BABY-BOOM RETIREMENT CRISIS

1) USEFUL BACKGROUND INFORMATION SOURCES:

FiscalSolvency.com

fullhousetrader.com/cornerstone_annual_market_outlook jan2007.htm

2) THE THREE CORE PROBLEMS:

i) The U.S.A. has many tens of trillions of unfunded promises to the
nation’s retirement system (S.S., and especially Medicare & Medicaid).
The figure for fiscal year 2008 is approximately $59.3 trillion. $65.5 Tril.

if) This fact is well hidden because the Federal Government keeps 3 sets
of books (cash, “audited”, and full accrual). The “headline” numbers are
always the most favorable and meaningless “cash basis” books.

iii) Without public outcry, elected officials won’t address this problem
until it’s an obvious crisis. The solution must start with voters not
politicians. Reason: it’s a very difficult issue that “takes away” rather
than “gives”. This is not a winning platform for a candidate.

3) NECESSARY INSTITUTIONAL SOLUTIONS:

A) Adopt accrual based, actuarially sound federal accounting

B) Establish a “VBO” Voters Budget Office, independent of Congress,
that reports to the people on the financial condition of our government
and vital government programs. This isn’t so far fetched. We had a very
conscientious Comprotroller General in David Walker for 12 years!

C) All government insurance programs must be fully funded and fiscally
sound as is required for all private insurance company policies.



Baby-Boom Retirement Debacle Starts 200¢

The baby-
boomers are
about to retire,
and it’s gomng to
costus—big.
Here’s what the
overnment
oesn'twant
you to know.
BY ANNA BERNASEK

ast fail Paui O'Neil], then Sec-
retary of the Treasury, wanted
a simple answer to a thorny
question: How prepared was
the nation st
future bills? Two government
calculate the answer. Their findings, which
sfiocked even them, were never published-—
tFe Bush administration made sure oOf that.
The reason for the silence was that by the
time the two researchers had completed
their study, O'Neill had been thrown out of
the Treasury and replaced by the more po-
litically astute Jobn Snow. No savvy ad-
2 ministration power player would dare point
out, right in the middle of tax-cut season,
that there was a huge hole in the country’s
finances—a $44 trillion hole.

MAN WITH A MISSION Boston University’s
Kotlikoff is a one-man fiscal warning system.




“There are tens of trillions of dollars in discounted net present value

of commitments and obligations that aren't adequately addressed...

‘We would have to have tens of trillions of dollars invested at Treasury
rates today to make good on those promises and we just don't have it..."

" .. We face a demographic tidal wave that is unprecedented in the

history of this country...”

Donald Walker, Comptroller General of the United States

Fortune, Sept. 10, 2003

"This particular insurance company [the Federal Government] has made
promises to it's policyholders that have a current value $20 trillion
or so in excess of the revenues that it expects to receive..."

Peter Fisher, Treasury Undersecretary for Domestic Finance

Wall Street Journal, Jan. 2003

GUL The first massive wave of baby-boomer retirees will hit five years from now. That
will leave fewer workers to pay for ballooning Social Security and Medicare bills.
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How the expected budget shortfall
of $44.2 TRILLION* breaks down i

$0.6
TRlLLION

Medicare
$36.6 TRJLLION

*Based 6n current government revenue and spending.
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A Cbnsdmiﬁg Problem

Under current eligibility requirements,
federal spending on _entitlement
programs, pamcularly Medicare, would
grow enormously in the future. '
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A First Big Step Toward Medicare Sustainability
J. D. Foster, Ph.D.

Medicare is the third largest program in the fed-
eral government after defense spending and Social
Security. It will soon become the largest program,
absorbing an ever-increasing share of the budget
and national income. While the basic facts about
Medicare are not new, what is new and encouraging
is the growing recognition that Medicare is unaf-
fordable in its current form and must be fundamen-

tally reformed.

The Medicare trustees report that Medicare pre-
sents the nation with an $85.6 trillion financial hole.*
This is the present value of Medicare’s projected

excess costs,” which reflect current and future subsi-
dies provided under current law to Medicare benefi-
ciaries for health insurance. For_example, in 2007,

the average Medicare enrollee received a benefit val-

ued at $10,460, which included a subsidy of $4,053.

Medicare is a vital part of a federal social safety net,
and it should be preserved, kept affordable for lower-
income seniors, and be available to all seniors. How-
ever, this does not justify taxing workers and families
to subsidize the health insurance premiums of
higher-income seniors.

This observation suggests a policy of phasing out
Medicare subsidies for upper-income beneficiaries.

Such a phaseout would be good policy even if Medi-
care were fiscally sound, but it is even more impor-
tant given Medicare’s fiscal plight. On fiscal grounds
and on fairness grounds, phasing out the subsidy for
upper-income seniors should be among the first steps
toward comprehensive Medicare reform.

N\ 4

Talking Points

« Medicare is a vital program for seniors, but is
fundamentally unaffordable as it is currently
structured because it faces an unfunded obli-
gation of $85.6 trillion.

