national seminars of the CAS and has been modified further 
after suggestions from doctors, hospital experts, legislators, regulators and other insurance experts. 

It was designed to actually implement the original goals of the AC, without the infirmities of the ACA. The 
latter is considered a redical federal intrusion into an insurance market, whose features are in conflict with 
actuarial principles dealing with a market-based insurance system. 

By using proven actuarial principles, the replacement system  provides guaranteed access to health 
insurance, controls overall costs, and provides needed subsidies to some who have affordability problems, 
without destroying the free market. It draws upon time-tested measures from other lines of insurance. It 
also relies on a state-by-state regulated, but still competitive, market to offer a long-term sustainable 
solution. 

The new system would work by replacing ACA with only one new federal law: Make basic individual health 
policies fully tax deductible, even for non-itemized returns. 

Let the states implement the system by giving them flexibility using some basic principles: Use the free 
market, avoid price controls, model it after auto and homeowners insurance, expand tax deductibility to 
individual policies, curtail overutilization, minimize federal laws, give overt premium support, customize by 
uninsured type, and encourage tort reform. 

Even let Massachusetts continue with RomneyCare, but let other states innovate by emulating their 
assigned risk plans for auto insurance to provide guaranteed access to health insurance. Allow pre-
existing condition (PEC) policies like is done in homeowners coverage for wind in hurricane-risk coastal 
areas. Using federal subsidies of block grants to the states on Medicaid to help with affordability on PEC 
coverage. Some states might want a PEC pool; others could allow specialty PEC policies, but actuarially 
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priced with separate premium support. 

Some states could even mandate coverage, but correctly priced and with high deductibles. Let states that 
are more successful inspire others to copy their system. One big disadvantage of a federally imposed 
solution is that the consequences of large mistakes can be colossal and hard to undue.  

Let the Debate Begin 
Critics have so far vented on some of the features of the above reforms, so the election year debate is 
outlined. 

Tax deductions are ctiticized as favoring the rich, but that criticism ignores that standard deductions can 
be made very favorable to low bracket filers (and the earned income tax credit can continue). 

Giving the states flexibility to innovate disappoints the “federal government fix is quicker” group. Yet the 
latter  ignores the problems of a total single federal fix: lack of authority, very hard to change if wrong in 
some aspects, and losing the ability of states to innovate new solutions. 

Criticizing the use of Medicaid block grants to pay for PEC subsidies ignores the existing ACA fallacy of 
hidden subsidies that fall unevenly on the young and the healthy. Better to have transparency on what we 
as a people are willing to pay for in this massive reform of the old system.  

Fear of eroding the group health market is a false criticism, as the individual market to replace it has much 
more competition on service and price. And employers would rather stick to their core skills, if guaranteed 
health coverage existed in the individual market. 

Fear of losing coverage from ACA is also unfounded, because the most likely replacement plans offer 
guaranteed access to all and subsidies to those that need them. It is inconceivable that a state will forsake 
the   federal subsidies and not offer these easy-to-implement innovations on coverage offerings.              

 

..................................................................................... 

Mr. Walters is a Fellow and Past President of the Casualty Actuarial Society 
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   LIBERAL MYTHS - On Income Taxes 
Myth: Today’s progressive income tax system is the fairest and most effective way 
of raising the federal revenue to run the federal government. 
More than a few Americans think the current income tax system is not progressive enough. Motivated by a 
sense of “fairness”, they believe the well-to-do can afford to pay more, while the least fortunate can’t afford 
to pay anything. They look to European countries as examples of national government taxes take up to half 
of GDP. Spreading the wealth is a core belief of this group who trust the federal government more than free 
enterprise. 

The fact is the top 10% of U.S. earners already pay more than 70% of the income taxes, while almost half 
of U.S. households pay no income tax at all. Too progressive a tax rate could stifle economic activity by the 
jobs creators.  

Federal Revenue is limited to about 20% of GDP – regardless of tax rates 
In the 1950s, the top marginal rates were close to 90%. Yet total federal tax revenues were close to 20% of 
GDP. At the end of the Reagan era, marginal top rates were below 30% and yet yielded the same 20% of 
GDP as federal revenues. Clearly, no matter what the top progressive tax rate, the U.S. has not been able 
to get much more than 20% of GDP for its revenue by using the archaic progressive income tax system.  A 
corollary is that high rates produce intense activity to avoid taxes, via tax shelters and deferred ventures. 
So behavior is modified especially to avoid “progressive, spread the wealth” tax systems. 

