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THE WHITE HOUSE
Washington, September 14, 2012.

Hon. JOHN BOEHNER,

Speaker of the House of Representatives,
Washington, DC.

DEAR MR. SPEAKER: Pursuant to section 2 of the Sequestration
Transparency Act of 2012 (Public Law 112-155), I am providing a
report prepared by the Office of Management and Budget on the
sequestration required to be ordered by paragraphs (7)(A) and (8)
of section 251A of the Balanced Budget and Emergency Deficit
Control Act of 1985 (2 U.S.C. 901a) for Fiscal Year 2013 on Janu-
ary 2, 2013.

Sincerely,
BARACK OBAMA.

(IID)
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Introduction

The Sequestration Transparency Act of 2012 (STA) (P.L. 112-155) requires the President
to submit to Congress a report on the potential'sequestration triggered by the failure of the
Joint Select-Committee on Deficit Reduction to propose, and Congress to enact, a plan to re-
duce the deficit by $1.2 trillion, as required by the Budget Control Act of 2011 (BCA). In re-
sponse, the Office of Management and Budget(OMB)is issuing this report based on assump-
tions required by the STA. The report provides Congress with a breakdown of exempt and
non-exempt budget accounts, an estimate of the funding reductions that would be required
across non-exempt accounts, an explanation of the calculations in the report, and additional
information on the potential implementation of the sequestration.

In August 2011, bipartisan majorities in both the House and Senate voted for the threat
of sequestration as a mechanism to force Congress to act on further deficit reduction. The
specter of harmful across-the-board cuts to defense and nondefense programs was intended
to drive both sides to comipromise. The sequestration itself was never intended to be imple-
mented. The Administration strongly believes that sequestration is bad policy, and that Con-
gress can and should take action to avoid it by passing a comprehensive and balanced deficit
reduction package.

As the Administration has made clear, no amount of planning can mitigate the effect of
these cuts. Sequestration is a blunt and indiscriminate instrument. It is not the respon-
sible way for our Nation to achieve deficit reduction. The President has already presented
two proposals for balanced and comprehensive deficit reduction. It is time for Congress to
act. Members of Congress should work together to produce a balanced plan that achieves at
least the level of deficit reduction agreed to in the BCA that the President can sign to avoid
sequestration. The Administration stands ready to work with Congress to get the job done.

The estimates and classifications in the report are preliminary. If the sequestration were
to occur, the actual results would differ based on changes in law and ongoing legal, budgetary,
and technical analysis. However, the report leaves no question that the sequestration would
be deeply destructive to national security, domestic investments, and core government func-
tions. Under the assumptions required by the STA, the sequestration would result in a 9.4
percent reduction in non-exempt defense discretionary funding and an 8.2 percent reduction
in non-exempt nondefense discretionary funding. The sequestration would also impose cuts
of 2.0 percent to Medicare, 7.6 percent to other non-exempt nondefense mandatory programs,
and 10.0 percent to non-exempt defense mandatory programs.

The percentage cuts in this report, and the identification of exempt and non-exempt ac-
counts, reflect the requirements of the laws that the Administration is applying. With the
single exception of military personnel accounts, the Administration cannot choose which pro-
grams to exempt, or what percentage cuts to apply. These matters are dictated by a detailed
statutory scheme. The Administration does not support these cuts, but unless Congress acts
responsibly, there will be no choice but to implement them.

On two separate occasions, the President has put forward proposals to responsibly avoid
these arbitrary cuts: first, in the President’s Plan for Economic Growth and Deficit Reduction
that was presented to the Joint Committee in September 2011, and second, in the President’s
fiscal year (FY) 2013 Budget. Both of these plans made tough choices to reduce the deficit
with a balanced package of spending cuts and revenue increases, with the FY 2013 Budget
proposing $2.50 in spending cuts for every $1 in new revenue. Both plans included over $4
trillion in deficit reduction, including the deficit reduction in the BCA itself, far exceeding the
amount that would have been required of the Joint Committee to avoid sequestration. Impor-
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tantly, the President’s proposals would ensure that deficit reduction is achieved in a way that
asks the top two percent of Americans to shoulder their fair share of the burden.