« Successful Medicare reform will need an
achievable goal consistent with sustainabil-
ity. Maintaining general revenue support for
Medicare at today’s levels as a share of the
economy provides such a goal and would
reduce the reform target to $67.8 trillion.

« In 2007, the average Medicare beneficiary
received a general revenue subsidy of $4,053.

« Subsidizing low-income seniors’ health insur-
ance is and always will be an integral part of
the nation’s social safety net; however, subsi-
dizing middle-income seniors becomes ques-
tionable at some point, and using tax dollars
to subsidize the health insurance of upper-
income seniors has never been appropriate.

« Phasing out the subsidy for upper-income
seniors is an obvious first step toward Medi-
care sustainability. Such a policy would
reduce Medicare’s long-run excess costs by
over $41 trillion.

This paper, in its entirety, can be found at:
www.hen'tage.arg/Research/HealthCare/b92253.q‘m

Produced by the Thomas A. Roe Institute
for Economic Policy Studies

Published by The Heritage Foundation
214 Massachusetts Avenue, NE
Washington, DC 20002-4999
(202) 546-4400 - heritage.org

Nothing written here is to be construed as necessarily reflect-
ing the views of The Heritage Foundation or as an attempt
to aid or hinder the passage of any bill before Congress.
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ANTIQUATED PAY-AS-YOU-GO ACCOUN'I:ING:
Key to the Baby-Boom Retirement Crisis
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Good morning. Welcome to the Congressional Budget Office’s (CBO’s) annual
Director’s Conference.

In previous years, these conferences have addressed issues such as improving
revenue estimation and strengthening the budget process. Today’s conference
focuses on the largest fiscal challenge facing the nation: the aging of the
population and the growing cost of federal health and retirement programs.

The basic challenge is well-known. If current trends continue and current policies

remain in place, federal spending will outstrip revenues in coming decades, even
iftax reductions enacted over the past few years expire, as scheduled, at the end

of 2010. Deficits will increase sharply, debt held by the public will grow faster
than the economy, and interest payments will soar, undermining the government’s
finances and weakening the economy.

In short, the nation’s fiscal policy is on an unsustainable path, posing a long-term
threat to the well-being of the American people and the country’s status in the
world.

The reasons for that dire outlook are familiar but warrant repeating. Over coming
decades, the aging of the U.S. population will slow the pace of economic growth
—and the growth of tax revenues—at the same time that a combination of the
aging population and rising health care costs will cause spending growth to
accelerate.

Economic growth will slow because as workers age, they become less likely to
participate in the labor market. Over the next decade alone, CBO estimates, that
demographic effect will trim about 0.5 percentage points off of the annual growth
of the labor force, and, as a result, decrease the potential real growth rate of the
economy from the 3 percent that it has been, on average, since 1990 to 2.6 percent
over the next 10 years.'

At the same time, the aging population will place increased demands on Social
Security. Spending for that program today amounts to about 4 percent of gross
domestic product (GDP). If current trends continue, however, that spending will
reach roughly 6 percent of GDP in 2030—and will continue to increase
thereafter.

Medicare and Medicaid pose an even greater challenge. Those programs face the
same demographic pressures as does Social Security. However, Medicare and

1. Congressional Budget Office, The Budget and Economic Outlook: An Update
(August 2006).

2. Congressional Budget Office, The Long-Term Budget Outlook (December 2005).



Medicaid also face the pressures of rapidly rising health care costs. Over recent
decades, health care costs per beneficiary in those programs have grown an
average of 2 percentage points to 3 percentage points faster than per capita GDP
each year. Even if that extra growth slows to just 1 percentage point, spending on
those programs will grow from roughly 4.6 percent of GDP today to more than 9
percent of GDP in 2030—and will continue to rise thereafter.’

To put those figures in context, keep in mind that federal spending today is
slightly more than 20 percent of GDP. Social Security, Medicare, and Medicaid
together amount to about 9 percent of GDP, slightly more than two-fifths of
federal spending. By 2030, however, spending on those programs is projected to
reach roughly 15 percent of GDP, equivalent to about three-quarters of current
federal spending levels. If that increase happened and total spending was held at
about today’s level as a percentage of GDP, the rest of the budget would have to
be cut by more than half.

Spending on Social Security, Medicare, and Medicaid will thus exert pressures on
the federal budget that economic growth alone is unlikely to alleviate. Substantial
reductions in the projected growth of spending and perhaps a sizable increase in
taxes as a share of the economy will therefore be necessary to maintain fiscal
stability in coming decades.

The challenges themselves are well-known, yet there is little evidence that they
have yet had much influence on policy decisions. The goal of today’s conference,
therefore, is not only to document the challenges but, more importantly, to discuss
how they might become more prominent in the policy process. That discussion
has three components—the ABCs, if you will, of long-term budget challenges:
how to account for long-term federal obligations, how to budget for them, and
how to communicate about them.

Let me begin with the A, accounting.

