Fix Our Costliest Federal Mandate and Solve
U.S. and State Budget Shortfalls € Immediately

Abstract:

The business model used by Congress to pay for Social Security,
Medicare and national debt is our costliest federal mandate.
Because they run a national retirement plan without using
compound interest, Congress makes us pay TWELVE dollars to
do a ONE-dollar job. This business model is the root cause of our
economic distress: it spends 11% of GDP where the proven safe
and successful State, Local and life insurance model would spend
just 1% of GDP. Wedre flushing 10% of our
toilet. Fixing this business model quickly cures economic distress
throughout America, solving both U.S. and State budget shortfalls

without raising taxes or cutting programs.

This flow chart makes a handy reference tool guiding the overall presentation. It shows
the whole path of how the resources freed up flow into the TX budget. We organize the paper
around a tour of this flow chart. The following four pages address our starting point and key
driver of the solution: the red box and 12:1 waste factor.

BIG PIECES of the JSP Solution
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( JSP means Jackson Security Plan, the name given this solution by the Trotter for Congress campaign )
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Comparison of State & Local to National Retirement Plan -

1
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National plan's business model is root cause of our economic distress:

- spends 11% of GDP where State & Local model would take just 1%

- drives us deep into debt, sends jobs overseas, stifles growth

Converting to proven safe & successful model quickly solves our problems:

- PAY OFF the national debt

- balance the budget

- free up resources to pay for healthcare

- boost retirement benefits and fully fund them

- unleash our abundant savings rate to drive sustained economic growth
- close State & Local budget shortfalls without tax hikes or program cuts

- rescue our kids and grandkids from this monstrous debt
- get out from under sway of foreign creditors

- huge civil rights victory, take away the tool used to hold minorities back
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Comparison of State & Local to National Retirement Plan - 2

Pay in for to receive starting at age

Texas Teacher

o 0
Retirement System 12.8% 30  69.0% 55

replacement

of salary years worked rate

Social Security,

Medicare & National 28.3% 47 62.3% 65 -67
Debt Business Model

i o
Pay in lifetime  Heceive lifetime Ratio of cost per 10%

total of total of ber.'leﬁt.s to replacement
contributions rate
Texas Teacher
. 3.84 22.08 575 1.86%
Retirement System
times annual times annual
salary salary

Social Security,

Medicare & National 13.28 13.00 0.98 4.53%
Debt Business Model

B lower Contribution

contribution needed for 10%

Bridge from State & local plans at age 55 to age 67 needed |replacementrate
Contribution rate for retirement age 55, real rate of return 5.00% 1.86%
Faortfolio more than doubles from age 55 to 67 at 6.50% -H3% 0.87%
Fay benefits for 20 years at 6.50% vs. 32 years at 5.00% -30% 0.61%
Higher mix of equities (less market volatility) earns 6.50% to age 55 -30% 0.43%
Fay in additional 17 years of contributions, 47 vs. 30 -10% 0.38%
Contribution rate for retirement age 67, real rate of return 6.50% 0.38%
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Comparison of State & Local to National Retirement Plan - 3

60%

50%

40%

30%

20%

10%

0%

Market Volatility by Length of Period

1925-2010, in 30-yr periods (56) o
i

W1925-2010, in 47-yr periods (39)

32%

29%
21%
18%
10%
B%
T T

MEG 0-1.5% 1.5%-3.5% 35%-

Annual % Change in Real DJIA during period, average value 2.5%

Volatility risk over 30-yr periods discourages reliance on equities

- TX Teacher Retirement System aims for 5.00% real rate of return
- Stock market averaged 7.62% real rate of return, 1926-2001 (Ibbotson)
- Reduced volatility over 47-yr periods allows greater reliance on equities
- We use 6.50% in calculations for converting to State & Local model
- Market will do even better when we stop wasting 10% of GDP!

Proof of data for national plan:

Components of contribution rate for national plan Replacement rate for national plan
FICA payroll tax rate, Social Security 12.40% Average annual wage  $40,932
Medicare 2. 9% vs. Social Security payroll 367% Awerage annual benefits:
General revenue transfers to Medicare 4.35% Social Security 514,588 35.64%
Interest on national debt 7.84% Medicare 510,927 26.70%
TOTAL contribution rate 28.26% TOTAL replacement rate 62.33%
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Correctly Define the Problem

* Anold axiomtells us that 90% of solving a
problemis to correctly define it.