Spending Seems to Know No Limits 
Congressional spending always seems to rise because that’s a visible measure of success – to please 
constituents and help re-election efforts. This can’t last forever, as the piper must be paid. We have run 
federal deficits averaging $1.4 trillion for the first four years of this current Administration and $0.6 trillion for 
the past two years   -  unprecedented in our history.  Since fiscal 2008, the total national debt has grown 
from $10 trillion to now over $18 trillion – more than our GDP of $17.6 trillion.  
 
At current levels of spending and revenue, in two generations the entire federal revenue system will be 
needed to fund the existing version of the federal entitlement programs of Social Security, Medicare and 
Medicaid. And that does not include the Affordable Care Act. If federal healthcare in that form is retained, 
our nation’s financial collapse could come even sooner. There will be no money to pay even the interest on 
the national debt, much less have a defense budget or a Homeland Security budget, or pay for any other 
programs such as commerce, education, transportation, energy or agriculture. 
 

The income tax system needs fundamental reform, not new higher tax brackets 
The current federal income tax code spans over 70,000 pages. Compliance costs are estimated at some 
$400 billion a year of wasted activity. Further, even 93,000 IRS agents miss collecting some $300 billion of 
taxes theoretically owed each year. 

Many activities are taxed multiple times – e.g. business ventures and family lifetime savings upon the death 
of the enterprise creator. Businesses are first taxed on their annual profits, before they can pay dividends.  
Their dividend recipients are then taxed again as ordinary income. 

Furthermore the Social Security taxes withheld from workers is taxed even before it is received. There is no 
deduction from federal taxes on the social security taxes that are withheld. Then when a worker retires, he 
must pay income taxes (only a 15% exemption) on the social security payments he has already paid full 
income taxes when deducted. 

If converted to a retirement account, those funds would only be taxed once when finally received. 

U.S. corporations also pay the highest corporate tax rates in the world, which makes them uncompetitive 
with other industrial nations. This encourages shipping jobs and headquarters overseas. 

And the public does not readily understand that those corporations do not really pay those taxes; their 
customers do in the form of higher prices. Corporations don’t pay the taxes out of surplus. To exist they 
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must earn an after-tax return in competing for capital. So the public in the form of its customers are really 
paying the federal government those corporate taxes. The corporations are really the tax collectors for the 
federal government. 

Furthermore the “underground” economy here pays virtually no taxes to the federal government, as they 
don’t file returns on their true income. This estimated at $ 1 to $2 trillion a year.  Crime syndicates, illegal 
aliens and the “cash economy” are the principal culprits. 

The tax code is loaded toward special interest provisions in an attempt to direct industrial policy in a less-
than-economic manner. This feeds a huge lobbyist industry centered on K Street in Washington. 

In final perspective, no one familiar with the real situation believes that today’s progressive income tax 
system is very efficient or fair in raising revenue. Yet some still feel good about “punishing” the more 
successful to try to spread the wealth.  
 
 
             (Continued on page 8) 
 

Is Europe a Role Model to Follow? 
Many European countries supplement income tax revenue with a Value Added Tax (VAT) to support their 
huge federal bureaucracies. Yet this social democracy model is now exposed as a failure, because the 
promises far exceed the ability of their federal governments to meet them. For example, France has free 
healthcare, six weeks of vacation, and full retirement at age 55. Yet declining birth rates mean there are 
only 1.5 workers to support one retiree, who expects to maintain his lifestyle for another 30 years by living 
off current workers’ largess. This is economic and actuarial madness. 
 
The U.S. is not far behind. The present value of entitlement programs in the U.S. is a deficit of over $70 
trillion today! This means that we need $70 trillion in cash in a lockbox today, earning interest, to pay for 
the future promises of Social Security, Medicare and Medicaid for current and future generations. This 
does not even include the newest entitlement program of the Affordable Care Act, which supposedly added 
30 million new recipients and expanded coverage for all in mandatory government minimum standard 
policies covering extra benefits. The truth is the government doesn’t have any funds in a lock box earning 
interest. Instead there are current IOUs by the Treasury who borrowed those revenues in the past to pay 
for other programs.  
 