The budget has long held the spotlight in discussions of fiscal policy. However,
the federal government also keeps another set of books. That second set of books

the Financial Report of the United States Government—reports fiscal
performance using financial accounting principles rather than budget accounting

principles.

In this case, there is nothing sinister in keeping two sets of books. The budget and
the financial report serve different purposes and therefore have different ways of
reporting the government’s fiscal condition. Neither provides all relevant
information about federal finances.

3. Ibid. 7



The key difference between the two reports is the method of accounting used in
each.” With a few exceptions, the budget uses cash accounting; it measures cash
flows in and out of the U.S. Treasury and reports them in the year they occur. The

financial report, in contrast, uses accrual accounting; it recognizes expenses and
revenues when economic events occur, rather than when the resulting cash TIOWS
take place.

The difference between cash and accrual accounting is particularly important
when outlays and underlying economic events happen at different points in time.
Retirement benefits for federal workers are a prime example. The budget reports
outlays when benefit payments are made to retired workers. The financial
statements, in contrast, record an operating expense for the estimated cost of those
benefits as workers earn them.

The Federal Accounting Standards Advisory Board (FASAB)—the organization
that establishes accounting standards for the federal government—is now
grappling with the question of how to apply accrual accounting principles to
programs like Social Security and Medicare.” As one of our speakers will discuss,
a majority of the board members favor an approach that would treat a large
portion of future Social Security and Medicare benefits as current liabilities and
that would recognize a large expense each year ( measured in the hundreds of
billions or perhaps trillions of dollars) to reflect increases in those obligations
over time.

Thus, FASAB’s efforts raise important questions about the appropriate accounting
treatment for social insurance programs. The increasing attention being paid to
FASAB and, more generally, to the financial report also raise a broader question
of whether and to what extent budget policy should be informed by the

accounting statements. (I should emphasize that FASAB standards apply only to
the financial statements and, contrary to some media coverage, have no direct
effect on the budget.)

That brings us to the B, budgeting.

As I noted, the budget is generally prepared on a cash basis. As a result, the
impacts of long-term obligations appear in the budget in the years in which
outlays eventually occur. That approach can create problems if significant effects
occur beyond the standard five- or 10-year budget window.

Today, a 10-year window does include the beginning of the approaching fiscal
challenges. As the leading edge of the baby-boom generation begins to retire and

4. For a detailed discussion of the similarities and differences between the budget and the
financial reports, see Congressional Budget Office, Comparing Budget and Accounting
Measures of the Federal Government’s Fiscal C ondition (December 2006).

3. The Congressional Budget Office has one of the 10 seats on the board.
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Federal Deficit Reality
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Updates to the Primer below, with more recent numbers
are available at the following links:

2008 Federal Deficit

2007 Federal Deficit

2006 Federal Deficit

"GOVERNMENT ECONOMIC REPORTS: THINGS YOU'VE
SUSPECTED BUT WERE AFRAID TO ASK!"

A Series Authored by Walter J. "John" Williams

"Federal Deficit Reality"
(Part Three in a Series of Five)

September 7, 2004

U.S. Treasury Shows Actual 2003 Federal Deficit at $3.7
Trillion

Deficit Moves Beyond Any Possible Tax Remedy

Could U.S. Treasuries Face a Rating Downgrade?

The U.S. government’s fiscal ills have spun wildly out of control and
no longer are containable within the existing system. As detailed in
this article, the actual annual shortfall in U.S. government operations




for fiscal year 2003 (September 30) was $3.7 trillion. Put in
perspective, that means if the U.S. Treasury had seized all wages
and salaries in 2003 with a 100% income tax, there still would have
been a deficit! The outlook for fiscal 2004 numbers is even worse.

Considering that the popularly reported 2003 budget deficit was
$374 billion, one-tenth the number cited above, this installment on
government reporting concentrates on where the incredulous $3.7
trillion number comes from, how and why the Treasury is reporting
it, and why the financial press and federal politicians are ignoring it.

Nonetheless, some implications of the current circumstance are
touched upon briefly, here, conditioned by the promise of a full and
separate analysis at a future date.

As brief background, the $3.7 trillion number is from government
financial statements prepared using generally accepted accounting
principles (GAAP), and a large portion of the expanded deficit is from

the annual increase in the net present value of unfunded Social
Security and Medicare obligations..

The impossibility of this circumstance working out happily is why
lame-duck Federal Reserve Chairman Alan Greenspan suddenly has
urged politicians in Washington to come clean on not being able to
deliver promised Social Security and Medicare benefits already under
obligation. He suggests, correctly, that there is no chance of
economic or productivity growth resolving the matter. The funding
shortfall projections already encompass optimistic economic
assumptions.

Even if the Administration and Congress heeded Greenspan’s advice,
the unfolding fiscal disaster faces one of only two very unpleasant
general solutions:

. The first solution is draconian spending cuts, particularly in Social
Security and Medicare, even if accompanied by massive tax
increases. This appears to be a political impossibility, at present.