Instead of working to enact a balanced deficit reduction package to avoid the threat of
sequestration, some Members of Congress are focusing on unbalanced solutiona: that rely
solely on'spending cuts or try to alter only part of the sequestration. These proposals do not
represent realistic; fair, or responsible ways to avoid sequestration. Unlike the President’s
proposals, they are sharply contrary to the conclusions of numerous independent and biparti-
san groups-that recommend a comprehensive, balanced deficit reduction package comprised
of both spending cuts and revenue increases.

The House Republican FY 2013 Budget Resolution and the House Republican Seques-
ter Replacement Reconciliation Act of 2012 (SRRA) represent particularly irresponsible ap-
proaches to addressing sequestration. The BCA has already locked in almost $1 trillion of
discretionary spending reductions over 10 years, bringing nonsecurity discretionary spend-
ing down to the lowest level as a share of the economy since the Eisenhower Administra-
tion. The House Republican proposals would further cut nondefense discretionary spending,
refuse to-raise anyrevenue from the top two percent for deficit reduction, and fail to address
the Medicare sequestration. These proposals would shift the burden of deficit reduction onto
the middle-class and vulnerable populations and represent the wrong choices for the Nation’s
long-term growth and prosperity.

This report, which provides preliminary estimates: of the sequestration’s impact on more
than 1,200 budget accounts, makes clear that sequestration would have a devastating impact
on important defense and nondefense programs. While the Department of Defense would
be able to shift funds to ensure war fighting and critical military readiness capabilities were
not degraded, sequestration would result in a reduction in readiness of many non-deployed
units, delays in investments in new equipment and facilities, cutbacks in equipment repairs,
declines in military research and development efforts, and reductions in base services for
military families.

On the nondefense side, sequestration would undermine investments vital to economic
growth, threaten the safety and security of the American people, and cause severe harm to pro-
grams that benefit the middle-class, seniors, and children. Education grants to States and local
school districts supporting smaller classes, afterschool programs, and children with disabilities
would suffer. The number of Federal Bureau of Investigation agents, Customs and Border Pa-
trol agents, correctional officers, and federal prosecutors would be slashed. The Federal Avia-
tion Administration’s ability to oversee and manage the Nation’s airspace and air traffic control
would be reduced. The Department of Agriculture’s efforts to inspect food processing plants
and prevent foodborne illnesses would be curtailed. The Environmental Protection Agency’s
ability to protect the water we drink and the air we breathe would be degraded. The National
Institutes of Health would have to halt or curtail scientific research, including needed research
into cancer and childhood diseases. The Federal Emergency Management Agency’s ability to
respond to incidents of terrorism and other catastrophic events would be undermined. And
critical housing programs and food assistance for low-income families would be cut.

Because there is still time for Congress to act to prevent these cuts, and because of the need
to avoid unnecessarily diverting scarce resources from other important Government func-
tions, OMB issued guidance to agencies in July instructing them to continue normal spending
and operations. Until Congress acts, the Administration will continue to work, as necessary,
on issues related to the sequestration and its implementation. OMB will issue additional
guidance regarding sequestration in the months ahead as necessary.
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However, no amount of planning can mitigate the significant impact of the sequestration.
The destructive across-the-board cuts required by the sequestration are not a substitute for
a responsible deficit reduction plan. The President has already presented two proposals for
balanced and comprehensive deficit reduction, but under our Constitution, he cannot do the
job alone. Congress also needs to act. The Administration remains ready to work with Con-
gress to enact a balanced plan that achieves at least the level of deficit reduction agreed to in
the BCA, and cancels the sequestration.

Technical Report

The Sequestration Transparency Act of 2012 (STA) (P.L. 112-155) requires the President
to submit to Congress a report on the sequestration for fiscal year (FY) 2013 that is sched-
uléd to be ordered on January 2, 2013, pursuant to section 251A of the Balanced Budget and
Emergency Deficit Control Act of 1985, as amended (BBEDCA). This sequestration, should
it occuy, is the result of the failure of the Joint Select Committee on Deficit Reduction to pro-
pose, and Congress to enact, legislation reducing the deficit by $1.2 trillion, as required by
the Budget Control Act of 2011 (BCA). For ease of reference, this report will hereafter refer
to this sequestration as the “Joint Committee sequestration.”

Relying on assumptions specified in the STA, this report provides estimates of the seques-
tration’s impact on more than 1,200 budget accounts, including:

 an estimate of the sequestration percentages and amounts necessary to achieve the re-
quired reductions for the defense and nondefense functions for FY 2013;

® for each budget‘account, estimates of the amount of sequestrable and exempt budgetary
resources and the estimated reduction in sequestrable budgetary resources for FY 2013
(see Appendix A);

* 5 preliminary identification of all sequestrable and exempt budgetary accounts (see Ap-
pendix B); and

» additional information to enhance public understanding of the Joint Committee seques-
tration.

