Keynote Address by The Honorable David M. Walker

Comptroller General of the United States

The Comptroller General focused his keynote address on the long-term fiscal imbalance currently facing government.  Because this fiscal imbalance is real, serious, and structural, it is listed as the newest "theme" to GAO's recently updated strategic plan.  GAO's themes have neither geographic nor sectoral boundaries and thus help ensure that GAO's work is strategic. GAO's overall strategic approach is intended to bring light.  From light comes heat, and from heat comes action.

The Comptroller General cited the following facts and figures to illustrate government's long-term fiscal imbalance.  From 1964 to 2004, Medicare and Medicaid increased from 9 percent of total federal spending to 19 percent and during the same period, discretionary federal spending decreased from 45 to 39 percent.  However, without truth and transparency, it is difficult to track the accumulated expenses of government operations.  That is, while some fiscal exposures are explicit, current policies or the public's expectations about future benefits payments for Social Security and Medicare Parts A and B are implicit exposures. Consider the following:

· If these implied fiscal exposures are included in the gross debt, the burden per person increases from about $24,000 to well over $100,000.  

· The total unfunded burden is about $30 trillion in current dollars, about 12 times the current annual federal budget.  

· Finally, GAO's simulation model shows "decapitation and disembodiment" when comparing revenue against spending as a share of Gross Domestic Product (GDP) if it is assumed that discretionary spending grows with GDP and all expiring tax provisions are extended. 

Based on these analyses, the Comptroller General stated the current fiscal policy is unsustainable.  GAO's simulation model shows that balancing the budget in 2040 could require cutting total federal spending in half or doubling federal taxes. Economic growth can help close the current long-term fiscal gap, but it is important to keep in mind that such growth would have to be in the double-digit range every year for the next 75 years.  During the 1990s, the economy grew on average 3.2 percent.  Quite simply, we cannot grow our way out of this problem.  Tough choices will be required and demand new metrics, mechanisms, and processes.  For example, we need to go beyond "holding the line" to "changing the base" in spending and tax policies.

The Comptroller General suggested a 3-pronged approach to close the long-term fiscal gap.  Specifically, (1) restructure existing entitlement programs because some were created decades ago and may no longer make sense; (2) reexamine the base of discretionary and other spending because priorities may have changed; and (3) revise the tax policy to streamline the laws and encourage compliance.  He proposed some illustrative generic questions to stimulate thinking, such as: 

· Is the program, policy, function or activity a direct result of specific legislation?  

· Have there been significant changes in the country or the world that relate to the reason for initiating it? 

· How does it measure success? 

· Is it using the most cost-effective approaches when compared to other tools and program designs?  

· What would be the likely consequences of eliminating the program, policy, function or activity, or cutting funding by 25 percent?

The Comptroller General concluded that government has both the need and the opportunity to lead by example.  For example, GAO is working with the IG community to define success in financial management.  Success must be based on substance and not merely form.  Success starts with a clean audit opinion, but ultimately means accurate information throughout the year. Also, GAO had updated the Yellow Book Independence Standards before the corporate accountability failures in the private sector.  

The accounting profession faces many challenges.  The profession must go beyond doing what is acceptable, to doing what is right.  It must go beyond completing checklists, to using judgment.  Continuing improvement is essential because trust is hard to earn and so easy to lose.  Leadership, integrity, and innovation are the three key ingredients to see the way forward, not only for the accounting profession, but also for government as a whole.  