. In the absence of political action, the second solution is the U.S.
government facing some form of insolvency within the next decade
or so. Shy of Uncle Sam defaulting on debt, the most likely outcome
is the Fed eventually having to monetize U.S. debt heavily,
triggering a hyperinflation. U.S. obligations eventually would be paid
off in a significantly debased and devalued dollar.

Implications for the United States’ sovereign credit rating is
discussed more fully in a later section, but the unfolding fiscal crisis



also opens the possibility of a credit downgrade for U.S. Treasury
securities. This could happen before either of the two broad solutions
discussed above comes into play.

Accounting Gimmicks Mask Underlying Reality for Decades

Misleading accounting used by the U.S. government, both in financial
and economic reporting, far exceeds the scope of corporate
accounting wrongdoing that has received partial credit for recent
stock market turbulence. The bad boys of Corporate America,
though, still were subject to significant regulatory oversights and the
application of GAAP accounting to their books. In contrast, the
government’s operations and economic reporting have been subject
to oversight solely by Congress, America’s only "distinctly native
criminal class."[1]

Nearly four decades ago, President Lyndon Johnson’s political
sensitivities led him and the Congress to slough off some of the costs
of an escalating Vietnam War through the use of accounting
gimmicks. To mask the rapid growth in the federal government’s
budget deficit, revenues from the surplus being generated by Social
Security taxes were added into the general cash fund, without
making any accounting allowance for the accompanying and
increasing Social Security liabilities. This accounting-gimmicked
reporting was dubbed "unified" budget accounting.

The government’s accounting then, as it is now, was on a cash basis,
reflecting cash revenues versus cash expenditures. There were no
accruals made for monies owed by or due to the government at
some time in the future.

The bogus accounting understated the actual deficit for decades and
even allowed for claims of budget surpluses in the years 1998 to

2001. While there were extensive self-congratulatory comments

between the President, Congress and the Fed Chairman, at the time,
all involved knew there never were any actual budget surpluses.
There hasn’t been an actual balanced budget, let alone a surplus,
since before Johnson and his cronies cooked the bookkeeping.

The doctored fiscal reporting complemented the short-term political
interests of both major political parties. Additionally, the ignorance
and/or complicity of Pollyannaish analysts on Wall Street and in the
financial media-eager to discourage negative market activity-helped
to keep the fiscal crisis from arousing significant concern among a
dumbed-down U.S. populace.

U.S. Treasury Owns Up to a Financial Nightmare



In the mid-1970s, the then "Big Ten" accounting firms proposed
setting up for the federal government an accrual accounting and
reporting system similar to that used in the business community.
Purchases of capital equipment, weapons and buildings would be
booked as assets and depreciated, taxes receivable and accounts
payable would better reflect near term cash needs. Accrued
liabilities, such as Social Security payments due in the future, would
reflect longer-term cash-flow needs.

As the project progressed, GAAP accounting was applied to the
government’s operations and prototype annual statements were
published beginning in 1974. The appropriate accounting for Social
Security liabilities, however, was discarded during the Reagan
administration as being politically untenable.

Under the eventual mandate of Congress, the accounting project
culminated in the U.S. Treasury publishing its first formal Financial
Report of the United States Government for fiscal year 2000,
Consistent with GAAP, except for Social Security and similar accounts
such as Medicare, Medicaid and the Railroad Retirement Fund.

To the credit of the Bush administration, later reports, published in
April 2003 and April 2004 for fiscal years 2002 and 2003, indicated
for the first time since the 1980s what the Social Security and
related numbers would look like if they were included in the
accounting, just as corporations need to account for pension and
retiree health benefit liabilities.

The gimmicked accounting standards, as established during the

Johnson era, and as used today for official, unified budget reporting,
show a 2003 deficit of $374.3 billion. Using GAAP reporting (without
Social Security reporting), the official GAAP deficit for 2003 expands

to $665.0 billion. Including accounting for Social Security and related

areas, the 2003 deficit balloons to $3,702 billion, or $3.7 trillion.[2]
The accounting reflects no adjustment for the new, more expensive

Medicare program.

As an aside, if you download[3] a copy of the financial statements,
the GAO’s auditor’s letter as to why they won't certify the statements
is an exposé of significant financial mismanagement within the
federal government.

Beyond the $3.7 trillion deficit in 2003, however, the numbers get
even worse, because the shadow deficit has been taking its toll ever
since the Johnson era. According to the Treasury’s 2003 financial
statement, the U.S. government has a negative net worth of $34.8



trillion. That $34.8 trillion reflects $36.2 trillion in financial liabilities
offset by $1.4 trillion in assets, of which only $0.4 trillion are liquid.

Part of the underlying reality-the actual operating cash shortfall-is
reflected in the growth of the federal debt. During fiscal 2003, for
example, gross federal debt increased from $6.2 trillion to $6.8
trillion, or by $600 billion, against the unified $374 billion deficit. As
of the end of August 2004, the debt had increased to $7.3 trillion.