The estimates and classifications in this report are preliminary. As required by the STA,
the report assumes that discretionary appropriations are funded at the level that would be
provided-under a continuing resolution (CR) at the same rate of operations as in FY 2012.
Appropriations legislation that is actually enacted for the fiscal year beginning on October 1,
2012 will change the estimates provided in this report. Other legislation, including any en-
acted changes to direct spending levels between now and January 2, 2013, as well as changes
in the level of unobligated balances in the defense function, could also affect these estimates.
Depending on the timing of the discretionary Final Sequestration Report for FY 2013, the
discretionary spending limits could be adjusted as provided by section 251(b}(2) of BBEDCA,
which would change the allocation of the Joint Committee reductions between the defense
and nondefense functions. In addition, the Office of Management and Budget (OMB) con-
tinues to review the application of various provisions of BBEDCA to specific programs and
accounts, including, for example, the Federal administrative expenses provision in section
256(h) (discussed further below).

Under the assumptions required for this report about the level of discretionary appropria-
tions for FY 2013, and without additional changes to direct spending, this report’s calcula-
tions show a sequestration of 9.4 percent for defense function discretionary appropriations
and 10.0 percent for defense function direct spending. The corresponding sequestration per-
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centages for the nondefense function would be a reduction of 8.2 percent for discretionary
appropriations and 7.6 percent for direct spending.

The Administration continues to urge Congress to avoid the Joint Committee sequestra-
tion through the enactment of bipartisan balanced deficit reduction legislation. Such legisla-
tion could and should replace all of the arbitrary; across-the-board reductions described in
this report. As this report illustrates, sequestration is a blunt, indiscriminate instrument
and not a responsible way to make policy.

Basis for Calculations

As of the date of this report, no appropriations bills have been.enacted for FY 2013. Accord-
ingly, consistent with the assumptions required by the STA, the estimates for the level of seques-
trable budgetary resources and resulting reductions assume that budget accounts with discre-
tionary appropriations are funded at the annualized level provided by a CR at a rate of operations
as provided in the applicable appropriation act for FY 2012, plus any funding enacted as advance
appropriations for FY 2013. The annualized level, which is a preliminary estimate, is calculated
by taking FY 2012 enacted appropriations net of any recurring rescissions and changes in man-
datory programs (CHIMPs). The level is also adjusted for any transfers mandated by law. These
estimates of the CR amounts follow the rules applied for recent CRs, as described in OMB Bul-
letin 11-01, Apportionment of the Continuing Resolution(s) for Fiscal Year 2012.!

Pursuant to section 255(e) of BBEDCA, unobligated balances in the defense function (but not
in other functions) are sequestrable budgetary resources. Estimates of unobligated balances
available at any future point in time can vary greatly from actual amounts. For this report; the
majority of estimated unobligated balances for budget accounts in the defense function were
provided by the Department of Defense. In general, for multiyear accounts, the Department of
Defense estimated unobligated balances as of December 31, 2012, by assuming that funds ap-
propriated in prior years would be obligated at five-year historical average rates.

This report’s estimates of sequestrable budgetary resources and outlays for budget ac-
counts with direct spending are equal to the current law baseline amounts contained in the
President’s FY 2013 Budget, adjusted for the effects of legislation enacted since the Budget
was transmitted.

Sections 255 and 256 of BBEDCA identify programs exempt from sequestration and sub-
ject to special rules. Most of the exemptions in section 255 are straightforward applications
of law. There are more complicated issues, however, regarding certain special rules in section
256. Specifically, section 256 includes a number of special rules that on their face (that is,
absent a contrary indication in ancther provision of law) apply only to a sequestration order
issued under section 254.2 This raises the question of whether these rules apply to the Joint
Committee sequestration.

