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The primary goal of this insolvency workout plan is to provide a new set of means and methods to generate income, the sufficiency of which will result in the defeasance of the Social Security Trust Fund (“SSTF”) deficits before these deficits can impact the underlying private-sector economy in a way that would create a large-scale recessionary economic disruption.  This proposed plan accomplishes the goal of insolvency resolution thru the use of structured finance program initiatives tailored to meet the needs of the federal entitlement program funding process on an ongoing basis (altogether, the “Workout Plan”).

The result of the introduction of these intended measures would include the following:

1. The Workout Plan will defease the SSTF deficits within ten (10) years by creating an ongoing investment income stream expected to exceed $338.62 billion per annum (2005 dollars) that can be applied to the shortfall into perpetuity; and

2. The Workout Plan will retire all prospective future deficits of the Social Security Old-Age & Survivors Insurance (“OASI”) and Disability Insurance (“DI”) program within 15 years; and 
3. The follow-on program components of the Workout Plan are expected to defease the Medicare/Medicaid program deficits within a 15 to 20 year horizon if the additional program components are put into practice; and

4. The Workout Plan will be introduced on the basis of no new tax increases or other additional revenue enhancements being required to accomplish the insolvency workout, nor require the raising the current income cap on Social Security withholdings; and

5. The Workout Plan will require no substantive benefit cuts to be made to current plan contributors and/or benefit recipients pursuant to the current formulation of the OASI and DI programs; and

6. The Workout Plan will provide the SSTF with a mechanism wherein the SSTF can reach a point in time wherein no future taxpayer contributions to the current system will be necessary (the SSTF becomes economically self-sufficient); and

7. The Workout Plan eliminates the current pass-thru funding (i.e.: modified Ponzi-scheme) approach and replaces it with a fully funded long-term program that is in fact sustainable.

Accordingly, a baseline model was created predicated upon the assumed investment of the current annual investment income received by the SSTF of approximately $80 billion.  This investment is proposed to be subsequently matched at a ratio of 2:1 with private-sector investor participation in the program.  It is further assumed that one-third of the investment capital will be provided by taxpayers investing in the form of voluntary Specialized Personal Retirement Accounts (or “SPRA’s”) and that the taxpayer has chosen the rollover reinvestment option election that eventually serves to effectively double the investment internal rate of return.  A resulting financial presentation was then created for analysis and consideration.  
Exhibit 1: SSTF INSTICERT Holdings Initial Analysis Spreadsheet
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The resulting impact of this approach (i.e.: The Workout Plan) has been quantified in terms of current year (2005) dollars and the changing impact of Social Security Trust Fund payment obligations over the next 30 year period on the Gross Domestic Product (GDP) of the United States.  Our analysis of the efficacy impact of the INSTICERT-based approach to the Workout Plan is predicated upon the following condition precedents:
8. The current GDP of the United States is approximately $12.128 trillion (i.e.: as reported most recently by the Bureau of Economic Analysis – BEA); and

9. The current outlays for the Social Security Trust Fund correspond to 4.9% of GDP (or, a total of $594 billion for 2005); and

10. The outlays for the Social Security Trust Fund will grow over the next 30 years to 7.02% of GDP (approximately $852 billion in 2005 dollars); and
11. The annual increase in outlays will be equal to the total increase divided by the total forecast period (averaging of increases utilized); and

12. The routine revenues received by the Social Security Trust Fund from taxpayer contributions will be in accordance with the following schedule:

12.1. For the first 10-year period, SSTF routine revenues will average 5.00% of GDP (or, a total of approximately $606 billion in revenues for each annual operating period in 2005 dollars); and
12.2. For the second 10-year period, SSTF routine revenues will decline at the average annual rate of 0.05% (of GDP) per operating period – year over year; and
12.3. For the final (third) 10-year operating period, SSTF routine revenues would then hold steady at the resulting Year 29 rate of 4.50% of GDP; and

13. No increase in tax rates supporting the current plan formulation for Social Security will be enacted; and

14. No benefit reductions in current plan formulations for Social Security beneficiaries will be enacted; and

15. The elimination of prospective beneficiaries from current plan formulations of Social Security benefits due to the participation of taxpayers in the INSTICERT system is not included (but is expected to be dramatic in nature starting approximately 20 years after program execution); and 
16. The INSTICERT program, as it is currently conceived, is not materially changed over the course of the forecast period; and

17. All calculations of costs, benefits, and investment cash flows are presented in current year dollars.

The resulting projected balances of funds for the SSTF are projected in Exhibit 4 (on page 7) and demonstrate the following key milestone financial events the INSTICERT-based Workout Plan approach offers:

18. The Workout Plan results in a short-term deficit that reaches $1,139 billion in the year prior to maturity of the SSTF INSTICERT Investment Account (as a result of compounding the INSTICERT investment requirement together with increasing program outlays); and

19. The Workout Plan results in the elimination of all program deficits within 15 years of its inception; and

20. The Workout Plan creates a total surplus of $1,417 billion by the end of the first 30-year operating period.  This surplus does not include any additional earnings these surpluses would generate as a result of their reinvestment back into the INSTICERT Index Program; and

21. The Workout Plan provides these benefits without a tax increase; and

22. The Workout Plan provides these benefits without a benefit reduction; and

23. The Workout Plan provides these benefits without the government having to undertake additional unsupported borrowings (the deficits generated by the program are repayable from the same program within a near-term window).
Exhibit 4: SSTF Economic Performance Chart w/INSTICERT
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For additional information pertaining to this analysis and/or any of the omnibus funding components of The Fix, please contact Clinton E. Lovell at Rainmaker.  The main telephone number is 281.537.1200.  Email inquiries and questions are encouraged and all inquiries are answered in the order in which they are received.  The email address is clint.lovell@businessbankruptcyconsultants.com.  
© 2005, Clinton E. Lovell.  This information is the proprietary intellectual property of Clinton E. Lovell and may not be used for any commercial purpose without the express written consent of Clinton E. Lovell.