While gross federal debt is at a record, relentlessly pushing against
borrowing ceilings, the markets, press and politicians generally
ignore that portion of the debt borrowed from Social Security and
similar programs. So, the September 30, 2003 debt level commonly
is reported as only the $3.9 trillion owed to the public, instead of the
total $6.8 billion. Again, the more accurate GAAP estimate of total
government liabilities is $36.2 trillion.

2004 Results

Results for the official 2004 deficit will be published in the next
several months, and the numbers are projected by the Bush
administration to be significantly worse than in 2003, $445 billion
versus $374 billion, with the actual deficit likely to near $4.3 trillion
(my estimate). The 2004 GAAP financial statements on the
government will not be published until March/April 2005.

GAAP-Based GAAP-Based ‘7.200"/

Fiscal "offiecial" Deficit Without Deficit With

Year Defieit Soc. Sec., Etc.| Soc. Sec., Etc

2004 est. $445 Billion $800 Billion $4.3 Trillion
2003 $374 Billion $665 Billion $3.7 Trillion
2002 $158 Billion $365 Billion $1.5 Trillion

The credit markets were rattled slightly by the early official
projections of an increasing shortfall in government finances, but
only the surface problems have gained any market recognition. The



U.S. government operations for fiscal 2005 (year-ended September 30), based
on generally accepted accounting principles (GAAP) as usually applied in the
business world, but excluding ongoing liabilities to Social Security, Medicare
and similar programs. The $760.0 billion was up 23.2% from 2004's $615.6
billion GAAP-based deficit, while the official, accounting-gimmicked 2005
deficit of $318.5 declined by 22.8% from $412.3 billion in 2004.

Including Social Security, Medicare and similar liabilities, the total GAAP-
based 2005 deficit was $3.5 trillion, down from 2004's $11.1 trillion, which
was spiked by a one-time setup charge for recent Medicare enhancements.

CumulATIV E

Net of the one-time charge, which we have re-estimated based on the 2005 ,QCC PuwL

data (the government has not published an estimate), the GAAP-based deficit i .

in 2004 was about $3.4 trillion. SHo Tf"H «
DEFICIT 2005

US Government - Alternate Fiscal Deficit and Debt (Source:
as Indicated)

Treasury; $s Are Either Billions or Trillions,
Formal GAAP GAAP
Cash- Ex-SS Wwith SS Federal Gross
Fiscal Based Etc. Etc. Negative Federa
Year Deficit Deficit Deficit Net Worth Debt
(Bil) (Bil) (Tril) (TEil)
2005 £318.5 $760.0 S 3D $49.4 579
2004 412 .3 615.6 o 45.9 7.4
2003 374.8 667.6 3T 34.8 6.8
2002 157.8 364.5 L.+:5 321 6.2

eral Ok
ligatior
(GAAP)

*$3.4 trillion (updated from an initial approximation of

$4.7 trillion),
Medicare Prescription Drug, Improvement,
tion Act of 2003 (enacted December 8, 2003).

As shown in the accompanying table, a debilitating pattern has started to
surface in U.S. government operations, with annual GAAP-based deficits, net of
gimmicked accounting and one-time charges, running at $3.7 trillion in 2003,
$3.4 trillion in 2004 and $3.5 trillion in 2005.

From Clarity to Obfuscation in One Year

Administration comments in last year's financial statements were refreshingly
honest about the severity of the United States' fiscal travails. Such was not the
case in the more heavily politicized 2005 statements. 9
From the second page of "Management's Discussion and Analysis" (page 4) of

the 2004 statements[2]:

"In a table on page 11 of this section, the net present value for all of the

excluding one-time setup costs of the
and Moderniza-
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GAAP-Based 2008 Federal Deficit Hits $5.1 Trillion

Government Bankruptcy/Hyperinflation Just a Matter of Time

As discussed in the December 15th Alert, the U.S.
Treasury published its 2008 Financial Report of
the United States Government on December 15th:
http://fims.treas.gov/fr/08frusg/08frusg.pdf. A
summary of the generally accepted account
principles (GAAP)-based detail is shown in the
table on the following page. Against what had
been the recently publicized, cash-based "official"
fiscal 2008 (year-ended September 30th) federal
deficit of $454.8 billion, and parallel $161.8
billion deficit in 2007, the U.S. Treasury reported
that the 2008 deficit [change in net position] was
$1,009.1 billion, versus $275.5 billion in 2007,
using GAAP. Since 2002, the Treasury has been
reporting the government's finances using annual
statements prepared using accounting standards
similar to those used in corporate America.

Those numbers, however, did not account for the
annual change in the net present value of unfunded
Social Security and Medicare liabilities, except in
discussions and footnotes. Counting those
changes, as a corporation would for its pension
and healthcare liabilities for retirees, the 2008
annual deficit was $5.1 trillion, versus $1.2 trillion
in 2007. Such showed total U.S. obligations --
gross federal debt outstanding plus the net present
value of unfunded liabilities -- at $66 trillion,
roughly 4.6 times the level of reported U.S. GDP,
and greater than total estimated global GDP.
These numbers are unsustainable, as suggested in
the accompanying graphs, and already are
deteriorating severely for fiscal 2009. They also
doom the U.S. dollar to hyperinflation, as
discussed in the Hyperinflation Special Report of
April 8, 2008.