On August 2, 2012, the Senate Parliamentarian made a ruling on the applicability of a
sequestration rule which reflected the conclusion that the Joint Committee sequestration
would not be implemented by an order issued under section 254. Consistent with the Senate
Parliamentarian’s ruling, OMB has independently concluded that, based on the statutory
text of BBEDCA, the Joint Committee sequestration order wauld not be an order under sec-
tion 254. Accordingly, as set forth in this report, the special rules in section 256 that apply

i OMSB Bulletin 11-01 is available online at &f1p:/ Juwwehiteh ou fsites/defaulif filesfomb [ assets/bulleting /b1 1-01.
pdf
2 With respect to this report, the special rules in question mainly affect the estimate of sequestrable discretionary funding

for certain health programs specified in section 266(e) and discretionary Federal administrative expenses pursuant to section
256(h).
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only to a sequestration order issued under section 254 do not apply to the Joint Committee
sequestration, except to the extent those rules are otherwise made applicable by another
provision of law. Section 251A(7)(A) of BBEDCA does not include any such provision for dis-
cretionary spending, and; as a result, in estimating the reduction in discretionary spending
required by the Joint Committee sequestration, this report does not apply the special rules
in section 256 that apply only to a sequestration order issued under section 254. Pursuant
to section 251A(8) of BBEDCA, the special:rules in section 256 do apply to the reduction in
direct spending required by the Joint Committee sequestration.

Under section 256(h) of BBEDCA, Federal administrative expenses are subject to sequestra-
tion pursuant to an order issued under section 254 “without regard to any exemption, exception,
limitation, or special rule that is otherwise applicable.” For reasens set forth above for the Joint
Committee sequestration, this rule would only apply to Federal administrative expenses that
constitute direct spending. BBEDCA does not define “administrative expenses.” For purposes
of this report, “administrative expenses” for typical Government programs are defined as the
object classes for personnel compensation, travel, transportation, communication, equipment,
supplies, materials, and other services.®* For commercial, business-like activities, this report
distinguishes between (a) overhead costs that are necessary to run a business, and (b) expenses
that are directly tied to the production and delivery of goods or services. The report excludes
the latter from the definition of administrative expenses, consistent with the accounting prac-
tices of commercial businesses and OMB’s past practice under BBEDCA. The Administration
will continue to review the application of this definition to individual budget accounts.

To summarize this complex discussion: the special rules for certain health programs apply
to the mandatory components of those programs, not the discretionary components. Manda-
tory administrative expenses for an otherwise exempt program are subject to sequestration,
but not discretionary administrative expenses. For exempt mandatory programs with se-
questrable administrative expenses, administrative expenses are defined as described above.

Calculation of Sequestration Percentages

Under section 251A of BBEDCA, the failure of the Joint Select Committee triggers automatic
reductions in discretionary appropriations and direct spending to achieve the deficit reduction
that the Joint Select Committee process was supposed to achieve. Absent further congressional
action, the first of these reductions will be implemented on January 2, 2013, by a sequestration of
non-exempt discretionary appropriations and non-exempt direct spending. As shown in Table 1,
the total amount of deficit reduction required is specified by formula in section 251A(3), starting
with the total reduction of $1.2 trillion required for FY 2013 through FY 2021, deducting a speci-
fied 18 percent for debt service savings, and then dividing the result by 9 to calculate the annual
reduction of $109 billion over each year from FY 2013 to FY 2021. The annual reduction is split
evenly between budget accounts in function 050 (defense function) and in all other functions
{nondefense function), so that each function would be reduced by $54.667 billion.

Table 1. CALCULATION OF TOTAL ANNUAL

REDUCTION BY FUNCTION
{In billions of dollars)
Joint Committee savings target " 1,200.000
Deduct debt service savings (18%) =216.000
Net programmatic reductions ...... 984.000
Divide by 9 to calculate annual reduction 109.333
Split 50/50 between defense and nondefense functions 54.667

3 See Conference Report on House Resolution 372 (H. Rpt. 99-433).



OMB REPORT PURSUANT TO THE SEQUESTRATION TRANSPARENCY ACT OF 2012

The next calculation needed is to allocate the reductions, which have already been split be-
tween defense-and nondefense, between discretionary and direct spending: The law requires
that proportionality be maintained between a specified calculation of these two types of spend-
ing. ‘ The discretionary base that is used for allocating reductions between discretionary and
direct spending differs from the amount of resources that are actnally sequestrable.. The base
for allocating reductions to discretionary appropriations is the revised discretionary spending
limits for' FY 2013 listed in section 251A(2)(A) of BBEDCA. For purposes of this: report; the
discretionary spending limits have not been revised toinclude adjustments pursuant to section
251(b)(2) of BBEDCA for certain funding included in the CR levels because these adjustments
cannot be made until OMB issues its discretionary Final Sequestration Report for FY 2013.*
Pursuant to paragraphs (5) and (6) of section 251A, and ¢onsistent with section 6 of the Statu~
tory Pay-As-You-Go Act of 2010, the base for allocating reductions to budget accounts with di-
rect spending is the sum of the direct spending outlays in the budget year and the subsequent
year that would result from new sequestrable budget authority in FY 2013.