* You've heard Washingtonand the usual experis
lamentthat America has a low savings rate.

* Butnow you see that we're saving TWELVE
times what we need to.

« Wedon'thave a low savings rate, we just
suffera hideous embezzlementrate!

« Solutionis to stop the embezzlement, right?

That should pretty thoroughly nail down the key driver, that Congress is running a
national retirement plan without using compound interest and therefore makes us pay a 12:1
waste factor. The assertion that Social Security pays a return on investment is just wrong.
Yes, many retirees up to now have gottenback mor e t han t hey paid in, but
i nvest ment i nc o nbeenanyifvesmest hcmeaetwaklyreceived in cash.
Alof the cash that has gone to pay benefits é
(counting the employer match). Do you really think doubling the tax burden on your kids is a
return on investment to you? True investment income would increase your combined family net
i ncome. Best example is parents6é retirement pl an
bill, utility pays a dividend, retirement plan pays a benefit, combined family income goes up.
Now compare that to Congress taking adollarofadd i t i onal tax out of your ¢
(after theyodve pandhhndingithreaidollaréolyaic Yes, yoa redeived that

dollar, but your combined family income stayed flat.
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Now | oonsiwer the top left green box in the flow chart. AThe Curveo pict
below shows the balance needed at each age to be on track toward accumulating the balance
needed at retirement to pay your expected benefits. To convert Social Security and Medicare to
the proven successful retirement-plan model, we issue Social Security bonds to everyone in the
amount needed to put them on The Curve. The bonds work just like school bonds that are

secured by their future stream of property-tax receipts (in this case, payroll-tax receipts).

Accourt Balance by Age (ssumsst o peopla inesch snarangs)
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As the property-tax receipts come in, school districts put the designated portion into the
debt-service fund and pay interest and principal on the school bonds as scheduled. In our
case, as the payroll-tax receipts come in, our Master Trust puts the designated portion into the
debt-service fund and pays interest and principal on the Social Security bonds as scheduled.
Bl ue markers show generations of family connec
age 50 (their parents in early stages of retirement, their grandparents perhaps still drawing
benefits in their 9006s, their kids just entering

show the same splits for fearlyo Baby Boomers who
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In each case, the combined family will receive over a million dollars of Social Security
bonds in their accounts. Thatdés a pretty good wa
i No, mabdéam, wedre not talking about cuttlionng your

dollars of real assets in your account so you can receive double the amount you were getting,

andknowt hat i todés fully fundeaedld meOmorwel Ipl &lalsrei ght
Il tds i mpor t an isthe convargion eostt @neetevetydne is on The Curve,
wedre converted. l'tds done. You get your Dbenef.i

like other retirement plans. The Social Security bonds are the conversion cost. We pay off the
bondswit h t he designated portion of payroll tax rece

no tax increase to pay for the transition. Page 9 will show the amortization schedule.

Opening Balance Sheet of the Solution ( § in Trillions )

Assets Liabilities and Net Worth
Federal Debt (less 0ASDHI) | § 11.0
Restitution, OASI 42% |$ 8.1
S ?'Eﬁ% e Restitution, OASI 58% | $ 11.1
receipts (OASI) | $ 33.3 | "c teiture Pool, OASI | $ 4.3
through 2090 ' '
PV, 1.80% FICA $ 7.3 Restitution, DI $ 15
receipts (Dl) "~ | Contingency Pool $ 57
Restitution, HI $ 71
PV, 1.76% FICA . '
receipts (HI) $ 8.1 | Forfeiture Pool - HI $ 14
PV, transfers (5.9 SUBTOTAL - liabilities $§ 50.2
T) and premiums | $ 7.5
(1.6 T) CAPITAL SURPLUS

TOTAL §$ 56.2 TOTAL $ 56.2

The opening balance sheet shows the total amount needed in Social Security bonds.
We just multiplied the population at age 77 times the amount on The Curve for age 77, plus the
population at age 49 times The Curve balance for age 49, and so on. There are separate

entries for existing Social Security benefits (which replace an average 42% of pre-retirement
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income); boosting benefits to 100% wage-replacement (another 58%); Disability benefits (DI);
and Medicare benefits (HI for sum of all Medicare).