Copyright 2009 Shadow Government Statistics, www.shadowstats.com 1
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U.S. Government - Alternate Fiscal Deficit and Debt

Reported by U.S. Treasury F ] 5(. A’ L

Dollars are in either billions or trillions, as indicated. 9\ Q Og
Sources: U.S. Treasury, Shadow Government Statistics. )

GAAP GAAP Total®

Formal GAAP With SS Federal Gross Federal

Cash-Based  Ex-SS Etc. Etec. Negative Federal [ Obligations

Fiscal Deficit Deficit Deficit Net Worth Debt (GAAP)

Year ($Bil) ($Bil) ($Tril) ($Tril) ($Tril) ($Tril)
2008 $454.8 $1,009.1 $5.1 $59.3 $10.0 $65.5
2007 162.8 275.5 1.2 54.3 9.0 59.8
2006 248.2 449.5 4.6 53.1 8.5 58.2
2005 318.5 760.2 3.5 48.5 7.9 533
2004 412.3 615.6 11.0% 45.0 7.4 49.5
2003 374.8 667.6 3.0 34.0 6.8 39.1
2002 157.8 364.5 1.5 31.0 6.2 35.4

(1) Fiscal year ended September 30th. (2) Includes gross federal debt, not just "public" debt. While the
non-public debt is debt the government OWes to itself for Social Security, etc., the obligations there are
counted as "funded” and as such are part of total government obligations. (3) On a consistent reporting
basis, net of one-time changes in actuarial assumptions and accounting, SGS still estimates that the GAAP-
based deficit for 2007 topped $4 trillion, with negative net worth of $57.1 trillion and total obligations of
$59.8. So as to maintain consistency with the official GAAP statements, the "official" numbers are shown
in the table for 2007. (4) SGS estimates $3.4 trillion, excluding one-time unfunded setup costs of the
Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (enacted December 2003).
Again, in order to maintain consistency with the official GAAP statements, the "official" numbers are

/ i

shown in the table for 2004. Link to the 2008 statements: http:/..-/\rvww.fms.treas.gov/fr/OSﬁ'usw/()xﬁ'usu. df

10

Copyright 2009 Shadow Government Statistics, www.shadowstats.com 2



Lieberman Demands Explanation From
Treasury For Suppressing Long-term
Budget Analysis

Calls for immediate release of report cut out of 2004
Budget; Study found true cost of federal obligations to
be $44 trillion

WASHINGTON - Senate Governmental Affairs Committee Ranking Member Joe Lieberman,
D-Conn., Thursday asked the Treasury Department for a formal explanation of why an eye-
opening analysis of the Federal Government’s long-term budget obligations was suppressed
by the Bush Administration.

The Financial Times and other news media last week reported that an analysis commissioned
by the Treasury Department - which showed that the shortfall in funding to pay Medicare
and Social Security entitlement benefits over the next 75 years would be $26 trillion higher
than previously projected - was stripped out of the Fiscal Year 2004 Budget at the last
minute and has been kept from public view since then.

In a letter sent to Treasury Secretary John Snow, Lieberman said he wanted answers to a
number of questions surrounding the decision to bury the long-term obligations report, and
called on Snow to immediately release the full analysis and the budget document based on it
to the general public.

“These accounts - which have been confirmed independently by my staff - are deeply
troubling, suggesting that this Administration is trying to hide the true nature of our
financial obligations from the American people in order to advance its agenda of cutting
taxes indiscriminately,” Lieberman wrote.

“I believe the public we serve is owed a full accounting - both of the facts surrounding the
suppression of this study, and of what it says about our fiscal stability and the
Administration's fiscal policy.”

Lieberman said the need for the report to be made public could not be “more plain or more
urgent.” He cited the more than $2 trillion in revenue the government will lose from the two
major Bush tax cuts -- which will grow exponentially if those cuts are made permanent --
and the record-breaking deficits the government is projecting, largely as a result of those tax
cuts.

11
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May 25, 2004
SEN. LIEBERMAN'S "PRESENT VALUE" BUDGETING PROPOSAL

Last fall, Sen. Joe Lieberman introduced a bill (8. 1915) to require that the government use "present
value" accounting estimates of proposals that would expand unfunded entitlements or tax cuts that are

not "paid for" by offsetting reductions in federal spending.