Once the reductions are allocated between direct spending and discretionary appropriations
using the bases above, the sequester: percentage for discretionary appropriations is obtained
from the sequestrable base, which is‘described above in:the “Basis for Calculations” section.
For mandatory programs, the sequestrable base is the same as the mandatory base for allocat-
ing the reduction. Pursuant to sections 255 and 256 of BBEDCA, most mandatory spending
is exempt from sequestration or, in the case of the Medicare program, is subject to a.2 percent
limit on sequestration. For discretionary defense programs, the sequestrable base equals to-
tal discretionary appropriations (including funding that would trigger cap adjustments), plus
unobligated balances and funding financed by fees, minus exemptions. Except for funding for
military personnel, most discretionary defense funding is sequestrable. For discretionary non-
defense programs, the sequestrable base equals total discretionary appropriations (including
funding that would trigger cap adjustments) and funding financed by fees, adjusted to exclude
funding for the Department of Veterans Affairs and other exempt amounts.

Defense Function Reduction

Table 2 shows the calculation of the sequestration percentages and dollar reductions re-
quired for budget accounts with discretionary appropriations or direct spending within the
defense function. The calculation involves the following steps:

Step 1. Pursuant to section 251A(5), the total reduction of $54.667 billion is allocated pro-
portionately between discretionary appropriations and direct spending. The total
base is the sum of the FY 2013 revised discretionary spending limit for the security
category ($546 billion) and OMB's baseline estimates of sequestrable direct spending
outlays ($0.679 billion) in the defense function:in FY 2013 and FY 2014 from new.
direct spending budget ‘authority in FY 2013. Discretionary appropriations comprise
more than 99 percent of the total base in the defense function.

Step 2. Total defense function spending must be reduced by $54.667 billion. As required by
section 251A(5)(A), allocating the reduction based on the ratio of the revised discre-
tionary spending limit to the total base yields a $54.599 billion reduction required
for discretionary appropriations. Under section 251A(5)(B), the remaining $0.068
billion is the reduction required for budget accounts with direct spending.

4 Although the discretionary spending limits have not been adjusted to include funding for Overseas Contingency
Operations, disaster relief, and programs integrity, the associated funding, the CR levels assumed in this report include those
funding as sequestrable discretionary resources. That is because the STA requires for purposes of this report that OMB assume
all discretionary appropriations are repeated in FY 2013 at the FY 2012 level.
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Step 3. As required by section 251A(7)(A), the discretionary percentage reduction for FY
2013 is calculated by dividing the discretionary reduction amount calculated in step
2 ($54.599 billion) by the sequestrable budgetary resources ($580.073 billion) for
budget accounts with discretionary appropriations in the defense function, which
yields a 9.4 percent sequestration rate for budget accounts with non-exempt discre-
tionary appropriations.® A similar calculation is required by section 251A(8) for the
sequestration of direct spending.- Dividing the: direct spending reduction amount
($0.068 billion) by the sequestrable budgetary resources ($0.679 billion) for budget
accounts with direct spending yields a 10.0 percent sequestration rate for budget ac-
counts with non-exempt direct spending.

Table 2. DEFENSE FUNCTION REDUCTION

(Dollars in biltions)

Discretionary Direct Spending Total

Step 1. Base for allocating reduction .........cceecen 546.000 0.679 546.679
Percentage allecation of reductions ........ 99.88% 0.12%
Step2.  Allocation of total reduction - 54,599 : 0.068 54.667
Percentage allocation of reductions ........ 99.88% 0.12%
Step3.  Sequestration percentages calculation:
Sequestrable Base ........cooeororeomrereenrereees 580.073 0.679}
Sequestration percentage 9.4% 10.0%

Nondefense Function Reduction

Table 3 shows the calculation of the sequestration percentages and dollar reductions required
for budget accounts with discretionary appropriations or direct spending within:all other func-
tions besides 050 (nondefense function). The calculation is more complicated than the calculation
for the defense function due to a two percent limit-on sequestration. of Medicare non-administra-
tive spending, a two' percent limit on sequestration of community and migrant health centers
(which applies only to the mandatory funding of those programs), and a special rule for applying
the sequestration to student loans. The calculation involves the following steps:

Step 1. Total spending in the nondefense function must be reduced by $54.667 billion. Of
this, $11.085 billion would come from a sequestration of the portion of Medicare sub-
ject to the two percent limit ($554.265 billion), leaving a $43.582 billion reduction to
be derived from the other discretionary appropriations and direct spending in the
nondefense function.