The Forfeiture Pool entries refer to the life annuity model which we currently have. We
draw benefits during our lifetime and upon our death any reserves still associated with our
account go back into the poolt we dondét pass on anyebaamaemce to our
toward full inheritability after a few years of economic growth, but cannot get there in the first
move. We thought it more important to solve the pension and retirement problem by boosting
benefits to 100% wage-replacement, than to go for inheritability right away (but at much lower
benefit levels).

The left side of the balance sheet shows the present value of the portion designated for
debt-service. We used the intermediate case projections in the Trustees Reports for Social
Security and Medicar e. Thereds enough cushion to
Contingency Pool of almost six trillion dollars for further safety, as well as an equity piece i the
Capital Surplus of another six trillion.

That equity piece provides the inflation protection. As economic growth delivers receipts
into the debt-service fund exceeding the forecast, that surplus is paid out in dividends so that
every participant and beneficiary keeps up with the economy.

Let 6s go n ottem tefd bok.hTe mdich debt-service to the available cash flow,
we spread the bonds into 10-year tranches. The current tranche gets paid principal and
interest in cash, while all other tranches accrue interest at 3.0% like savings bonds. When their
turn arrives, each tranche then gets paid in cash from their assigned 10 years of cash flow.

For example, the 2031-2040 tranche has $7.1 trillion of initial Social Security bonds,
which will have grown to $12.8 trillion by the end of 2030. That $12.8 trillion (plus interest on
the remaining balance each year) is then paid off by cash flow designated for debt service from

2031 through 2040. (see top chart on next page)
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The bottom table on page 9 shows how this solution balances the federal budget. The
big factors are Net Interest Eliminated and Additional Receipts GDP. We remove interest
expense from the federal budget by extinguishing Treasury obligations i debt holders will have
Social Security bonds instead of what they hold now. Interest expense will be on the books of
the Master Trust, not Congress. (And webdbve alrea
and principal on their bonds.)
The increased Social Security benefits, plus the healthcare and infrastructure resources
freed up, will boost GDP which in turn produces additional tax receipts for the budget. To grasp

what finfrastructure resources freed upomeans, | e tm@we right one box in our flow chart.

Intragovernmental Debt Holdings
as of 12/31/2010, in billions

Category of Federal Trust Fund Amount

Social Security, Medicare & Disability Trust Funds

{ repayment of this debt is reflected in the Contingency Pool shown $ 2 . 953
in the J5P balance shest )

Federal Retirement Plans
{ Civil Sarvice, Militsry Reetiement, DOD Madicare-Eligible Rsties $1.331
Hzslth, Postsl Service Retires Heslth, and Forsign Service) )

Federal Employee Benefit Plans $ 54
{ Employes Life Insurance, Employes Heslth Benefits §

Other Federal Trust Funds
{ considered availsble for infrastructure projects by JSP: Highway, $ 286
Airport, Muclear Waste, Deposit Insurance, Exchangs Stabilzation,
Pension Bensfit Guaranty, Unemployment, Credit Union, ete. )

TOTAL $4,624

These Federal Trust Funds collected money to accomplish designated purposes, but are
not using the money for those purposes because Congress took the cash and spent it
elsewhere. JSP exchanges Social Security Bonds for theirnon-mar ket abl e |1 OU6s fr on
Congress. They can sell the bonds and use the cash for their designated purposes:

infrastructure! This should relievei st i mul uso pl ans and be a net gainrn
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Now up to the top row, center green box. This is the crux of the deal, this is how
resources get freed up to flow into State budgets. We negotiate a trade with public employees:
youbve been promi sed pensi onR) botive onlyphdveassegseandr e pl ac e
tax rate today for 50% W-R. If you will agree to take 30% W-R, we 61 | give you a So
account providing 100% W-R, and use the 20% W-R you gave up to reduce your healthcare

costs. So you would gain atleast69%W-R (t hat 6s i f you were already

What Wetve Been Promedesd and Have Counted On 5"
in Cur Planning

Mt e gl Drialsbly Beac®ly
= Seeiial Sevuw My Relin el ol Serwieos Benef
= [ Publi] Erepker Pemion Bercfin

‘What's Actually Funded in the Future at Today's .
Tax Rates and Contribution Lesek 2% 0%
v.lhdf‘“ Fundt‘d o JIEI P ‘5“ ‘

s 134 T 102%: LTS 174

Percent Wage Replacement

In a nutshell, you can keep the deal you have, which is: 20% W-R in cash plus bankrupt
your Kkids and grandki ds. Or you can chRoimse what
cash plus 20% W-R applied to lowering your healthcare costs, plus prosperity for your kids and

grandkids. Even in a politically charged atmosphere, we really ought to be able to sell that

deal , woul dn o EilPSREIRENE vsc R Ed I
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Even in Wisconsin, that tradeoff should be acceptable. Keep your jobs, increase your

retirement benefits, reduce your healthcare costs, rescue your kids and grow the economy.