Specifically, the bill would

(1) create a supermajority budget hurdle or "point of order” for bills that would increase the present
value of our unfunded liabilities or debts by more than $1 trillion (in today's dollars), regardless of any
"sunset” provisions designed to hide the intended long-term cost,

(2) disallow the use of expedited budget procedures (such as budget reconciliation) to increase the
deficit or reduce the surplus,

(3) reestablish a strict "pay-as-you-go" regimen for spending and tax bills, requiring a supermajority
vote for bills that aren't "paid for,"

(4) require Congress and the executive branch to estimate the overall present value of the nation's
unfunded liabilities or debts in official budgets,

(5) compel the President to submit plans to reduce debts if their present value exceeds a threshold, and
(6) set up a bipartisan commission to consider the President's plan and prod Congress on the issue.

In the absence of these sorts of measures, the Bush Administration and Congress seem intent on
buying the loyalty of voters (and political donors) using our children's money.

Ultimately, every additional dollar of national debt must be paid back by future generations, either
through higher taxes, lower government spending, or higher interest payments coupled with slower
economic growth.

The Lieberman bill would help bring that reality into focus.

Links:

One Page Summary of 8. 1915 from Sen. Lieberman's office (5/24/ 2004)
Section by Section Explanation

Bill Text

Centrists.Org It's the Sunsets, Stupid! CBO and JCT Should Show the Extended Cost of Expiring
Provisions (May 3, 2004)

Centrists.Org The Fourth Entitlement: Interest (December 1, 2003)

Posted by Jeff Lemieux at May 25, 2004 12:10 PM 12
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Boring, Yes, but Fixing Accounting Rules Is Vital for Budget Sanity

By Norman J. Ornstein
Roll Call
Wednesday, July 7, 2004

ABSTRACT

Honest fiscal accounting is a necessary first step to begin to implement policy change.

At a recent seminar about the economy, I heard an economist close to the Bush administration scoff at the notion
that budget deficits are a big broblem. then tout the administration’s record. He noted, “If you take out
entitlements, the budget is basically in balance.” Very impressive. It is akin to saving, “If you take out the fact that
vour heart has stopped, your health is excellent.” Or to pick a more familiar analogy, “Other than that, Mrs.
Lincoln, how was the play?”

Finding an appropriate international role for America in the age of terrorism is the biggest challenge facing the
country. But looming structural budget deficits, driven by the coming explosion in entitlement spending, is close
behind. In just three years, the first wave of baby boomers becomes eligible for early retirement benefits. That is
the first wave of a population of 77 million, including 8 million immigrants who are in the baby boom age group.
It is by far the largest generation of soon-to-be retirees in our history.

But the baby boomers represent only one end of the squeeze. Meet the “geezer boomers.” The fastest-growing age
group in America is the over-85 generation--and within that is the similarly expanding over-100 category. Itisa
good thing Willard Scott no longer works full-time on the Today show: He would not be able to keep up with the
announcements of 100th birthdays.

As people live longer, they make increasing demands on the health care system--including not just Medicare but
also the long-term care system that is by far the single largest component of the Medicaid program. And, of
course, Americans will also collect Social Security benefits for ever-longer periods of time.

Put these inexorable demographic realities together with prudent projections of health care costs and inflation,
and we get a bottom line as expressed by the trustees to these entitlement programs. We have $72 billion in
unfunded obligations to future retirees--$10.4 trillion in Social Security and $61.6 trillion in the various parts of
Medicare--plus an additional large sum (uncalculated, so far as I can tell) for Medicaid. That assumes no further
expansion of the programs. And every year that we fail to act to set aside assets to fund these obligations, the
numbers grow.

Today’s budget deficit is 4.2 percent of our GDP. That’s a large but not alarming number--a figure that, by itself,
could be sustainable indefinitely without deeply damaging the economy. But any realistic projection of the
revenue base that we can use to cover these future obligations shows a dismal future--one in which the deficit
balloons to almost 16 percent of GDP by 2030, and nearly 29 percent of GDP by 2040. That is not merely
unsustainable. It's downright catastrophic--the equivalent of a suitcase nuclear bomb set off in the middle of our

economy.

All of this is occurring while we blithely go about cutting the tax base and adding funding for a host of other
problems, including homeland security, defense, the environment, education and highways--just to name a few
that get overwhelming support from Congress and the American people. Our debate about “fiscal discipline”
focuses overwhelmingly on the tiny share of the budget that is in discretionary domestic spending. Cut it all out
and we still have staggering obligations and huge future deficits. 1 3



Whoever holds the reins of power next year, two things are virtually certain: We will cut taxes even more to deal
with the looming problem of the alternative minimum tax, and we will expand the entitlement obligation by
revising the Medicare prescription drug benefit to eliminate or reduce the “doughnut hole” that creates disparities
in the benefit at different income levels.

Given the nasty nature of our politics and the intensity of partisan feeling these days, it may be equally certain
that any move to restrain the growth of these entitlement programs will go nowhere. But if we do not confront
this problem soon, and head-on, we will be handing our children and grandchildren an intolerable burden.

What to do? First, we need to be honest about it. And here Sen. Joe Lieberman (D-Conn.) has stepped in with a
simple and straightforward way to compel honesty in the policymaking process. He wants to force the
government to change its basic method of accounting from cash accounting to net present value accounting.

