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A Citizen's Guide to the 2007 fina.rLcial Report of tke U.S. Got,ernrnent

This Citizens'Guide (guide) highlights important information in the 2007 FinancialReport of the
United States Government.r The Secretary of the Treasury Director of the Office of Management and
Budget (OMB), and Comptroller General of the United States believe that the information discussed
in this guide is important to all Americans.

While attention has been recently focused on addressing emerging challenges in today's economy, the
last 3 years show economic growth and improvement. Revenue went up, deficits went down, and cost
stayed fairly constant. But as you can see in chart 1, the government faces a huge fiscal challenge in
the years ahead. This yau,2008, is the year in which the first of the approximately 80 million baby
boomers-those born between L946 and 1964-become eligible to draw Social Securitybenefits.
Scheduled Social Security and Medicarebenefits together with other federal programs'projected
long-term cost ate much greater than the resources (revenue and borrowings) available to pay for
them.2 Unless action is taken to bring program cost in line with available resources, the coming surge
of entitlement spending will end in a fiscal train wreck that will have an adverse effect on the U.S.
economy and on virtually every American.

lVhere We Are Now

I Strong growth in individual incomes and corporate profits contributecl to 4 consecutive years of
tax revenue growth-revenue was up by 46 percent since 2003 to $2.6 trillion rn2007.s Social
Securiry and Medicare tax r,vithholdings accounted for almost a third of total revenue in 2007.

I Social Security Trust Funds' revenue exceeded what the govemment paid out in benefits by
$186 billion in2007. This surplus was credited to the Trust Funds.

t The government's total operating cost remained relatively constant-$2.9 trillion in 2006 and in
2007.

f Revenue increases and relative cost stabilify resulted in a drop in the government's net operating
cost-to $276 billion-and a decline in the unified budget d.eficit (budget deficit)-to $163 billion
in 2007.

I To fund cumulative budget deficits, the government has borrowed a total of $5 trillion from the
public as of the end of fiscal year 2007. The government has also borrowed excess annual cash
flolvs from the Social Securily and Medicare Trust Funds and similar funds to finance other
glovernment cost. Including interest, the government owes $+ trillion to these ftinds, which is
backed by the ftill faith and credit of the government, resulting in total federal debt of $9 trillion.

Where We Are Headetl

I As baby boomers retire ancl health care cost continue to rapidly rise, the cost of the Social
Securify, Medicare, ancl Medicaid programs will account for a growing portion of government
cost.

rThe administration annually issues trvo complementary reports otr the governuent's finances. Tlu Fimncial Rqort of the Unitctl Suites Gotrument
(Fiuancial Reporr), issued by the Deparfment of the Treasury, anatlzes how revenue was spent in the liscal )Ear on prolrams and services and discusses the
goverruxrent's resulting linancial position. Cost is reported at the time an obligation to pay arises rather than when plyrnentlr are made The Prcsitlcnt's Budgec
isthegovemmenfsprimarytoolforfnaacialplanningandcontroLltfocusesontaxpayers'dollarsthegovernrnentcollects,howitusestherr,.1gQup4
prolrams and sewices, aud whether this use resr.rlts in a surplus or tleEcit . ,.i,, {' ,'1'''

2This calcutation assumes ftrture governmeat rerenue as a peiclnt of pbf is at its average bistorical rate of abogt 1g dt"-9fifi ha'u."" .,.trr"ot .p"odiog
trendstoprojectthecostof federalprogramsotherthanSocialSecurityandMetlicare. 
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A Citizen's Guide to the 2A07 Fina.nrial Report of the U.S. Governrnent

lVhat Came In and What lVent Out

What came in? In 2007, government revenue totaled $2.6 triilion. What went out? The government's
operating cost totaled $2.9 trillion. The 'tottom line" net operating cost-the difference between
revenue and cost-was $276 billion-a$V+billion decrease from 2006. It is also more than
$fOO billion greater than the unified buclget deficit, as it includes approximately $90 billion in
accmed,, but as of yet unpaid, post-employmentbenefits to the milliens of people who are part of the
government's current and retired civilian and military workforce. Ttre budget deficit is the amount
by which the glovernment's spending exceeds its revenue, and thus, is a measure of how much the
government has to borrow from the ptrblic The budget deficit decreased $85 billion to $163 billion in
2007.