What 6s not to |ike about that? Just et Congress
Private employers will likely make similar deals, applying the freed-up resources from

their own pension plans to paying a greater portion of group health premiums. Her eds a

summary of the figures.

Pension Surplus

+ 3 4 5trillion in assets in Federal, State & Local
retirementplans

+ Promised topay 70% W-R, funded at 50% W-R
+ Annual contributions about$154 billion

*» Reduce the benefitlevelto 30% W-R, use 2/5 of
plan assets to pay for health care fornext 10 yrs

+ Freesup $1.8 trillion, use $180 billion / yr
+ Frees up 2/5 of contributions, use $62 billion/ yr
+ Leaves plansfully fundedatagreed 30% W-R

The $4.5 trillion is the $1.3 trillion in Federal retirement plans that we saw from page 10,
plus $3.2 trillion in State and Local plans.

One box to the right, now at the corner. The surplus pension assets are used to
eliminate the cost of uncompensated care so that
can lower their list prices. (The actual mechanism through which these transfers occur is
conceptually doable but needs to be fully developed.) Thus, everyone who has been paying for

healthcare will pay 10% |l ess € and thatoés the fir

Davis Jackson, CPA March 15, 2011 Page 12
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Because webdbve balanced the federal nbudget
boosting GDP, the States get to use the 10% savings for Medicare and Medicaid in their State.

(see charts below, plus part of the data for this is on page 14.)

JSP Reduces List Prices 10%

Today's Model JSP Model
MED | other| Total] MED | other| Total

List Price 132(132|1321118 118|118
Medicare Price (83%) |109|109|109| 98| 98| 98
Medicare Pays 80% 87| 87| 87| 79| 79| 79
Pt/ Sec Owes 20% 22| 22| 22| 20| 20| 20

Pt Owes Balance Bill 0o 13 7 0| 12 6
ProviderCollection% | 39| 47| 44| 83| 83| .83
Pt/ Sec Pays 8| 16| 13| 16| 26| 21
Provider Collects 96(104|100] 95|105|100

TX Health Care Expenditures

Payor (% in bilions) Annual Biennium 10% Savings
Medicare § 565 $113.0 113
Medicaid and other Public F 208 5 596 5 6.0
Frivate Pay §107.0 §214.0 § 214
TOTAL $193.3 $386.6 $ 387

+ TXshare of freed-up healthcare resources is
$ 38.2 for the biennium: with our Medicaid and
Medicare savings, total availableis $ 55.5

+ Afterpaying $ 38.7 to make providers whole,
netsavingsto TX budgetis $ 16.8 for biennium

Davis Jackson, CPA March 15, 2011 Page 13
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One to the left and down, go back and pick up the green box with GDP. The

immediate effect on GDP is pretty self explanatory.

Increase in GDP

Source (% in bilions per year) Mational

expenditure TX Share  Biennium
Boostbenefits to 100% W-R § T83.0 F 449 § 898
Freed-up health care resources & 2420 & 181 & 382
Freed-up infrastructure resources $ 800 5 6.3 5 126
TOTAL expenditures from source £1,115.0 & 70.3 % 140.6

Times 1.93 multiplier for GDP impact  $2,152.0 $135.8 § 271.6

+ Estimate increased state tax receipts as 3.60%
of increased TX GDP

+ Brings in additional $ 9.8 billion for the biennium

The chart at the top of page 15 shows what happensafter1 0 t en years, when w
used up the pension surplus. The bottom layer is the 1.6% annual economic growth forecast in
the intermediate case of the Trustees Reports. T
next layer i from 1.6% to 4.0% growth - is used for the dividend mentioned earlier. The top
layer i from 4.0% to 7.0% growth in this case i becomes a new source for funding healthcare.