The good news here is that the American public is at least willing to have an adult conversation about 
these issues, without resorting to Greek or French style riots by those unwilling to face facts. This 
upcoming election in 2016 deserves such an adult conversation. 
 
Killing more jobs by raising taxes on small businesses – the principal jobs creators – is economically 
counterproductive. Well over 50% of small businesses pay the individual not the corporate tax rates. 
Furthermore, raising corporate tax rates on large businesses who already have highest tax rates makes us 
even more uncompetitive worldwide and encourages more outsourcing of production overseas. 
 
Growing the economy via lower taxes is the better way to go. That may mean trimming Congressional 
appetites to continue federal programs at current rates - another part of the adult conversation as well. 
 
Taxes Haven’t Risen Much in the Past Few Years? 
This is another myth that proponents of the status quo like to propound. The allegation is that the Obama 
Administration grew expenditures at only moderate rates. Yet his base year to calculate spending growth 
was the extraordinary year of 2009 – right after the crash. This year had the largest federal deficit ever 
recorded - $1.4 trillion.  We had the Troubled Asset Relief Program (TARP) – some $700 billion – to save 
the financial institutions. We had another almost $800 billion in the Stimulus Program of 2009 - American 
Recovery and Reinvestment Act. Much of these funds on “shovel ready” projects (that weren’t quite shovel 
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ready) were transfers to states and public unions unwilling to cut spending programs. 
 
Interpreting TARP to include GM and Chrysler as financial institutions was also an unwarranted expansion 
by the Obama administration to reward politically loyal unions over and above other creditors. This was an 
example of crony capitalism under the guise of “saving the economy” from further decline. 
 
The Whole Tax Code Needs a Fresh Look 
We need to look at the whole tax system in the U.S. – and everything should be on the table – including 
eliminating tax shelters, broadening the base at lower tax rates or even a national sales tax, but with 
improvements over the VAT tax to untax the poor. 
 
The ideal system should be simple, fair, voluntary, transparent, border neutral, industry neutral, and helpful 
to growing the economy to pay for our major expenditure items such as Medicare and Social Security.  
Those who benefit from the current tax system should be dismissed in their criticisms of change - 
especially lobby organizations whose prime function is to game the current tax code for special advantages 
for their constituents and politicians who rely on donations from those special interest groups. 
 
Ironically some of the entities for whom the lobbyists work would be for some major revamping of the tax 
code. It is the lobby groups who want to keep the current system as their importance and their personal 
livelihood that benefit more than their constituents. 
 
A  VAT tax system is loved by European economies because those revenues are added to their 
progressive income tax systems, often boosting federal revenue (and federal spending) to over 40% of 
their GDPs. This brand of socialism generally consigns their intrinsic unemployment rates to over 10%, as 
their products are often uncompetitive on world markets. 
 
Overly generous benefits such as retiring at age 55 and “free” health care make for a sooner bankruptcy of 
their economy than even the U.S.  Over promising benefits to get elected is a short-term benefit to 
European politicians, which will see a collapse of their economies way before that of the U.S.   
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LIBERAL MYTHS - THE LIVING CONSTITUTION 
Myths About the Living Constitution 
By Mike Walters 

Activist Supreme Court advocates believe that the U.S. Constitution should be a living document, 
changing with the mores of the times. They also believe that the world of 1787 was so different from 
today that wise jurists can craft what the founding fathers would have articulated had they known of 
today’s conditions. A corollary is that those who stick to the original document will miss on important 
revisions that today’s society needs in order to promote fairness. 

 
In contrast, traditionalists believe the U.S. Constitution is a brilliant time-tested document that guided 
our nation’s phenomenal success. It has checks and balances to preserve individual rights from a 
central government that might try to dominate society. The conservative view is that well-meaning 
liberal intellectuals will try to craft solutions that they favor for the “good of the people”, even overriding 
legislature-enacted measures that they do not favor. This is known as legislating from the bench. 
 