Step 2. Pursuant to section 251A(6), the remaining reduction of $43.582 billion is al-
located proportionately between the other discretionary appropriations and di-
rect spending in the nondefense function. The base ($574.302 billion) is the sum
of the FY 2013 revised discretionary spending limit for the nonsecurity category
($501.000 billion) and the remaining sequestrable direct spending base ($73.302
billion). The latter amount equals OMB’s baseline estimates of total seques-
trable direct spending outlays ($627.567 billion) minus the portion of Medicare
subject to the two percent limit ($554.265 billion) in the nondefense function
in FY 2013 and FY 2014 from new direct spending budget authority in FY 2013,

5 Defense sequestrable budgetary resources include non-exempt uew budget authority and uncbligated balances carried
over from prior fiscal years. Budgetary resources for military personnel accounts are considered exempt, pursuant to section
255(f) and the July 31, 2012 letter from OMB Acting Director Jeffrey D. Zients notifying Congress of the President’s intent to
exempt military personnel accounts from sequestration, available at: ktip:{ fwwhitehousegov [ sites [ default {files fomb [leg.
islative /letters | military-personnel-letter-biden.pdf.
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Step 3.

Step 4.

The discretionary spending limit accounts for- 87.24 percent of the remaining
base in the nondefense function, and direct spending accounts for 12.76 percent.

Applying these percentage allocations.to the remaining required reduction for pro-
grams in the nondefense function yields the reduction for discretionary appropria-
tions ($38.021 billion) and for remaining direct spending ($5.561 billion), following
the procedures for allocating the sequestration contained in section 251A(6).

The sequestration for the mandatory portions of certain health programs is limited
to two percentage points pursuant to sections 251A(8) and 256(e)(2) of BBEDCA.
These programs have sequestrable budgetary resource of $1.344 billion, so a two per-
centage point reduction would save $0.027 billion, Deducting these savings from the
non-Medicare direct spending reduction leaves $5.534 billion to be taken by a uni-
form percentage reduction of the remaining sequestrable direct spending of $71.958
billion in the nondefense function:

Asrequiredbysection251A(7)(A),dividingthediscretionaryreductionamount ($38.021
billion) calculated in step 2 by the sequestrable budgetary resources for discretionary
appropriations ($463.465 billion) in the nondefense function yields an 8.2 percent se-
questration rate for budget accounts with non-exempt discretionary appropriations.

The remaining reduction ($5.534 billion) to direct spending is applied as a uniform
percentage reduction to the remaining budget accounts with sequestrable direct
spending and by increasing student loan fees by the same uniform percentage, as
specified in sections 251A(8) and 256(b). Each one percentage point increase in the
sequestration rate is estimated to result in $0.012 billion of savings in the direct
student loan program. Solving simultaneously for the single percentage that would
achieve the remaining reduction when applied to both the remaining sequestrable
direct spending ($71.958 billion)-and to student loan fees yields a 7.6 percent reduc-
tion. This percentage reduction would yield savings of $0.091 billion in the direct
student loan program and $5.443 billion from the remaining budget accounts with
non-exempt direct spending.
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Table 3. NONDEFENSE FUNCTION REDUCTION