When thinking about GDP growth, remember that our economy has not only been
suffering the drag of this business model wasting 10% of GDP, but also our periodic episodes of
living beyond our means, going deep into debt, then trying to evade the consequences by
cheating the rest of the world €& which provokes r
(Protectionist trade legislation bringing on the Great Depression, going off the gold standard in
1971 bringing on the oilprprmec enelsisk ed ,usamdutacdady @d

bringing on a flight from the dollar.)
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Effect of Economic Growth on FICA Receipts

800
07 0% annual economic growth (add increment on top of 4.0%)
B4.0% annual economic growth (add'l increment on top of 1.6%)
01 E% annual economic growth (intermediate case in Trustees Repaorts)
oo

For reference, tocday's total cost of Social Security and
Medicare is about 50% the size of the total U.5. health care
oo | Ependitures. An increment of 50 an this scale means 0%
growth in FICA, which equals 25% of the size of health care.

Thus, after covering the uninsured for ten years with the
pension assets freed up, we might have enough excess FICA
500 4 receipts from economic growth to fund 25% of all health care
().

Over the nextten years, that would increase to over 80% of all
health care - which tagether with our Medicare annuities would
400 - take care of the whale need (2).

Index, 2009 = 100

{ this layeris our base case )

2009 2019 2029 2039

Looking at our history, it appears that we can enjoy 6.1% annual growth in GDP when
we practice good s twihou givihg difecttq fiveaighty favorable féctors

not included in the base case:

Increased profit margins (volumes up, costs down)
Shift from welfare to work (response to incentives)
A d dirivéstment from portfolio shift & risk-taking, not just continued earnings

Increased stock-market return once we stop wasting 10% of GDP

Do o o Do Do

Further local gains from solving senior poverty and uncompensated care

Now wedbdre ready t o c andaggregate thetinmpactsbnourdX b o x

budget that wedbve studied in detail
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Impact on TX Budget

Source (3 in bilions) Biennium
Tax receipts on increased GDP $ 98
Net available from freed-up $ 16.8
healthcare resources '
Net available from freed-up $ 13
infrastructure resources (*) '
TOTAL $ 27.9

(*) if 10% of the infrastructure spending eliminates a
needfor spending by the state

There may be similar gains for local jurisdictions from tax receipts on increased GDP,
health care savings and infrastructure needs relieved; these have not been included in the TX
figures. Note also the long-term impact of preserving our investment in education, which many
observerssaywouldbea si gni ficant | oss if we didnoét.

To help you evaluate how much of yourown St at e 6 s Dbtfaldthgsesdlution might
solve, page 18 is a fAquick and dirtyo estimate us
Medicare and the GDP increase. To the extent that your State has a different ratio of
healthcare costs in their budget, or a different ratio of variable tax receipts to GDP, your specific
results will vary from these estimates. But this estimate ought to put you in the ballpark and
help you ask for the rest of the data you need.

Noteworthy is Wisconsin, reported to be facing a two-year shortfall of $3.6 billion for
2012 and 2013 with protesters in the streets and Democrat legislators on the lam. This solution

generates net budget savings for Wisconsin of $3.4 billion per year!
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California is often said to be in the direst straits among the 50 States, facing a shortfall of
$25.4 billion in 2011-12 and $20 billion per year through 2015-16. This solution generates net
budget savings for California of $19.3 billion per year, which solves 91.6% of their five-year
forecasted deficit. With a little bit of effort they ought to be able to figure out how to get the
remaining 8.4%. J

Careful readers will note that a couple of the TX numbers in the table are different from
what we presented in the other exhibits earlier in the paper. Theydre both i
savings for the biennium ranging from slightly over $23 billion to just under $28 billion. The
di fference has to do with wusing Mechive laokirgéts
the total list price of health care services in which Medicare was involved (as either primary or
secondary) in the other approach.

Please remember that this solution is not a take-it-or-leave-it scenario. We chose one
set of specific assumptions that seemed reasonable to us and used them consistently
throughout our calculations so we could prove that the numbers work. Different choices for a
number of features can certainly be negotiated i the main thing is to get compound interest
workingforus i nstead of against. As |l ong as we

The last bullet point on page 2 mentioned that in addition to the phenomenal economic
gains from this solution, there is also a huge civil-rights victory to be won. See the explanation

of that feature following the table of State estimates.

Davis Jackson, CPA March 15, 2011 Page 17

n he
actual
do t ha



Fix Our Costliest Federal Mandate and Solve
U.S. and State Budget Shortfalls € Immediately

Davis Jackson, CPA March 15, 2011 Page 18