In2007, a growing U.S. economyled to record tevenue of $2.6 trillion. Chart 2 shows that
govemment revenue increased steadily from 2003 through 200T,laqgelybecause of taxes on
increasing individual incomes and corporate profits. Social Seorrity tax revenue of $648 billion
and Meclicare tax revenue of $200 billion accounted for almost a third. of total revenue. The recent
slowing of U.S. economic growth wrlll have an effect on 2008 revenue.

Ghart 2: Government Revenue 2OO3-2OO7

Dollars in trillions

2003 2004

Total revenue

il social security and Medicare tax revenue"

E Individualincome tax revenue'

Corporate income tax renrenue

oln tle Financial Rrfrrf, Socid Security ancl Medicare tax rcvenue are combined with iudividuel incorne tax reveuue.



A Citizen's Grride to the 2007 Fittancial Report oJ the U.S. Governtnent

The govennment's net cost in20OT was relatively constant compared to 2006. Chart 3 shows that
in 20OT , the Department of Health and Human Services (HgS), Department of Defense, and Social
Securiry Aclministration, plus interest on debt heldby the public, accounted for approximately
three-fourths of the government's total net cost. Medicare cost of $g0S billion and Medicaid cost of
$188 billion accounted for more than 80 percent of HHS' total net cost in20o7.a

Chart 3: Government Net Cost 2OO7
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The Debt

The government incurs debt when itborrows from the public to fund its budget deficits.
The government also incurs debt when government funds invest their excess receipts in
government securities. Of the government's total debt of about $9 trillion at the encl of 2007,
approximately $5 trillion was debtheld by the public in the form of Treasury securities, such as bills,
notes, and bonds. The public includes intlivitluals, coqporations, state and local governments, Federal
Reserve Banks, ancl foreign governments.

The balance of the debt-nearly $4 trillion-was intragovernmental debt. This represents debt held
by government funds, including the Social Security ($Z.Z trillion) and Medicare ($359 billion) Trust
Funds. These government funds are typically required to invest any excess annual receipts in federal
securities. When the government borrows these excess receipts, it still has an obligation to repay them
to the government funds with interest. If expected budget deficits continue, as the $overnment funds
redeem the federal securities to pay for benefits or other program cost, then additional borrowing
from the public will likely be required.

4L"l.di"u." cost is net o[ r'elated premium revenue.
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A Citizen's Guide to the 2007 Finattdal Report of the U.S. Gor:ernrnent

An Unsustainable Fiscal Path

The projected grourttr in spending for Social Security and Medicare benefits affects every ctttzen
in the nation.s Scheduled benefits under these programs are expected to exceed dedicated revenue
(e.8., payroll taxes and premiums) by more than $40 trillion (present value) over the next 75 years,
under curent laws and po1icy.6 The fiscal imbalance is even larger lookingbeyond 75 years.T
Moreover, without reform

Ir?OO7, Medicare Part A benefit payments began to exceed the program's tax revenue.

In 2011, the Medicare Part A Trust Fund begins to decline as benefits exceed payroll taxes and.
trust fund interest.

Irl-2Ol7, Social Securitybenefit payments will begin to exceed the program's tax revenue.

In 2O19, Medicare Part A Trust Fund assets will not be enough to pay fullbenefits. Under
current law, benefits would be reduce d to 79 percent of schedtrled benefits in 2019, declining to
29 percent by 2081.

In2O27, Social Security Tntst Funds begin to decline as benefits exceed tax revenue and tmst
fund interest.

ln2O4O, federal debt held.by the public will exceed the historicd high of 109 percent of GDP.

IrZA+\, Social Security Tmst Funds' assets will notbe enough to pay full benefits. Under
current law, benefits for all retirees would be reduced to 75 percent of scheduled benefits in 2041,
cleclining to 70 percent by 2081.

In 2O80, total government cost will be more than three times revenue.

SThe dates and er.ents described in this section are taken from the 2007 Annual Rcports of thc Social Security end Medicare Boarils of Trustees and the 2007

Financial Rcport.

6ffri" oti-"te includeil in the 6scal year 2fi)7 Statemenr of Social Insurancg may be found in rhe 2007 Fineltuial Rcport.