(Dollars in billions)
Discreﬁonary S Ill);:;ieﬁlt“ g Total
1. Total reduction, excluding savings from Medicare 2% limit:
Medicare base subject to 2% limit 554,265
Total nondefense function reduction 54.667
Reduce Medicare by 2% 2 ~11.085
Non-Medicare reduction amounts 43.582
2. Allocate non-Medicare reduction: ‘
Total base for allocating reduction 501.0060 627.587 1,128.567
Exclude Medicare {portion subject to 2% Lmit) ......ccoovmivivinrivins =554.265 =554.265
Non-Medicare base 501.000f - 73.302 574.302
Percentage allocation of non-Medicare base ........ccvnieainenn. B7.24% 12.76%
Non-Medicare reduction amounts 38.021 5.5611 - 43,582
Percentage allocation of non-Medicare reduction .........ccovenienn. 87.24% 12.76%
3. Savings from 2% limit on sequestration of certain health programs
Certain health programs sequestrable base ..o 1.344
Reduce other health programs by 2% -0.027
4. Sequestration percentages calculation:
Remaining reduction amounts .. 38.021 5.534
Savings from uniform percentage reductior:
From 7.6% increase in student 1oan fee ........cooveeeirecccriieciiannns 0.091
From remaining sequestréble budget accounts .....: 38.021 5.443
Sequestrable base for uniferm percentage reduetion ... 463.465 71.958
Sequestration percentage 8.2% 7.6%
Summary of reducticns:
2% sequestration of Medicare 11.085
2% limit on sequestration of other health programs ..cocoevcrrneee : 0.027
Student loan fee increase 0.091
Uniform percentage reduction 38.004 5.469
Rounding 0.017 —0.026
Total reduction 38021 16,646 54,667

Reductions by Budget Account (Appendix A)

Based on assumptions required in the STA, Appendix A of this report sets forth the per-
centage reductions required for each of 897 budget accounts with sequestrable funding. Spe-
cifically, Appendix B shows both the sequestrable and exempt portions of each budget. ac-
count, the percentage reduction required for each sequestrable budgetary resource, and the
resulting reduction.

The STA also included a requirement to show reductions for each account at the program,
project, and activity (PPA) level. As described further below, because of the STA’s reporting
deadline of just 30 days, the large number of PPAs across all agencies and budget accounts,
and inconsistencies in the way PPAs are defined, additional time is necessary to identify, re-
view, and resolve issues associated with providing information at this level of detail.

Section 251A(10) of BBEDCA states that the required reductions “shall be implemented in
accordance with section 256(k).” Section 256(k)(2) provides as follows:
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Except as otherwise provided, the same percentage sequestration shall apply to all
programs, projects, and activities within a budget account (with programs, projects,
and activities'as delineated in the appropriation Act or accompanying report for the
relevant fiscal year covering that account, or for accounts not included in appropria-
tion Acts, as delineated in the most recently submitted President’s Budget).

Thus, each budget account must be‘analyzed separately to determine its component PPAs.
For discretionary spending, the inquiry requires agencies to condiict a detailed analysis of
their appropriation act(s) for the relevant fiscal year and, if applicable, any legislative report
accompanying that act. For direct spending, it requires them to conduct a clase review of
specific line items in the President’s Budget.

To assist in the preparation of this report, OMB asked agencies, after consultation with the
chairs and ranking members of the Appropriations Committees of the House and the Senate,
to submit budgetary information to OMB on PPAs. In doing so, agencies identified thousands
of PPAs across appropriations acts and  accompanying reports and the President’s Budget,
with varying definitions of PPAs depending on the particular act and the reporting agency.
Regularizing reporting across different budget accounts and agencies requires the resolution
of many definitional questions, and the sheer volume of data presents administrative chal-
lenges that require additional time for OMB to address.

The uniform reductions shown in Appendix A leave no question that sequestration is an
indiscriminate and destructive instrument that Congress should replace with balanced defi-
cit reduction.

Sequester/Exempt Classifications by Budget Account (Appendix B

The STA requires an identification of all exempt budget accounts with discretionary appro-
priations and direct spending. In addition to identifying exempt budget accounts, Appendix
B provides a preliminary classification of each type of budgetary resource within each budget
account as sequestrable or exempt and provides the legal citation for each exempt classifica-
tion. The listing ‘identifies budgetary resources as both sequestrable and exempt when the
budgetary resource funds multiple activities and some of the activities are exempt. Further,
the listing also identifies discretionary and direct spending budgetary resources that are po-
tentially subject to a special rule listed in section 256 of BBEDCA. As previously discussed,
the estimates in this report reflect the conclusion that the Joint Committee sequestration
would not be implemented by an order under section 254; therefore, the special rules in sec-
tion 256 that apply only to a sequestration order issued under 254 would apply only to the
direct spending portion of the Joint Committee sequestration, where BBEDCA expressly in-
structs those special rules to be applied. In addition, the report identifies military personnel
accounts that the President indicated his intent to exempt from sequestration under section
255(f) of BBEDCA.®

5 See footnote 5.
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