What is the more appropriate viewpoint to preserve what the country’s founders intended for this 
country, and what has made this country great? Has our Constitution and system of checks and 
balances helped us to become the most successful country in the history of the planet?  Our form of 
government has remained unchanged for an unprecedented two and a quarter centuries, while other 
counties have undergone radical changes and even subsequent revolutions and declines. 
 

Founders Were Erudite and Wise 
It is amazing how learned in history, political science, economics and philosophy the original framers 
of the Constitution were. Many of the founders had the equivalent of double and triple PhD’s in the 
crucial areas that a new nation needed wisdom in formulating its new constitution. 
 
The founders were familiar with the history of politics going back to the cradle of modern civilization in 
ancient Greece and Rome – including the wisdom of Plato, Socrates, Aristotle and Cicero. They also 
were versed in the travails of governing through the Middle Ages, the Renaissance and Enlightenment 
via the writings of Aquinas, Augustine, Kant, Locke, Thomas More and the like. And Adam Smith had 
just published the now classic Wealth of Nations. 
 

Governments Need Checks and Balances 
The Constitution founders had access to the wisdom of the ages in setting up a new government after 
the American Revolution. They knew that pure democracy was a theory destined to fail, because of 
the potential tyranny of a pure majority vote.  Hence they set up a Constitution and Bill of Rights that 
had an ingenious set of checks and balances to limit government excesses. The goal was getting the 
best of what men were capable of in governing themselves – which by necessity and in essence is 
ceding power to gain efficiency. They also recognized from Adam Smith that the wealth of nations 
came from unleashing economic power from a free market system.  
 
Believers in a “living” Constitution (i.e. allowing a change in principles as time progresses) ignore a 
major premise:  Man has not changed fundamentally in the last two hundred years compared to the 
more than two thousand year history that the framers reviewed in writing our simple, yet profound, 
constitution. 
 

Changes Deliberately Designed to Be Hard to Make 
The founders did allow for constitutional amendments – which by nature are hard to make – and 
require a huge majority of the voting public to acquiesce.  What they did not foresee was a few 
Supreme Court judges deciding, with no checks and balances, that they are wiser than the original 
framers, and can make new laws out of whole cloth without the consent of the governed on these 
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major issues. 
 
The framers also saw the danger of the federal government usurping power from the states and 
individuals, so they clearly specified (in Article I, Section 8) the only powers that the federal 
government could employ, with all the other powers reserved for the states or the people (in the Tenth 
Amendment Bill of rights). 
 
Advocates of federal spending to solve every problem would be well advised to refresh their 
understanding of the U.S. Constitution. 
 

The Original Constitution Has Produced Vast Success – Consider the Risks of 
Changing It 
For over two centuries now America has been transformed into the freest, most prosperous and 
successful nation in the history of the world, with the longest surviving form of government of any 
country. Proponents of a changed meaning of the Constitution into a “living one” would espouse a 
form of judicial government where wise jurists could craft “better” solutions to current problems than 
the legislature could. 
 
A new “living” model could grant positive rights not thought of by the framers, or not thought to be 
appropriate for the federal government to be granting, e.g. right of privacy, or right to a living wage, or 
right to healthcare or to living quarters at a reasonable cost. The originalist view of those is that if the 
populace wants new rights, they should enact new laws or even amend the Constitution, but do not let 
a well-meaning but unelected set of “wise jurists” change everything because of their views of what 
society should offer. 

            (Continued on page 10) 

 
The framers obviously knew that man needs food, clothing, shelter, medical care to survive and thrive. 
Yet they deliberately did not vest the federal government with the obligation to provide those things or 
to make sure that individuals had them. They restricted the freedoms generally to the “negative 
liberties”, e.g. you can’t deny someone the right to a fair trial or to deny an individual the right to 
defend his family with firearms. 
 
Also “living constitutionalists” would rely more on international mores to influence US policy, thus 
expanding the wisdom of the U.S. to include precedents from other nations.  Presumably the 
proponents would pick which “civilized” nations they would choose to emulate. An example might be 
banning the use of capital punishment which is the case in many Western European nations. 
 