TThe 75-5'ear horizon includes the reveuue from people working lo the latter part of the 7S-year period but not tLe associated bene0ts that u/ill be paid when

thesc sanre people retire efter the end of the 75 years.
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Fundamental Reforms Are Needed Now

Chart 4 shows government revenue and spend,ing as a per@nt of GDP from 1970 througfir 2080.E
Since World War II, federal revenue as a share of GDP has been rougftrly constant at around
18 percent.e Whenever taxes rose, policy actions tended to pull them back.

Chart 4: Government Revenue and Cost 1970-2080

Percent of GDP

1970 1980 1990

r- - r- Rgvgnue

2000 2010 2060 2070 2080

f.-l other government programs

Net interest

Medicaid

ff Medicare

ffi Socialsecurity

If revenue is held constant at about 18 percent of GDP (the historical average levet), government
spending will eventually exceed the government's ability to pay. By 2070, total government cost is
projected to be 50 percent of GDP mainly because of mounting interest cost. Cost-to-GDP ratios have
not been this high since World War II, when cost briefly reached 44percent of GDP. By 2080, cost
reaches nearly 60 percent of GDP, more than three times the average historical level of revenue as a
percent of GDP. The dates and numbers would change with different forecasting assttmptions, but
under a wide range of reasonable projections, the increases in budget deficits will be dramatic.

8Projectetl spentling is based on schecLuled Social Security and lvledicare benefrts arrd current spending trencls. Reverrue as a perc€nt of GDP from 2010 to 2080
is assumed to equal is historical aveftge.

9CDP i, orr" way of measuring the size of a nation's economy and is deftned as the total market value of all. final goods and services the nation produces in a
given period. The projection that the government's revenue as a percent of GDP will remain relatively constant is based on historical data and trends that are
not expected to change.
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A Citizen's Guide to the 2007 Firta,ncial Report of'the U.S. Governynutt

Chart 5 shows the extreme effect on the debt of projected budget deficits indicated in chart 4. These
combined trends will cause government debt levels to more than triple by 2040 and to more than
double again by 2060. The nation's debt could approach 600 percent of GDP by 2080. This far
exceeds the historical high of 109 percent of GDP that occurred during World War tr.

Chart 5: Federal Debt Held by the Public 1940-2080

Percent ol GDP
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The nation must change course before the deficit and debt reach unprecedented heights. The
government mustbring program cost in line with available resources. Delays in taking this action will
increase the magnitude of the reforms needed and will place more of the burden on our children and.
granclchildren.

While the precise amounts of the government's financial responsibilities are far from certain-they
are based on mzuxy complex calculations and assumptions, including life expectancies and health care
cost-their magnitude and the need to control them are evident.



A Crttzen's Guide to the 2007 Fittancial. Report oJ'the LI.S. Got;erntnent,

In the 2007 Financial Rcport, the Secretary of. the Treasury indicates that the nation must look to the
future, particularly the spending demands of Social Security and Medicare, and squarely face the need
for fundamental reform if these programs are to be sustained. The government must strive to make all
disclosures fransparent, provide all points of view with relevant data, and expand financial and fiscal
reporting in order to explain why estimates of future Social Security and Medicare costs increase year
after year.

The issues discussed in this guide affect, and should be of interest to, every clttzen.The Financial
Report's comprehensive reporting is intended to inform and support the decision-making needs of
lawmakers and the public and to help keep the United States on solid financial grouncl.

Yotr will find more detail on these matters in the Financial Report. You are encouraged to explore the
information it contains and to ask questions about how the government manages taxpayers' money.
The 2007 Financial Report of the United States Govemrnent and other information about the nation's
finances are available at:

I U.S. DeparLment of the Treasury's Financial Management Service,
htlp : / / www.fm s. tre as .gov / fr / index.html;

I OMB's Of&ce of Federal Financial Management,
http : / / www.whiteh ous e. g ovlo mb / fnancial,/index. html ; an d

I GAO, http : / / www.gao . gov / financial, / fy 2007 frnancialrep o rt. html.

This guide can be obtained on-line at the above Web sites.

This Citizens' Guide highlights information in r}re 2007 FinancialReport. The Government
Accountability Office's (GAO) complete audit report on the U.S. government's consolidated
financial statements can be found beginning on page 159 of thre Financial Report. For 2007 , for
the first time, GAO issued an unqualified or "clean" opinion on the Statement of Social Insurance.
However, certain material financial reporting control weaknesses and other limitations on
the scope of its work prevented GAO from expressing an opinion on the remaining financial
statements.