I know, I know, it sounds boring and meaningless--and some are apt to wonder what possible difference a change
in accounting rules could make. The answer, though, is that it could make a major difference simply by changing
the terms of debate.

The current standards focus the debate on the current year’s budget, with a nod to the coming 10 years (even as
some politicians try to change that standard to five years). This process encourages turning a blind eye to
problems that emerge or expand down the road, while simultaneously encouraging deceit in projecting future
burdens.

Consider the sham approaches used to justify the tax cuts of 2001--which, among other things, shrunk the estate
tax to zero by 2010, only to be reinstated fully in 2011. There is no way that policy will stand--but it enabled the
drafters of the tax cut to look fiscally prudent enough to elude budget rules in the Senate that would have imposed
some fiscal discipline.

If we switch to net present value accounting, the debate would shift focus, toward comparing the real liabilities
the government has (that is, the debt held by the public, along with the commitments to future generations in
entitlement programs) plus ongoing and new programs such as defense and education, against the funding that
will be available.

This would force a debate on priorities: What will the size of government be compared to our gross domestic
product in 10 years or 20 years, given the net present value of our future revenues? As was the case with the pay-
as-you-go provisions that successfully brought short-term fiscal discipline from 1990 until they expired a couple
of years ago, the simple process of forcing every policy proposal, program expansion or tax cut to be gauged
within a larger context will alter the voting context and also begin the process of educating voters, including older

voters, about the consequences of our current policies.

To be sure, an accounting change will not bring miracles. The numbers are already out there and can be injected
into the debate. The tough choices are going to remain tough, and the ability to create broad bipartisan consensus
or cover for any change that cuts the growth of Social Security or Medicare will remain limited or nonexistent. But
honest fiscal accounting is a necessary first step to begin to implement policy change. The embarrassing failure of
the House last month to enact any real change in the budget process underscores the problems we face. Let’s hope
Lieberman, and his allies in championing fiscal honesty such as Sen. John McCain (R-Ariz.), can prevail.

Norman J. Ornstein is a resident scholar at the American Enterprise Institute.

You can find this article online at http://www.aei.org/article/20855
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Candidates Shy From Budget

Continued from page RI
dent’s first term, and rule out any
income-tax rises. When quizzed
about Social Security’s looming
instability, ali of the Republicans
say they support letting workers
divert payroll taxes to personal ac-
counts. But that would add to the
progran’s financial woes for de-
cades, requiring additional taxes,
benefit reductions or borrowing—
which is why Mr. Bush’s own pro-
posal never went anywhere even
in a Republican-led Congress.

Despite the country’s worsen-
ingfiscalpicture, theRepublicans’
platformsdon’t sound all that dif-
ferent from Mr. Bush’s back in
2000, when the country was at
peace, running a surplus and pay-
ing down the debt. Besides echo-
ing his call for overhauling Social
Security, they favormore taxcuts,
look to market-based remedies
for health-care savings and prom-
ise deep cuts in other federal
spending, without specifies.

But even slashing the overall
federal budget—which ranges
from agriculture subsidies and
parksto

that Mr. Bush added to Medicare,
though its long-term costs dwarf
the government’s entire tab for
Social Security’s unfunded obliga-
tions. Democrats, in fact, would
expand the drug benefit to do
away with the so-called dough-
nut hole, where a beneficiary’s
coverage lapses before kicking in
again when costs reach cata-
strophic levels.

Unlike Republicans, Demo-
crats also aim for universal
health care, to cover the 47 mil-
lion uninsured, and propose new
spending and tax incentives for
energy and technology innova-
tions, arresting global warming,
and for education and college aid.
They also promise to restore
pay-as-you-go budgeting to the
federal government. The biggest
offset they offer to “pay” for their
proposals is ending M. Bush’s tax
cuts for the richest Americans,
typically those making more than
$200,000 a year.

But what sounds like an all-
purpose source of revenue is any-
thing but. Eugene Steuerle, a se-
nior fellow at the nonpartisan

= and centrist Urban Institute think

researchand weaponry=—
wouldn't avert the cxisis that Mt tank, and a former Reagan Trea-

Orszag and others for%cast: As
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sury official, says that returning
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I8 1o pre-Bush levels would mean

Medicare and Medicaid, and to a

lesser extent Social Security and
interest on the federal debt—not

about $50 billion a year. While no
small amount, that is less than a
third of the fiscal 2007 deficit. It

fn the annual appropriations that - would cover no more than half

include much-criticized “ear-

marks” for lawmakers’ specl

\ already is one of the si

Py
X
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projects.

The Democratic candidates
are even less inclined to detail
how they would curb the growth
of Medicare and Social Security.
Their party considers both pro-
gramsits legacy. Neither they nor

the revenue cost of overhauling
the AMT, and a few months of
Medicare’s cost increase.
Whoever is elected, Mr.
Steuerle says, “still must either re-
tract many of the promises made
to the middle class, increase its
taxes, or both. Right now, thelead-
ers of both political parties con-
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