By imposing a new set of rights articulated solely by judicial interpretation, instead of allowing the 
states and the public to vote on them, it would materially change the nature of our governing system. 
Allowing “wise” judges to substitute the lawmaking part of our government is a fundamental change to 
the whole nature of our society and to the elaborate system of checks and balances.  This could risk 
the success of the current system of government in many unintended ways. 
 

History of Packing the Court Under FDR 
During the Great Depression in the 1930s, President Franklin D. Roosevelt was not happy that the 
Supreme Court threw out six of his proposed schemes to try to get more power to the federal 
government to effect change. He then proposed getting six new judges to the Supreme Court (adding 
one for each judge over age 70) who would be more sympathetic to his maneuvers. The Senate 
rebuffed him by a vote of 70 to 20, including many from his own Democratic Party. 
 
Many of his bold attempts to regenerate a stagnant economy were lauded as imaginative and forceful 
steps to deal with an economic crisis. Yet the separation of powers in our system of government was 
too important to allow one branch to overreach, even though it may be nobly intended.  
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In retrospect, FDR’s overreaching federal powers to try to boost the economy may have delayed the 
natural recovery and prolonged the Great Depression an extra seven years. The New Deal’s anti-
competition policies short-circuited the market’s self-correcting forces. Excise taxes – which hurt the 
middle class – were job killers as well, as extra costs inhibited new hiring. Money spent by federal 
government came from the people who had less to spend on goods and services. 
 
This is a prime example of why the Constitution should not be reinterpreted by imaginative judges to 
implement noble goals. The precedent is too worrisome that some of the ideas of well meaning judges 
would have unintended consequences in the future. 
 
The risk of a too powerful federal government – taking away rights and powers from the states and the 
people – was paramount in the minds of the founders. 
 
The public should not be swayed by persuasive arguments of legislating from the bench for noble 
goals. The fundamental change in the nature of our government is way too risky. 
 

Changes in Changes in Public Opinion To Be Done By Legislatures, the Popular 
Branches of Government 
Former Chief Justice William Rehnquist pointed out that the Court should not be a third legislative 
branch, with no mandate to cure social ills, even if well motivated. 
 
His perspective was that all governmental authority in America flows from the people – in the form of 
their original Constitution establishing the rules for governing.  
 
The people’s rights were to be protected by the checks and balances within the new federal 
government, and by the first Ten Amendments to the Constitution – the Bill of Rights. Even the power 
of the states were restricted in the 13th, 14th and 15th Amendments banning slavery, granting due 
process and giving rights to vote, regardless of race. 
 
His view of a “living constitution” was to deal with language update, not to create a new set of values. 
He even decried the use of moral judgments by justices, as those are subjective. A change in public 
opinion does not change the Constitution’s protections. If felt strongly enough, public opinion can 
produce Amendments to the Constitution, which are deliberately hard to achieve. 
 

Need a Knowledgeable Electorate 
In final perspective, a democratic republic such as we have requires a knowledgeable voting public to 
succeed. One has to recognize what is being ceded to the governing representatives. And it is not 
clear that the current education system is delivering on the wisdom needed to perpetuate this great 
and unique experiment and success story that has been America. Especially if popular opinion can be 
swayed to allow Supreme Court justices to interpret a “living Constitution”. 
 

 
………………………………………………………………………………………………………………………. 
Mike Walters is a Fellow and Past President of the Casualty Actuarial Society 
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        LIBERAL MYTHS - UNIONS 
Myths About Unions 
By Bob Meng 

Union leaders would have you believe that strong unions are the last great defenders of the middle class. In the 
late 1800s unions stood up against industry barons in steel, railroads and automakers who exploited worker rights 
to maximize profits.  Therefore unions should be given slack in building back towards their old numbers, especially 
for public employee unions (which were ignored for a hundred years). 

They are seeking closed shops for public unions: employees must join and dues are deducted from the paychecks.  
Further, they want collective bargaining rights to negotiate the best benefits along with wages, just like in the 
private market. 

Even FDR shunned the idea of public unions, as there was no arms length negotiation. Politicians with no stake in 
the game just cave to union demands, and enjoy the election donations. 

On pensions, the true payoffs are decades in the future - long after the incumbents are gone. And there’s almost 
no public disclosure of the costs of these concessions. Pension liabilities are not often disclosed in public financial 
statements because they are contingent and not certain. 

The truth is that the union model may have outlived its original purpose, and morphing towards public sector 
expansions may be counter to the public good. 

 

Role of Unions Has Changed   
The prior union movement in America did play a vital role to offset power concentrations from less 
regulations in the 1800s Industrial powerhouses had almost monopoly power – especially in textiles, 
railroads and mining. The threat of strikes in those industries brought quick improvements in safety and 
work rules, and compensation. 

Labor movements then moved into steel, rubber, trucking, auto and shipping. All felt the negotiating 
strength of strike threats to bargain for fairer wages, benefits and working conditions.  

The apex of union strength was in 1940, where 34% of U.S. non-farm workers were in some form of 
union. 

Union Domination Subsides 
In response to abusive practices in some industries, Congress passed anti-trust bills and labor laws. 
Permanent oversight agencies began to issue regulations, e.g. Occupational Health And Safety 
Administration (OSHA) and the Environmental Protection Agency (EPA). 

These laws and regulations superseded the earlier labor union efforts to improve workplace safety in 
virtually all of America’s workforce. Furthermore, businesses themselves reevaluated their view on 
“management versus labor” contentions and began to look at their workforce as a strategic opportunity. 
Companies with a motivated, secure and happy workforce had a strategic advantage over less caring 
competitors. 

Among unionized workforces, strikes were a very unsettling method of dispute resolution, with outcomes 
often not even recovering the lost wages of a lengthy strike. 

 

Labor Union Industries at Competitive Disadvantage 
Another force that diminished the influence of unions was the prospect of competitive disadvantage in a 
worldwide market.  

Even when there were few foreign competitors (like domestic airlines), work rules and compensation 
packages made it difficult to earn a profit. So many did Chapter 11 revisions to abrogate the hard won 
union contracts. 

 

Public Unions Now Dominate - for Fund Raising 
While private sector unions are in decline, public union membership is growing. A main purpose of union 
leaders was to get workers a greater share of the profits they help create. Yet government workers don’t 
generate profits. Their negotiations usually meant higher taxes, exacted from the rest of the public. FDR 
considered this “unthinkable and intolerable.”  
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Nevertheless, the strong tie between unions and the Democrat Party gave rise to another strategy, if 
collective bargaining were made legal for public workers. Union dues could support politicians in power 
with whom they negotiated better contracts - a winning cycle, in their view.  

Key features were: lack of sunshine on the negotiations and the deferred nature of the payoffs, 
especially on the pension obligations, that are kept off the public books 

California, Illinois, Michigan and Wisconsin were classic examples of public sector unions negotiating 
“gold plated” pay and benefits for public sector employees.  

 

Push Back From the Public on Public Union Abuses 
Taxpayers are now awakening to the problem, as some cities are going broke, with unfunded public 
pension plans. Faced with a $3.6 billion budget shortfall in 2010, Wisconsin governor Scott Walker 
proposed public workers paying half their pension costs and limiting collective bargaining, the latter to 
fundamentally alter the relationship of unions to government.  Wisconsin legislators then voted to: end 
collective bargaining for anything but wages and stop the state from collecting union dues. (Half of its 
Wisconsin members have stopped paying their dues.) 

 

Kickbacks to Unions Uncovered and Stopped 
Wisconsin’s state unions had also mandated specific health insurance plans (without competitive bids) 
that overcharged the members and used some of the excesses to fund political campaigns and union 
coffers. Walker put a stop to that, and union members enjoyed much lower premiums. 

Walker’s plan put Wisconsin on a path to be more like Texas, Indiana and Virginia (all who weathered 
the recession rather well) where most collective bargaining in the public sector is illegal. 

In an effort to retaliate, Wisconsin unions organized a recall for Walker. It was not successful. Voters 
said they agreed with efforts to bring fiscal reality to the public sector again.  On the same day, voters in 
San Diego and San Jose overwhelmingly implemented restraints on run-away public sector pensions.   
In summary, the public has started to awaken to what the private sector discovered about the value of 
unions which will likely lead to other states and local authorities challenging the status quo. 

        
……………………………..............................................................................................................................
.. 

Bob Meng is a retired executive of Caterpillar, Inc. 
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